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Preface

Accounting Trends & Techniques—2008, is a compilation of reporting and disclosure data obtained
from a survey of the annual reports to stockholders of 600 publicly traded companies. This AICPA
publication is produced for the purpose of providing accounting professionals with an invaluable resource
for incorporating new and existing accounting and reporting guidance into financial statements using
presentation techniques adopted by some of the most recognized companies headquartered in the
United States. The annual reports surveyed were those of selected industrial, merchandising, technology,
and service companies for fiscal periods ending between February 2007 and January 2008.
Significant accounting trends, as revealed by a comparison of current survey findings with those
of prior years, are highlighted in numerous comparative tabulations throughout this publication. These
tables show trends in such diverse accounting matters as financial statement format and terminology
and the accounting treatment of transactions and events reflected in the financial statements.
Accounting techniques are illustrated by excerpts from the annual reports of the survey companies
and represent various presentation practices already subjected to the audit requirements mandated
by the Public Company Accounting Oversight Board (PCAOB). Furthermore, the excerpts selected for
inclusion were subjected to an evaluation process and found to be particularly relevant and useful to
financial statement preparers. Every edition of Accounting Trends & Techniques has all new annual report
excerpts so the readers are provided only current financial statement preparation techniques.
Recently issued technical guidance for which this edition supplies illustrative annual report excerpts
include SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities—Including
an Amendment of FASB Statement No. 115, SFAS No. 157, Fair Value Measurements, and FIN 48,
Accounting for Uncertainty in Income Taxes—an interpretation of FASB Statement No. 109. Readers
should be aware that the effective dates of recently released technical guidance affect the timing of its
inclusion in the financial statements of the survey companies, which, in turn, affects the timing of the
resulting illustrative excerpts available for potential inclusion in Accounting Trends & Techniques.
Indexes in this edition include the “Appendix of 600 Companies,” which alphabetically lists each of
the 600 survey companies included in the current edition, as well as where in the text excerpts from their
annual reports can be found; the “Pronouncement Index,” which provides for easy cross-referencing
of pronouncements to the applicable descriptive narratives preceding the various statistical tables and
annual report excerpts; and the “Subject Index,” which is fully cross-referenced to all significant topics
included throughout the text sections.
We would appreciate your feedback! We hope that you find this year’s edition to be informative
and useful. Also, we encourage you to give us your comments regarding the content of this publication,
suggested improvements for future editions, and any other feedback. Please direct your comments to
David Cohen, using the below contact information. All comments will be considered and kept strictly
confidential.
David Cohen—Accounting & Auditing Publications
AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
220 Leigh Farm Road
Durham, NC 27707-8110
Telephone: 919-402-4030
E-mail: dcohen@AICPA.org
Order information:
AICPA Online Store: www.cpa2biz.com
AICPA Member Service Center: (888) 777-7077, option 1
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Notice to Readers

This notice highlights both the recent release of Financial Accounting Standards Board (FASB) Accounting Standards CodificationT M (ASC) and the likely imminent transition to International Financial Reporting
Standards (IFRS) by U.S. public companies. As of the time of publication for this edition of Accounting
Trends & Techniques, neither of these developments is yet finalized; both are still in a preliminary phase.
Because both FASB ASC and IFRS will have a notable effect on all future editions of Accounting Trends
& Techniques, as well as U.S. financial reporting in general, we are presenting some basic background
to help acquaint you with these important developments.

FASB Accounting Standards CodificationT M
FASB Accounting Standards CodificationT M (FASB ASC) disassembles thousands of accounting pronouncements (including those of FASB, EITF, and the AICPA) and reassembles them under a topical
structure in which topics, subtopics, and sections are numerically referenced. FASB ASC does not
change U.S. generally accepted accounting principles (GAAP); rather, it is part of FASB’s efforts to
reduce the complexity of accounting standards and also to facilitate international convergence.
FASB ASC includes all level A through D GAAP issued by a standard setter. It does not include
guidance for non-GAAP matters such as OCBOA, cash basis, income tax basis, or regulatory accounting
principles, nor does it include standards for governmental entities.
FASB ASC was released on January 15, 2008 and is available for comment during a one-year verification period, ending January 15, 2009. FASB currently expects to approve and issue FASB ASC as
authoritative in April 2009, making it the single source of non-SEC authoritative accounting and reporting
standards for nongovernmental entities.
Once FASB ASC becomes authoritative, FASB will no longer consider new standards authoritative in
their own right. Instead, new standards will serve only to update FASB ASC and provide the historical
basis for conclusions of a new standard. Subsequent editions of Accounting Trends & Techniques will
reference FASB ASC once it is authoritative.
With the January 2008 release, FASB launched an Internet-based research system—the FASB Accounting Standards Codification Research System, which includes a cross-reference report to identify
where current standards reside and features a notice to constituents that explains the scope, structure,
and usage of consistent terminology in FASB ASC. Constituents are encouraged to read this notice as
it includes content matters for which FASB is requesting constituent feedback.
For further information, to access the notice to constituents, and to provide feedback during verification, visit www.fasb.org.

International Financial Reporting Standards
A parallel goal of FASB ASC, in addition to reducing the complexity of U.S. GAAP, is to facilitate convergence with International Financial Reporting Standards (IFRS). Having one set of high-quality, globally
accepted accounting standards may provide a number of benefits, including increased investor confidence and understanding. One set of standards brings greater transparency, credibility, and comparability of companies, regardless of political boundaries.

What Is IFRS?
IFRS is a set of accounting standards developed by International Accounting Standards Board (IASB)
that is becoming the global standard for the preparation of public company financial statements. IASB
is an independent accounting standards body, based in London, that consists of 14 members from nine
countries, including the United States. IASB began operations in 2001, when it succeeded the International Accounting Standards Committee (IASC). IASC was formed in 1973, soon after the formation of
FASB. In 2001, IASC was disbanded and a new oversight body, the IASC Foundation, was created to
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oversee the IASB. This oversight role is very similar to that of the Financial Accounting Foundation (FAF)
in its capacity as the oversight body of FASB, Governmental Accounting Standards Board (GASB), and
other advisory councils.
IFRSs are developed following an international consultation process that includes, among other components, input from an external advisory group called the Standards Advisory Council (Council). The
Council consists of representatives from user groups, preparers, financial analysts, academics, auditors,
regulators, and others that are affected by and interested in IASB’s work. Also integral to the work of
IASB is the International Financial Reporting Interpretations Committee (IFRIC), an interpretative body
of the IASC Foundation. IFRIC is charged with developing authoritative guidance in the form of IFRIC
Interpretations to promote consistent practice.
Over the course of approximately 28 years, IASC issued 41 standards, called International Accounting
Standards (IAS). Since replacing IASC, IASB has issued eight new standards called IFRSs, in addition
to modifying many of the IASs of its predecessor. IASB’s approach has been to provide guidance
more in the form of general principles rather than rules. IFRIC has issued 15 interpretations since its
formation.
The term IFRSs has both a narrow and a broad meaning. Narrowly, IFRSs refers to the new numbered
series of pronouncements that IASB is issuing, as differentiated from the IASs issued by its predecessor. More broadly, IFRSs refers to the entire body of IASB pronouncements, including standards and
interpretations approved by IASB as well as IASs and the related interpretations issued by the Standing
Interpretations Committee (SIC) as approved by the IASC.

Current State of IFRS
The following tables list the standards and interpretations that make up the entire body of IFRS in effect
at September 1, 2008:
Standard Number

Title

IFRS 1
IFRS 2
IFRS 3
IFRS 4
IFRS 5
IFRS 6
IFRS 7
IFRS 8

IFRS (8) in Effect at September 1, 2008
First-time Adoption of International Financial Reporting Standards
Share-based Payment
Business Combinations
Insurance Contracts
Non-current Assets Held for Sale and Discontinued Operations
Exploration for and Evaluation of Mineral Resources
Financial Instruments: Disclosures
Operating Segments

IAS 1
IAS 2
IAS 7
IAS 8
IAS 10
IAS 11
IAS 12
IAS 16
IAS 17
IAS 18
IAS 19
IAS 20
IAS 21
IAS 23
IAS 24
IAS 26
IAS 27
IAS 28
IAS 29
IAS 31
IAS 32
IAS 33
IAS 34
IAS 36
IAS 37

IAS (29) in Effect at September 1, 2008
Presentation of Financial Statements
Inventories
Statement of Cash Flows
Accounting Policies, Changes in Accounting Estimates and Errors
Events After the Reporting Period
Construction Contracts
Income Taxes
Property, Plant and Equipment
Leases
Revenue
Employee Benefits
Accounting for Government Grants and Disclosure of Government Assistance
The Effects of Changes in Foreign Exchange Rates
Borrowing Costs
Related Party Disclosures
Accounting and Reporting by Retirement Benefit Plans
Consolidated and Separate Financial Statements
Investments in Associates
Financial Reporting in Hyperinflationary Economies
Interests in Joint Ventures
Financial Instruments: Presentation
Earnings per Share
Interim Financial Reporting
Impairment of Assets
Provisions, Contingent Liabilities and Contingent Assets
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Standard Number

Title

IAS 38
IAS 39
IAS 40
IAS 41

Intangible Assets
Financial Instruments: Recognition and Measurement
Investment Property
Agriculture

Interpretations of IFRIC (15) and Its Predecessor, SIC (11) in Effect at September 1, 2008
Introduction of the Euro
Government Assistance—No Specific Relation to Operating Activities
Consolidation—Special-Purpose Entities
Jointly Controlled Entities—Non-Monetary Contributions by Venturers
Operating Leases—Incentives
Income Taxes—Recovery of Revalued Non-Depreciable Assets
Income Taxes—Changes in the Tax Status of an Enterprise or its Shareholders
Evaluating the Substance of Transactions Involving the Legal Form of a Lease
Service Concession Arrangements: Disclosures
Revenue—Barter Transactions Involving Advertising Services
Intangible Assets—Web Site Costs
Changes in Existing Decommissioning, Restoration and Similar Liabilities
Members’ Shares in Cooperative Entities and Similar Instruments
Determining Whether an Arrangement contains a Lease
Rights to Interests arising from Decommissioning, Restoration and Environmental
Rehabilitation Funds
IFRIC 6
Liabilities arising from Participating in a Specific Market—Waste Electrical and
Electronic Equipment
IFRIC 7
Applying the Restatement Approach under IAS 29, Financial Reporting in
Hyperinflationary Economies
IFRIC 8
Scope of IFRS 2
IFRIC 9
Reassessment of Embedded Derivatives
IFRIC 10
Interim Financial Reporting and Impairment
IFRIC 11
IFRS 2: Group and Treasury Share Transactions
IFRIC 12
Service Concession Arrangements
IFRIC 13
Customer Loyalty Programmes
IFRIC 14
IAS 19—The Limit on a Defined Benefit Asset, Minimum Funding Requirements,
and Their Interaction
IFRIC 15
Agreements for the Construction of Real Estate (effective for annual periods
beginning on or after January 1, 2009)
IFRIC 16
Hedges of a Net Investment in a Foreign Operation (effective for annual periods
beginning on or after October 1, 2008)
SIC 7
SIC 10
SIC 12
SIC 13
SIC 15
SIC 21
SIC 25
SIC 27
SIC 29
SIC 31
SIC 32
IFRIC 1
IFRIC 2
IFRIC 4
IFRIC 5

Convergence of U.S. GAAP and IFRS
The convergence of U.S. GAAP and IFRS gained momentum when, in 2002, FASB and IASB signed
what came to be known as the Norwalk Agreement. At that meeting, FASB and IASB pledged to use
their best efforts (a) to make their existing financial reporting standards fully compatible as soon as is
practicable and (b) to co-ordinate their future work programs to ensure that once achieved, compatibility
is maintained. That agreement was reaffirmed in a February 2006 Memorandum of Understanding (MoU),
which was based on three principles:
• Convergence of accounting standards can best be achieved through the development of high
quality, common standards over time.
• Trying to eliminate differences between two standards that are in need of significant improvement
is not the best use of FASB’s and IASB’s resources—instead, a new common standard should be
developed that improves the financial information reported to investors.
• Serving the needs of investors means that FASB and IASB should seek convergence by replacing
standards in need of improvement with jointly developed new standards.
At their joint meeting in April 2008, FASB and IASB again affirmed their commitment to developing
common, high quality standards, and agreed on a pathway to completing the MoU projects, including
projected completion dates. In September 2008, the two boards together published an update of their
2006 MoU to report the progress they have made since 2006 and to set the goal of completing their major
joint projects by 2011. Each board believes that such standards would improve the quality, consistency,
and comparability of financial information for investors and capital markets around the world. The MoU
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is available at www.fasb.org. Included in the progress report is the below listing of projects representing
either joint projects or areas identified for development of a common standard:
Joint Projects

Current Status

Estimated Completion Date

1. Business combinations

Project completed and common
standards were published.

2. Financial instruments (replacement
of existing standards)

7. Revenue recognition

IASB: Discussion paper published
in 2008.
FASB: Invitation to comment published on
IASB discussion paper.
FASB issued Exposure Draft to simplify
hedge accounting in mid-2008.
IASB: Issued a revision to IAS 1 in 2007.
Joint Board deliberations are ongoing.
Inactive—the Boards decided in 2007
not to add a project to their joint agenda.
Project added to the joint agenda.
Board deliberations are ongoing.
Preliminary views/discussion paper
published in the first half of 2008.
Joint Board deliberations are ongoing.

Project completed in 2007. FAS
141R was issued in 2007. The
revisions to IFRS 3 were
issued in 2008.
To be determined.

Areas Identified for Development
of a Common Standard

Current Status

Estimated Completion Date

Both Boards to publish Exposure
Drafts in 2008.
Both Boards to publish Exposure
Drafts in 2008 or early 2009.
FASB: Completed standard.
IASB: Issued discussion paper
in 2007.
Board deliberations are ongoing.
FASB: Completed first stage of
FASB-defined project.
IASB: Discussion paper issued
in March 2008.

Both Boards to issue final
standards in 2009–2010.
Both Boards to issue final
standards in 2009–2010.
FASB: Standard issued in 2006.
IASB: 2010

3. Financial statement presentation
4. Intangible assets
5. Leases
6. Liabilities and equity distinctions

8. Consolidations
9. Derecognition
10. Fair value measurement

11. Post-employment benefits
(including pensions)

2011
Not part of the active agenda.
2011
2011
2011

IASB: Exposure Draft in 2009,
following consideration of
comments on discussion paper.

Important Differences Between IFRS and U.S. GAAP
Because of longstanding convergence projects between the IASB and FASB, the extent to which significant differences exist between IFRS and GAAP has been shrinking. Yet, significant differences do remain,
most any one of which can result in significantly different reported results, depending on a company’s
industry and individual facts and circumstances. Such differences include, among other differences, the
following:
• IFRS does not permit Last-In First-Out (LIFO).
• IFRS uses a single-step method for impairment write-downs rather than the two-step method used
in U.S. GAAP, making write-downs more likely.
• IFRS has a different probability threshold and measurement objective for contingencies.
• IFRS does not permit curing debt covenant violations after year-end.

Recent U.S. Securities and Exchange Commission (SEC) Activities Towards
Adoption of IFRS
A significant step forward towards acceptance of IFRS in the U.S. occurred when, in 2005, Donald T.
Nicolaisen, then chief accountant of the SEC, published a “roadmap” for the possible elimination of the
requirement for foreign private issuers (FPIs) to reconcile financial statements prepared under IFRSs
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to U.S. GAAP. The roadmap sets forth a series of steps and standards to be met before IFRS will be
accepted by the SEC as equivalent to U.S. GAAP for FPIs. In December 2007, the SEC made further
progress towards convergence with the issuance of Final Rule 33-8879, Acceptance From Foreign
Private Issuers of Financial Statements Prepared in Accordance With International Financial Reporting
Standards Without Reconciliation to U.S. GAAP in December 2007, that permits FPIs in their filings
with the SEC to use financial statements prepared in accordance with IFRS as issued by the IASB
without reconciliation to U.S. GAAP. The rule amendments are effective for annual financial statements
for financial years ending after November 15, 2007.
In August 2007, the SEC issued Concept Release 33-8831, Concept Release On Allowing U.S. Issuers
To Prepare Financial Statements In Accordance With International Financial Reporting Standards, to
gather input regarding the role of IFRS as a basis of financial reporting in the U.S. public capital market
by U.S. issuers. This action reflected the growing interest in equitable treatment of U.S. issuers to
adopt IFRS as the basis of accounting in financial statements filed with the SEC just as their foreign
counterparts have the option to do.
In August 2008, the SEC voted to publish for public comment a proposed roadmap that includes a
timeline and milestones potentially leading to the required use of IFRS by U.S. issuers by 2014. The
roadmap calls for certain key dates:
2009–a limited number of eligible issuers would be able to early adopt IFRS for filings made in
2010 for fiscal periods ending on or after December 15, 2009. It is currently estimated that 110 U.S.
companies in 34 different industries would be eligible for early adoption of IFRS based upon market
capitalization. Companies interested in early adopting IFRS in its filings with the Commission would
have to seek a letter of “no objection” from the Division of Corporation Finance before such use.
2011–the Commission will consider adoption of the mandatory use of IFRS in a later year, as well
as determine if the early adoption program should be expanded to a larger group of companies.
2014–the anticipated date by which use of IFRS becomes mandatory. As an alternative to mandating adoption of IFRS for all filers at the same time, adoption might be phased in based on size
of the filer—2014 for large accelerated filers, 2015 for accelerated filers, and 2016 for all other
filers.
The proposing release will provide a 60-day comment period from the date the release is published in
the Federal Register.

AICPA Supports a Single Set of International Standards
The AICPA’s position on global convergence is that it supports one set of high-quality global accounting
standards for public companies. In response to the SEC roadmap issued in August 2008, the AICPA
commented that the action taken by the SEC “continues a robust and thoughtful debate that is critical as
the transition occurs.” Regarding non-public entities in the United States, the AICPA has acknowledged
that a discussion of the possible use of IFRS by non-public entities in the United States is necessary,
and that issue should remain separate from the current efforts related to public companies, according
to a statement issued by the chairman of the AICPA’s board of directors in February 2008. The AICPA
believes the following are key steps, among others, for a smooth transition to IFRS:
1. ongoing collaboration between FASB and the IASB to achieve convergence, and
2. preparation for the shift to IFRS-based reporting using eXtensible Business Reporting Language
(XBRL).
Further promoting global convergence is the action taken by the AICPA to recognize the IASB as a
standard setter in Ethics Rule 202, Compliance With Standards (AICPA, Professional Standards, vol. 2,
ET sec. 202), and Rule 203, Accounting Principles (AICPA, Professional Standards, vol. 2, ET sec. 203),
of the AICPA Code of Professional Conduct. Also, in May 2008, the AICPA created www.ifrs.com to serve
as a resource for IFRS-related publications, articles, conferences, educational courses, videos and links
to additional sources of information. The site includes materials for auditors, financial managers, boards
of directors and audit committees, and investors.
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Section 1: General
COMPANIES SELECTED FOR SURVEY
1.04
1.01

This section is concerned with general information
about the 600 companies selected for the survey and with
certain accounting information usually disclosed in notes accompanying the basic financial statements.

1.02 All 600 companies included in the survey are registered with the Securities and Exchange Commission (SEC).
Many of the survey companies have securities traded on one
of the major stock exchanges—80% on the New York and
2% on the American. The remaining 18% were traded on
NASDAQ or the “over-the-counter” exchanges.
1.03 Each year, companies are selected from the latest
Fortune 1000 listing to replace those companies that were
deleted from the survey (see the Appendix of 600 Companies
for a comprehensive listing of the 600 companies as well as
those that were added and removed in this edition). Companies are deleted from the survey when they have either
been acquired, become privately held (and are, therefore, no
longer registered with the SEC), failed to timely issue a report,
or ceased operations.
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TABLE 1-1: INDUSTRY CLASSIFICATIONS
Advertising, marketing............................................
Aerospace..............................................................
Apparel...................................................................
Beverages..............................................................
Building materials, glass........................................
Chemicals...............................................................
Computer peripherals.............................................
Computer software.................................................
Computers, office equipment.................................
Diversified outsourcing services............................
Electronics, electrical equipment...........................
Engineering, construction......................................
Entertainment.........................................................
Food........................................................................
Food and drug stores.............................................
Food services.........................................................
Forest and paper products.....................................
Furniture.................................................................
General merchandisers..........................................
Health care.............................................................
Homebuilders.........................................................
Hotels, casinos, resorts..........................................
Household and personal products.........................
Industrial and farm equipment...............................
Information technology services............................
Mail, package and freight delivery.........................
Medical products and equipment...........................
Metal products........................................................
Metals.....................................................................
Mining, crude-oil production...................................
Miscellaneous.........................................................
Motor vehicles and parts........................................
Network communications.......................................
Packaging, containers............................................
Petroleum refining..................................................
Pharmaceuticals.....................................................
Publishing, printing.................................................
Rubber and plastic products..................................
Scientific, photographic, and control equipment ...
Semiconductors......................................................
Soaps, cosmetics...................................................
Specialty retailers...................................................
Telecommunications..............................................
Temporary help......................................................
Textiles...................................................................
Tobacco..................................................................
Toys, sporting goods..............................................
Transportation equipment......................................
Trucking, truck leasing...........................................
Waste management...............................................
Wholesalers............................................................

2007
4
17
14
10
8
29
7
12
10
11
39
12
11
24
14
10
13
9
11
11
10
6
8
37
17
2
12
13
14
14
3
16
7
9
13
10
18
5
19
12
6
20
11
5
4
5
3
4
4
3
14

2006
4
17
13
10
8
29
7
11
9
12
41
13
11
26
13
10
14
9
11
9
10
8
8
39
17
1
12
13
17
13
3
15
6
8
12
10
19
5
18
12
6
17
10
5
4
5
3
4
5
3
15

Total Companies..................................................

600

600
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1.05 Table 1-2 indicates the relative size of the survey companies as measured by dollar amount of revenue.

1.06
TABLE 1-2: REVENUE OF SURVEY COMPANIES
Less than $100,000,000..............
Between $100,000,000 and
$500,000,000............................
Between $500,000,000 and
$1,000,000,000 ........................
Between $1,000,000,000 and
$2,000,000,000 ........................
Between $2,000,000,000 and
$3,000,000,000 ........................
Between $3,000,000,000 and
$4,000,000,000 ........................
Between $4,000,000,000 and
$5,000,000,000 ........................
Between $5,000,000,000 and
$10,000,000,000......................
More than $10,000,000,000........
Total Companies........................

2007
12

2006
17

2005
21

2004
16

30

30

34

40

29

33

35

43

81

82

103

105

90

86

80

82

42

55

44

42

42

34

34

39

116
158

108
155

99
150

93
140

600

600

600

600

INFORMATION REQUIRED BY RULE 14a-3
TO BE INCLUDED IN ANNUAL REPORTS
TO STOCKHOLDERS
1.07 Rule 14a-3, Information to Be Furnished to Security
Holders, of the Securities Exchange Act of 1934, states that
annual reports furnished to stockholders in connection with
the annual meetings of stockholders should include audited
financial statements—balance sheets as of the 2 most recent
fiscal years, and statements of income and of cash flows for
each of the 3 most recent fiscal years. Rule 14a-3 also states
that the following information, as specified in Securities and
Exchange Commission (SEC) Regulation S-K, Standard Instructions for Filing Forms Under the Securities Act of 1933,
Securities Exchange Act of 1934 and Energy Policy and Conservation Act of 1975, should be included in the annual report
to stockholders:
1. Selected quarterly financial data.
2. Disagreements with accountants on accounting and
financial disclosure.
3. Summary of selected financial data for last 5 years.
4. Description of business activities.
5. Segment information.
6. Listing of company directors and executive officers.
7. Market price of Company’s common stock for each
quarterly period within the two most recent fiscal
years.
8. Management’s discussion and analysis of financial
condition and results of operations.
9. Quantitative and qualitative disclosures about market risk.

ATT-SEC 1.05

1.08 Examples of items 1, 3, 8, and 9 follow. Included with
the item 8 examples are excerpts from management’s discussion and analysis as to forward looking information, liquidity and capital resources, new accounting standards, and
critical accounting policies.
1.09 Examples of segment information disclosures are presented under “Segment Information” in this section.
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Quarterly Financial Data
1.10

FLOWERS FOODS, INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 22. Unaudited Quarterly Financial Information
Results of operations for each of the four quarters in the respective fiscal years are as follows (each quarter represents
a period of twelve weeks, except the first quarter, which includes sixteen weeks):
(In thousands, except per share data)
Sales
Gross margin (defined as sales less materials,
supplies, labor and other production costs, excluding
depreciation, amortization and distributor discounts)
Income from continuing operations before cumulative
effect of a change in accounting principle
Net income
Basic income per common share from continuing
operations before cumulative effect of a change in
accounting principle
Diluted income per common share from continuing
operations before cumulative effect of a change in
accounting principle
Basic net income per common share
Diluted net income per common share

AICPA Accounting Trends & Techniques

2007
2006

First Quarter
$609,947
$563,613

Second Quarter
$477,838
$445,772

Third Quarter
$475,225
$441,091

Fourth Quarter
$473,664
$438,178

2007
2006

$302,995
$284,278

$232,896
$221,747

$230,904
$218,408

$230,868
$214,609

2007
2006

$ 28,493
$ 22,260

$ 22,190
$ 19,724

$ 22,501
$ 17,060

$ 21,431
$ 15,836

2007
2006

$ 28,493
$ 22,914

$ 22,190
$ 19,724

$ 22,501
$ 22,569

$ 21,431
$ 15,836

2007
2006

$
$

0.32
0.25

$
$

0.24
0.21

$
$

0.25
0.19

$
$

0.23
0.17

2007
2006
2007
2006
2007
2006

$
$
$
$
$
$

0.31
0.25
0.32
0.25
0.31
0.25

$
$
$
$
$
$

0.24
0.21
0.24
0.21
0.24
0.21

$
$
$
$
$
$

0.24
0.18
0.25
0.25
0.24
0.24

$
$
$
$
$
$

0.23
0.17
0.23
0.17
0.23
0.17
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1.11

TELEFLEX INCORPORATED (DEC)
QUARTERLY DATA (UNAUDITED)
(In thousands, except per share)
2007:
Net revenues(1)
Gross profit(1)
Income from continuing operations before interest, taxes and minority interest
Income (loss) from continuing operations
Income from discontinued operations
Net income (loss)
Earnings (losses) per share—basic(2) :
Income (loss) from continuing operations
Income from discontinued operations
Net income (loss)
Earnings (losses) per share—diluted(2) :
Income (loss) from continuing operations
Income from discontinued operations
Net income (loss)

First
Quarter

Second
Quarter

Third
Quarter

Fourth
Quarter(3)

$440,340
161,448
63,493
33,831
10,443
44,274

$452,317
163,330
56,570
33,246
60,615
93,861

$458,562
153,977
53,626
(63,224)
6,188
(57,036)

$583,113
201,599
53
(46,221)
111,606
65,385

$

$

0.85
1.55
2.39

$ (1.61)
0.16
$ (1.45)

$

0.84
1.53
2.37

$ (1.61)
0.16
$ (1.45)

$

$
$
$

2006:
Net revenues(1)
Gross profit(1)
Income from continuing operations before interest, taxes and minority interest
Income from continuing operations
Income from discontinued operations
Net income
Earnings (losses) per share—basic(2) :
Income from continuing operations
Income from discontinued operations
Net income

0.87
0.27
1.13
0.86
0.27
1.12

$
$
$

$
$

(1.17)
2.83
1.66
(1.17)
2.83
1.66

$392,668
133,789
36,191
15,838
13,268
29,106

$425,705
150,274
42,644
24,795
11,844
36,639

$423,632
144,045
54,646
26,362
9,604
35,966

$448,804
157,049
53,660
29,093
8,626
37,719

$

$

$

$

$

0.39
0.33
0.72

$

0.62
0.29
0.91

$

0.67
0.24
0.91

$

0.75
0.22
0.97

(2)

Earnings (losses) per share—diluted :
Income from continuing operations
Income from discontinued operations
Net income
(1)
(2)
(3)

$
$

0.39
0.33
0.72

$
$

0.61
0.29
0.90

$
$

0.67
0.24
0.91

$
$

0.74
0.22
0.96

Amounts exclude the impact of discontinued operations.
The sum of the quarterly per share amounts may not equal per share amounts reported for year-to-date periods. This is due to changes in
the number of weighted average shares outstanding and the effects of rounding for each period.
Fourth quarter results include the following:
2007 Impact on
(In thousands)
(i) In-process R&D write-off
(ii) Write-off of inventory fair value adjustment
(iii) Goodwill impairment
(iv) Write-off of deferred financing costs
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Income From Continuing Operations
Before Interest, Taxes and Minority Interest

Income (Loss) From Continuing
Operations

$30,000
28,916
18,896
4,803

$30,000
18,550
18,896
3,405
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Selected Information for Five Years
1.12

CON-WAY INC. (DEC)
SELECTED FINANCIAL DATA
The following table includes selected financial and operating
data for Con-way as of and for the five years ended December 31, 2007. This information should be read in conjunction
with Item 7, “Management’s Discussion and Analysis,” and
Item 8, “Financial Statements and Supplementary Data.”
FIVE-YEAR FINANCIAL SUMMARY
(In thousands except per share data)
Operating results
Revenues
Operating income(b)
Income from continuing operations before income tax
provision
Net income from continuing operations available to common
shareholders(c)
Net income (loss) applicable to common shareholders(c),(d)
Per common share
Basic earnings (loss)
Net income from continuing operations
Net income (loss) applicable to common shareholders
Diluted earnings (loss)
Net income from continuing operations
Net income (loss) applicable to common shareholders
Cash dividends
Common shareholders’ equity
Market price
High
Low
Weighted-average common shares outstanding
Basic
Diluted
Financial position
Total assets
Long-term debt and guarantees
Other data at year-end
Number of shareholders
Approximate number of regular full-time employees
(a)

(b)

(c)

(d)

2007(a)

2006

2005

2004

2003

$ 4,387,363
264,453

$ 4,221,478
401,828

$ 4,115,575
370,946

$ 3,658,564
284,332

$ 3,186,797
231,927

242,646

392,309

352,356

248,775

205,982

146,815
145,952

265,177
258,978

222,647
214,034

143,432
(126,094)

117,572
83,785

$

3.24
3.22

$

5.42
5.29

$

4.27
4.10

$

2.84
(2.50)

$

2.37
1.69

3.06
3.04
0.40
18.68

5.09
4.98
0.40
14.65

3.98
3.83
0.40
16.09

2.59
(2.18)
0.40
13.46

2.16
1.57
0.40
15.02

57.81
38.05

61.87
42.09

59.79
41.38

50.96
30.50

35.77
24.44

45,318,740
48,327,784

48,962,382
52,280,341

52,192,539
56,213,049

50,455,006
56,452,629

49,537,945
56,725,667

$ 3,017,680
955,722

$ 2,301,889
557,723

$ 2,459,618
581,469

$ 2,477,524
601,344

$ 2,757,987
554,981

7,410
27,100

7,041
21,800

7,204
21,700

7,435
20,600

8,006
19,900

Effective August 23, 2007, Con-way acquired Contract Freighters, Inc. and affiliated companies (collectively, “CFI”). Under purchase-method
accounting, CFI’s operating results are included only for periods subsequent to the acquisition.
• Effective January 1, 2006, Con-way adopted SFAS 123R under the modified-prospective method. Prior-period financial statements have
not been adjusted.
Unusual income or expense:
• Restructuring charges of $13.2 million in 2007, related to a reorganization initiative at Con-way Freight.
• Gain of $6.2 million in 2006 from the sale of assets related to Con-way Expedite.
• Gain of $41.0 million in 2006 from the sale of Con-way’s membership interest in Vector.
The comparability of Con-way’s tax provision and net income was affected by the following:
• Tax benefits of $12.1 million in 2006 related to the settlement with the IRS of previous tax filings.
• Tax benefits of $17.7 million in 2006 from the utilization of capital-loss carryforwards that offset tax of $2.9 million on the sale of Con-way
Expedite and $14.8 million on the sale of Con-way’s membership interest in Vector.
• Tax benefits of $7.8 million in 2005 related to the settlement with the IRS of previous tax filings.
Results in 2004 include a $276.3 million loss from discontinued operations related to the sale of MWF.
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1.13

METTLER-TOLEDO INTERNATIONAL INC. (DEC)
SELECTED FINANCIAL DATA
The selected historical financial information set forth below
as of December 31 and for the years then ended is derived
from our audited consolidated financial statements. The financial information presented below, in thousands except
share data, was prepared in accordance with accounting
principles generally accepted in the United States of America
(“U.S. GAAP”).

Statement of operations data:
Net sales
Cost of sales
Gross profit
Research and development
Selling, general and administrative
Amortization
Interest expense
Other (income)/charges, net(a)
Earnings before taxes and minority interest
Provision for taxes(b)
Net earnings
Basic earnings per common share:
Net earnings
Weighted average number of common shares
Diluted earnings per common share:
Net earnings
Weighted average number of common shares
Balance sheet data:
Cash and cash equivalents
Working capital(c)
Total assets
Long-term debt
Other non-current liabilities(d)
Shareholders’ equity(e)
(a)

(b)

(c)
(d)
(e)

2007

2006

2005

2004

2003

$ 1,793,748
897,567
896,181
92,378
529,126
11,682
21,003
(875)
242,867
64,360
$ 178,507

$ 1,594,912
804,480
790,432
82,802
481,709
11,503
17,492
(7,921)
204,847
47,315
$ 157,532

$ 1,482,472
752,153
730,319
81,893
441,702
11,436
14,880
20,224
160,184
51,282
$ 108,902

$ 1,404,454
722,047
682,407
83,217
419,780
12,256
12,888
42
154,224
46,267
$ 107,957

$ 1,304,431
686,255
618,176
78,003
372,822
11,724
14,153
4,563
136,911
41,073
$
95,838

$
4.82
37,025,209

$

3.93
40,065,951

$

2.58
42,207,777

$

2.44
44,237,214

$

2.15
44,473,913

$
4.70
37,952,923

$

3.86
40,785,708

$

2.52
43,285,121

$

2.37
45,483,969

$

2.11
45,508,847

$

$

$

324,578
128,970
1,669,773
443,795
135,160
659,002

$

67,176
143,848
1,480,072
196,290
132,723
720,886

$

45,116
150,789
1,387,276
223,239
135,613
653,996

81,222
165,784
1,678,214
385,072
162,583
581,286

151,269
144,084
1,587,085
345,705
143,526
630,862

Other (income)/charges, net consists primarily of interest income, (gains) losses from foreign currency transactions, and other items. The
2005 amount includes a $21.8 million one-time litigation charge related to a $19.9 million non-cash write-off of an intellectual property license
and $1.9 million of related legal costs. The 2003 amount includes a charge of $5.4 million related to the final union settlement on the closure
of our French manufacturing facility.
The provision for taxes for 2007 includes $1.1 million of discrete tax items recorded during the Company’s third quarter. The discrete items
include a benefit of $3.4 million related to the favorable resolution of certain tax matters and other adjustments related to prior years, which
was partially offset by a charge of $2.3 million primarily related to a tax law change in Germany.
The provision for taxes for 2006 includes net tax benefits related to a legal reorganization that resulted in a reduction of the estimated
annual effective tax rate from 30% to 27% and $8.0 million net of discrete tax items. The discrete items include a benefit of $2.9 million,
net, associated with the legal reorganization and a benefit of $5.1 million from a favorable tax law change. The 2005 amount includes a net
tax charge of $5.4 million related to earnings repatriation associated with the American Jobs Creation Act ($13.1 million) offset in part by
the favorable resolution of certain tax contingencies ($7.7 million). See Note 12 to the audited consolidated financial statements included in
Item 8.
Working capital represents total current assets net of cash, less total current liabilities net of short-term borrowings and current maturities
of long-term debt.
Other non-current liabilities consist of pension and other post-retirement liabilities, plus certain other non-current liabilities. See Note 11 to
the audited consolidated financial statements included in Item 8.
No dividends were paid during the five-year period ended December 31, 2007.
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Management’s Discussion and
Analysis of Financial Condition
and Results of Operations
1.14

THE J.M. SMUCKER COMPANY (APR)
MANAGEMENT’S DISCUSSION AND ANALYSIS
Executive Summary
The J. M. Smucker Company (the “Company”), headquartered in Orrville, Ohio, is a leading marketer and manufacturer of fruit spreads, peanut butter, shortening and oils, ice
cream toppings, and health and natural foods beverages in
the United States and Canada.
The Company’s strategy is to own and market leading food
brands found in the center of the store and sold throughout North America. Its family of brands includes Smucker’s,
Jif, Crisco, Pillsbury, R. W. Knudsen Family, Hungry Jack,
White Lily, and Martha White in the United States, along with
Robin Hood, Five Roses, and Bick’s in Canada. In addition
to these brands, the Company markets products under numerous other brands, including Dickinson’s, Laura Scudder’s,
Adams, Double Fruit (Canada), and Santa Cruz Organic. The
Company is widely known and trusted for quality food products. In support of its strategy, the Company completed its
acquisition of Eagle Family Foods Holdings, Inc. (“Eagle”), on
May 1, 2007. The acquisition of Eagle brings Eagle Brand and
Magnolia to the Company’s family of brands. The transaction
will be accounted for as a purchase business combination.
The Company distributes its products through grocery
and other retail outlets, foodservice establishments, schools,
specialty and gourmet shops, health and natural foods
stores, and consumer direct vehicles such as the Internet
and a showcase store in Orrville, Ohio, and markets a wide
variety of other specialty products throughout North America
and in many foreign countries.
Since the 1998 inception of FORTUNE magazine’s annual
survey of the “100 Best Companies to Work For,” the Company has consistently been recognized as one of the top
companies to work for in the United States, ranking number
one in 2004.
Results of Operations
Summary of 2007
The Company achieved strong sales and earnings growth in
2007. Net income increased from $143.4 million to $157.2
million, or 10 percent, as a result of gross margin improvements due in part to a favorable mix of sales and a reduction
in merger and integration costs. Net income per common
share—assuming dilution was $2.76, an increase of 13 percent, benefiting not only from the increase in net income but
also by a decrease in common shares outstanding.
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Net Sales
(Dollars in thousands)
Net sales:
U.S. retail market
Special markets
Total net sales

2007

2006

2005

$1,547,064
600,953
$2,148,017

$1,484,873
669,853
$2,154,726

$1,405,191
638,686
$2,043,877

2007 Compared to 2006
Net sales in 2007 decreased $6.7 million, or less than one
percent, from 2006 reflecting the impact of divestitures. Net
sales increased $107.5 million, or five percent over the same
period, excluding the Canadian nonbranded, grain-based
foodservice and industrial businesses sold in September
2006 and the U.S. industrial ingredient business (“divested
businesses”). This net sales growth was led primarily by volume gains in the Jif and Smucker’s brands, strong performance across the businesses in the special markets segment, and the contribution of approximately $33.4 million
from the White Lily and Five Roses brands acquired during
2007. Price increases were also taken on most brands during
the year.
In the U.S. retail market segment, comprised of the Company’s consumer and consumer oils and baking strategic
business areas, net sales were $1,547.1 million in 2007, up
$62.2 million, or approximately four percent, over 2006. Net
sales in the consumer business area were up seven percent
for the year. The consumer increase was led by strong sales
of Jif peanut butter, particularly in the fourth quarter of the
fiscal year resulting from increased demand for the product upon the recall of a competitor’s products. In addition,
growth in natural peanut butter, fruit spreads, toppings, and
a 29 percent increase in Uncrustables during the year also
contributed. In the consumer oils and baking strategic business area, sales were flat compared to the prior year as sales
gains in retail oils, frosting, flour, and the contribution of $14.8
million from the White Lily brand acquired in October 2006,
offset declines in baking mixes and a $14.7 million decrease
in sales of industrial oils.
The special markets segment is comprised of the foodservice, beverage, Canada, and international strategic business areas. Net sales in this segment were $601.0 million in
2007, a decrease of 10 percent, compared to 2006. Excluding divested businesses, special market net sales increased
nine percent for the same period. All strategic business areas
in special markets contributed to the increase. Foodservice
net sales increased 13 percent, due to a 10 percent increase
in sales of traditional portion control products, as well as a
20 percent increase in Uncrustables in the schools market.
Beverage net sales increased 11 percent in 2007 compared
to 2006, as sales of R. W. Knudsen Family, Santa Cruz Organic, and nonbranded products increased nine, 21, and 19
percent, respectively. Net sales in Canada increased five percent driven by the contribution of approximately $18.6 million from the acquisition of the Five Roses flour brand during
the year and the impact of favorable exchange rates. In the
international business area, net sales increased 14 percent
primarily due to continued growth in export markets.
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2006 Compared to 2005

Operating Income

In 2005, the Company completed its acquisition of International Multifoods Corporation (“Multifoods”) in a tax-free
stock and cash transaction valued at approximately $871 million. The results of Multifoods’ operations are included in the
Company’s consolidated financial statements from the date
of the acquisition. Since the acquisition of Multifoods closed
midway through the first quarter of 2005, an additional six
weeks of results are included in 2006.
Also during 2005, in support of the Company’s stated strategy, the Company sold its Australian subsidiary, Henry Jones
Foods; its Brazilian subsidiary, Smucker do Brasil, Ltda.;
and the U.S. foodservice and bakery products businesses,
including the Canadian foodservice locations operated under the Gourmet Baker name, which were acquired as part
of Multifoods. The Australian subsidiary, the Brazilian subsidiary, and the Multifoods U.S. foodservice and bakery products businesses are considered to be discontinued operations and are excluded from the discussions below.
Net sales in 2006 increased $110.8 million, or five percent,
over 2005. Excluding the additional Multifoods net sales and
divested businesses, net sales increased three percent. In
addition to growth in several business areas, other factors
impacting net sales in 2006 were a six percent price decrease
on Crisco products in effect for the entire year, favorable foreign exchange rates, and selective price increases on fruit
spreads and peanut butter items.
In the U.S. retail market segment, net sales were $1,484.9
million in 2006, up $79.7 million, or approximately six percent, over 2005. Net sales in the consumer strategic business area were up six percent for the year, led by sales of
Smucker’s and Jif. In addition, sales of Uncrustables products increased 29 percent in 2006 as the Company continued
the momentum experienced in 2005. Net sales in the consumer oils and baking strategic business area were up five
percent over 2005 due primarily to the additional Multifoods
sales. The additional Multifoods sales accounted for almost
half of the year-over-year growth in the segment.
Net sales in the special markets segment were $669.9 million in 2006 compared to $638.7 million in 2005, an increase
of five percent. Excluding divested businesses and the additional Multifoods sales, special market net sales increased
four percent. The overall sales increase reflects growth in
the foodservice and beverage areas and the impact of favorable exchange rates. In the food-service area, 2006 net
sales were up seven percent from 2005 due to a two percent
growth in traditional portion control items, primarily under the
Smucker’s brand, and increased sales in the schools market,
where Uncrustables products increased 22 percent in 2006.
Beverage area net sales were up 13 percent in 2006. Sales of
R. W. Knudsen Family and Santa Cruz Organic products were
up 18 and 28 percent, respectively, for 2006, offset somewhat by nonbranded sales, which were down five percent in
2006. In the international area, net sales were up 49 percent
in 2006 from 2005. Much of the increase was attributed to a
realignment of the export business, acquired as part of the
Multifoods acquisition, as sales to export customers were
previously included as part of the Canadian business. Sales
in Scotland were down four percent in 2006 from 2005. Although negatively impacted by planned rationalization of certain unprofitable businesses and the realignment of the export business, the Canada business was favorably impacted
in 2006 by foreign exchange rates.

The following table presents components of operating income as a percentage of net sales.
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Gross profit
Selling, distribution, and administrative:
Advertising
Marketing and selling
Distribution
General and administrative
Total selling, distribution, and
administrative
Restructuring and merger and
integration
Operating income

2007
32.7%

2006
32.2%

2005
32.2%

2.4%
7.6
3.5
7.1

2.6%
7.4
3.6
6.7

2.4%
7.7
2.9
7.0

20.6%

20.3%

20.0%

0.1%
12.0%

1.3%
10.6%

1.4%
10.8%

2007 Compared to 2006
Operating income increased $28.3 million in 2007, or 12 percent, compared to 2006, and increased from 10.6 percent
of net sales to 12.0 percent. The increase in operating income was primarily due to improvements in gross profit and
a decrease in merger and integration costs. Gross profit increased from $692.9 million, or 32.2 percent of net sales in
2006, to $702.1 million, or 32.7 percent of net sales in 2007.
The increase in gross profit occurred, despite a record high
commodity price environment, due to the divestiture of the
lower margin Canadian nonbranded businesses during the
second quarter of 2007 and favorable product mix, particularly in the last quarter of the year. These favorable contributions to gross profit were offset in part by an increase
in restructuring related impairment charges associated with
the Canadian divestiture. Although the Company has taken
pricing actions to mitigate commodity cost increases totaling approximately $30 million, these cost increases were not
fully offset for the year.
Selling, distribution, and administrative (“SD&A”) expenses
increased $4.4 million in 2007, or approximately one percent,
from 2006, and increased from 20.3 percent of net sales to
20.6 percent due to costs associated with the Company’s
transition to restricted stock-based compensation programs
and the related impact of adopting Statement of Financial
Accounting Standards No. 123 (revised), Share-Based Payment. Selling expenses were also up over the prior year. Marketing and distribution expense decreased from 2006 as the
Company actively managed SD&A costs to help offset the
impact of higher raw material costs.
2006 Compared to 2005
Operating income increased $8.0 million in 2006, or four percent, over 2005 while operating income as a percentage of
net sales decreased from 10.8 percent to 10.6 percent primarily due to an increase in distribution costs throughout
the year. Included in 2006 operating income was approximately $27.9 million of restructuring and merger and integration related costs, while 2005 included $31.3 million of similar
charges. Positive contributors to operating income in 2006
included the overall growth of the higher margin U.S. retail
market segment, including gains in the Smucker’s and Jif
brands. The Company’s gross profit as a percentage of net
sales remained unchanged at 32.2 percent in 2006, despite
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higher commodity costs along with packaging and freight.
These higher costs were offset by a favorable adjustment of
approximately $6.7 million to net sales reflecting a change
in estimate of the expected liability for trade merchandising
programs offered to customers during 2005, improved profitability of Uncrustables products, and favorable pricing on
other raw materials.
SD&A expenses increased eight percent during 2006 over
2005. As a percent of net sales, SD&A increased from 20.0
percent to 20.3 percent, primarily due to increased expenses
related to a new distribution network implemented during
2006. The Company increased its marketing expense by
eight percent during 2006 in support of its major retail brands,
as well as the continued retail rollout of Uncrustables products. Also contributing to the increase in SD&A during 2006
were amortization costs associated with the Company’s expanded restricted stock program, which replaced its stock
option program.
Interest Income and Expense
Interest expense decreased $0.7 million in 2007 as a
portion of the proceeds from the sale of the Canadian nonbranded businesses were utilized to pay off balances outstanding against the Company’s revolving credit facility during the second quarter of the fiscal year. Also during the year,
interest income increased $2.6 million, or 39 percent, primarily related to an increase in invested funds during the year resulting from the Canadian nonbranded businesses sale and
an overall increase in cash generated from operations.
Interest expense increased $1.5 million in 2006 from 2005
as the Company realized a full year of expense on the additional debt associated with the acquisition of Multifoods.
This increase in interest expense was offset somewhat by
a decrease in the Company’s outstanding revolving credit
balance and the payoff of $17 million in long-term debt in
September 2005. Interest income increased by $1.9 million
in 2006 compared to 2005 due to increases in the average investment balances, higher interest rates throughout the year,
and interest earned on promissory notes.
Other Income and Expense
In 2006, other income (net) was $4.2 million, which included
a gain of $5.6 million recognized on the sale of the Salinas, California, facility during the third quarter offset by other
expenses, primarily associated with the write-off of certain
manufacturing assets no longer in use.
Income Taxes
Income taxes were $83.8 million in 2007, an increase of $11.6
million, or 16 percent from 2006. The increase is due primarily
to an increase in taxable income, combined with an increase
in the effective tax rate from 33.5 percent in 2006 to 34.8 percent in 2007. The effective tax rate in 2006 included certain
one-time benefits of the Company’s legal entity realignment
that did not recur in 2007.
Income taxes in 2006 were $72.2 million, down $1.9 million, or three percent, from 2005. The decrease is due primarily to a decrease in the consolidated effective tax rate to
33.5 percent, compared to 36.2 percent in 2005 as income
from continuing operations before income taxes increased
$11.0 million, or five percent, over 2005. The lower effective
tax rate resulted from the Company’s realignment of its legal
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entity structure to better match the operations of the business and the flow of goods, coupled with recent state tax
law and rate changes. This realignment was necessitated by
changes made to the Company’s manufacturing and distribution networks resulting from its supply chain optimization
project and the acquisition of Multifoods.
Restructuring
During 2003, the Company announced plans to restructure
certain operations as part of its ongoing efforts to refine its
portfolio, optimize its production capacity, improve productivity and operating efficiencies, and improve the Company’s
overall cost base as well as service levels in support of its
long-term strategy. At the end of 2007, these restructurings
were proceeding as planned.
During 2007, the Company sold the Canadian nonbranded businesses as part of its strategic plan to focus
the Canadian operations on its branded consumer retail and
foodservice businesses.
In conjunction with the restructurings, the Company has
recorded a total charge of $53.8 million to date, including
$12.1 million in 2007, of which $11.4 million was associated with the sale of the Canadian nonbranded businesses,
$10.0 million in 2006, and $13.3 million in 2005. The majority of these charges related to impairment and accelerated
depreciation on buildings and machinery and equipment,
employee separation costs, equipment relocation expenses,
and the disposition of inventories.
Liquidity and Capital Resources
(In thousands)
Net cash provided by
operating activities
Net cash used for investing
activities
Net cash used for financing
activities

2007

2006

2005

$273,424

$198,689

$149,764

27,041

16,255

120,817

117,625

169,129

72,280

The Company’s principal source of funds is cash generated
from operations, supplemented by borrowings against the
Company’s revolving credit instrument. Total cash and investments at April 30, 2007, were $244.2 million compared
to $120.9 million at April 30, 2006.
Operating Activities
The Company’s working capital requirements are greatest
during the first half of its fiscal year, primarily due to the need
to build inventory levels in advance of the “fall bake” season,
and the seasonal procurement of fruit and raw materials used
in the Company’s pickle and relish business in Canada.
Cash provided by operating activities was a record $273.4
million during 2007, an increase of $74.7 million, or 38 percent, over 2006. The increased cash generated resulted from
the increase in net income plus noncash charges, and the
collection of trade receivables associated with the divested
Canadian nonbranded businesses. Accounts receivable
turnover improved to 17.3 in 2007 from 14.6 in 2006, while
inventory turnover remained relatively even at 5.1 in 2007
compared to 5.2 in 2006. Working capital, excluding cash and
cash equivalents, as a percent of net sales remains favorable
at 9.4 percent in 2007 compared to 12.3 percent in 2006.
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Investing Activities
Net cash used for investing activities totaled approximately
$27.0 million, as $84.1 million of proceeds from the sale of the
Canadian nonbranded businesses were offset by $60.5 million used to purchase the Five Roses and White Lily brands.
Capital expenditures were approximately $57.0 million during
2007, or approximately 2.7 percent of net sales.

tee is largely dependent upon the future operations of Wellspring and the value of the underlying leased properties. The
Company currently has no liability recorded related to the
guarantee. Should a reserve be required in the future, it would
be recorded at the time the obligation was considered to be
probable and estimable.
The following table summarizes the Company’s contractual obligations at April 30, 2007.

Financing Activities
Net cash used for financing activities during 2007 consisted
primarily of $63.6 million in dividend payments and $52.1 million to finance the repurchases of 1,067,400 common shares.
One million of the common shares were repurchased as part
of the Company’s August 2006 Rule 10b5-1 trading plan with
a broker. At April 30, 2007, the Company had repurchased a
total of 3,328,178 common shares under Board authorization
leaving 1,671,822 common shares authorized for repurchase.
Cash requirements for 2008 will include the May 1, 2007,
acquisition of Eagle for $248 million in cash, including the
placement in escrow of $115 million, representing the principal balance of Eagle’s Senior Notes, in exchange for a
covenant defeasance. Capital expenditures are estimated
at approximately $75 million. In addition, dividends are expected to approximate $68 million and interest payments on
long-term debt to approximate $44 million for the year, including payments associated with the Company’s $400 million 5.55 percent Senior Notes issued May 31, 2007. The
Company will also be repaying $33 million of Senior Notes
due September 1, 2007.
Assuming there are no other material acquisitions or other
significant investments, the Company believes that cash on
hand and marketable securities, combined with cash provided by operations, proceeds from the May 31, 2007, issuance of Senior Notes, and borrowings available under the
revolving credit facility, will be sufficient to meet 2008 cash
requirements, including capital expenditures, the payment of
dividends, repurchase of common shares, if any, and interest
on debt outstanding.
Off-Balance Sheet Arrangements and
Contractual Obligations
The Company does not have off-balance sheet arrangements, financings, or other relationships with unconsolidated
entities or other persons, also known as variable interest entities. Transactions with related parties are in the ordinary
course of business, are conducted at an arm’s length basis,
and are not material to the Company’s results of operations,
financial condition, or cash flows.
In conjunction with the acquisition of Multifoods, the Company has assumed certain guarantees that resulted from the
sale by Multifoods, in September 2002, of its foodservice
distribution business to Wellspring Distribution Corporation
(“Wellspring”). These guarantees relate to certain real estate and tractor-trailer fleet lease obligations of the business.
The guarantees require the lessor to pursue collection and
other remedies against Wellspring before demanding payment from the Company. The tractor-trailer fleet guarantee
expired in September 2006, and the real estate guarantees
will expire in September 2010. At April 30, 2007, the Company’s outstanding guarantees for the real estate lease obligations of Wellspring were $6.4 million.
The possibility that the Company would be required to
honor the contingent liabilities under the real estate guaran-
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(In millions)
Long-term debt
obligations
Operating lease
obligations
Purchase
obligations
Other long-term
liabilities
Total

Total

Less
Than
One
Year

One
to
Three
Years

Three
to
Five
Years

More
Than
Five
Years

$ 425.6

$ 33.0

$282.6

$10.0

$100.0

9.0

1.6

2.5

2.0

2.9

563.4

391.3

154.2

8.3

9.6

269.1
$1,267.1

—
$425.9

—
$439.3

—
$20.3

269.1
$381.6

Purchase obligations in the above table include agreements
to purchase goods or services that are enforceable and
legally binding on the Company. Included in this category are
certain obligations related to normal, ongoing purchase obligations in which the Company has guaranteed payment to
ensure availability of raw materials and packaging supplies.
The Company expects to receive consideration for these purchase obligations in the form of materials. The purchase obligations in the above table do not represent the entire anticipated purchases in the future, but represent only those items
for which the Company is contractually obligated.
Critical Accounting Estimates and Policies
The preparation of financial statements in conformity with accounting principles generally accepted in the United States
requires management to make estimates and assumptions
that in certain circumstances affect amounts reported in the
accompanying consolidated financial statements. In preparing these financial statements, management has made its
best estimates and judgments of certain amounts included
in the financial statements, giving due consideration to materiality. The Company does not believe there is a great likelihood that materially different amounts would be reported
under different conditions or using different assumptions related to the accounting policies described below. However,
application of these accounting policies involves the exercise
of judgment and use of assumptions as to future uncertainties and, as a result, actual results could differ from these
estimates.
Revenue Recognition
The Company recognizes revenue when all of the following
criteria have been met: a valid customer order with a determinable price has been received; the product has been
shipped and title has transferred to the customer; there is
no further significant obligation to assist in the resale of the
product; and collectibility is reasonably assured. A provision
for estimated returns and allowances is recorded as a reduction of sales at the time revenue is recognized.
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Trade Marketing and Merchandising Programs
In order to support the Company’s products, various promotional activities are conducted through the retail trade, distributors, or directly with consumers, including in-store display
and product placement programs, feature price discounts,
coupons, and other similar activities. The Company regularly
reviews and revises, when it deems necessary, estimates of
costs to the Company for these promotional programs based
on estimates of what will be redeemed by the retail trade,
distributors, or consumers. These estimates are made using
various techniques including historical data on performance
of similar promotional programs. Differences between estimated expense and actual performance are recognized as a
change in management’s estimate in a subsequent period.
As the Company’s total promotional expenditures, including
amounts classified as a reduction of net sales, represent approximately 27 percent of 2007 net sales, the likelihood exists
of materially different reported results if factors such as the
level and success of the promotional programs or other conditions differ from expectations.
Income Taxes
The future tax benefit arising from the net deductible temporary differences and tax carryforwards is approximately
$63.2 million and $78.7 million, at April 30, 2007 and 2006,
respectively. Management believes that the Company’s earnings during the periods when the temporary differences become deductible will be sufficient to realize the related future
income tax benefits. For those jurisdictions where the expiration date of tax carryforwards or the projected operating
results of the Company indicate that realization is not likely,
a valuation reserve has been provided.
In assessing the need for a valuation allowance, the Company estimates future taxable income, considering the viability of ongoing tax planning strategies and the probable
recognition of future tax deductions and loss carryforwards.
Valuation allowances related to deferred tax assets can be
affected by changes in tax laws, statutory tax rates, and projected future taxable income levels. Changes in estimated
realization of deferred tax assets would result in either an
adjustment to goodwill, if the change relates to tax benefits
associated with a business combination, or an adjustment to
income, in the period in which that determination is made.
In the ordinary course of business, the Company is exposed to uncertainties related to tax filings and periodically
assesses the liabilities and contingencies for all tax years under audit based upon the latest information available. In the
event the Company believes a claim will be asserted, an estimate of the tax liability, including applicable interest charges,
has been recorded.
Long-Lived Assets
Historically, long-lived assets have been reviewed for impairment whenever events or changes in circumstances indicate
that the carrying amount of the asset may not be recoverable.
Recoverability of assets to be held and used is measured by
a comparison of the carrying amount of the assets to future
net cash flows estimated to be generated by such assets. If
such assets are considered to be impaired, the impairment to
be recognized is the amount by which the carrying amount of
the assets exceeds the fair value of the assets. However, determining fair value is subject to estimates of both cash flows
and interest rates and different estimates could yield differ-
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ent results. During 2007, the Company recorded impairment
of approximately $8.5 million associated with the Canadian
non-branded businesses divested during the year. There are
no other events or changes in circumstances of which management is aware indicating that the carrying value of the
Company’s long-lived assets may not be recoverable.
Goodwill and Indefinite-Lived Intangible Assets
The annual evaluation of goodwill and indefinite-lived intangible assets requires the use of estimates about future operating results for each reporting unit to determine estimated
fair value. Changes in forecasted operations can materially
affect these estimates. Additionally, other changes in the estimates and assumptions, including the discount rate and
expected long-term growth rate, which drive the valuation
techniques employed to estimate the fair value of the reporting unit could change and, therefore, impact the assessments
of impairment in the future.
Pension and Other Postretirement Benefit Plans
To determine the Company’s ultimate obligation under its defined benefit pension plans and other postretirement benefit
plans, management must estimate the future cost of benefits and attribute that cost to the time period during which
each covered employee works. Various actuarial assumptions must be made in order to predict and measure costs
and obligations many years prior to the settlement date, the
most significant being the interest rates used to discount
the obligations of the plans, the long-term rates of return on
the plans’ assets, and the health care cost trend rates. Management, along with third-party actuaries and investment
managers, reviews all of these assumptions on an ongoing
basis to ensure that the most reasonable information available is being considered. For 2008 expense recognition, the
Company will use a discount rate of 6.0 percent and 5.25 percent, an expected rate of return on plan assets of 8.25 percent and 8.0 percent, and a rate of compensation increase
of 4.1 percent and 4.0 percent, for U.S. and Canadian plans,
respectively.
Effective April 30, 2007, the Company adopted Statement
of Financial Accounting Standards No. 158, Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans—an amendment of FASB Statement Nos. 87,
88, 106, and 132(R) (“SFAS 158”). Along with disclosure requirements, SFAS 158 requires the recognition of a plan’s
funded status as an asset for fully funded plans and as a liability for unfunded or under-funded plans. Previously unrecognized actuarial gains and losses and prior service costs are
now recorded in accumulated other comprehensive income
(loss), a component of shareholders’ equity. The amounts
recorded in accumulated other comprehensive income (loss)
will continue to be modified as actuarial assumptions and
service costs change and such amounts will be amortized to
expense over a period of time through net periodic benefit
cost. The adoption of SFAS 158 resulted in a decrease of
$29.4 million in assets, a decrease in postretirement benefits
other than pensions of $12.8 million, an increase in pension
liabilities of $4.8 million, an increase in deferred tax assets of
$7.4 million, and a decrease in accumulated other comprehensive income (loss) of $14.0 million. See Note J: Pensions
and Other Postretirement Benefits for information concerning the Company’s pension and other postretirement benefit
plans.
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Recovery of Trade Receivables
In the normal course of business, the Company extends
credit to customers that satisfy predefined criteria. The Company evaluates the collectibility of trade receivables based
on a combination of factors. When aware that a specific customer may be unable to meet its financial obligations, such
as in the case of bankruptcy filings or deterioration in the
customer’s operating results or financial position, the Company records a specific reserve for bad debt to reduce the
related receivable to the amount the Company reasonably
believes is collectible. The Company also records reserves
for bad debt for all other customers based on a variety of
factors, including the length of time the receivables are past
due, historical collection experience, and an evaluation of
current and projected economic conditions at the balance
sheet date. Actual collections of trade receivables could differ from management’s estimates due to changes in future
economic or industry conditions or specific customers’ financial conditions.
Share-Based Payments
Effective May 1, 2006, the Company adopted Statement of
Financial Accounting Standards No. 123 (revised), ShareBased Payment (“SFAS 123R”). SFAS 123R requires that the
cost of transactions involving share-based payments be recognized in the financial statements based on a fair valuebased measurement.
Prior to the adoption of SFAS 123R, the Company elected
to account for share-based payments in accordance with
Accounting Principles Board Opinion No. 25, Accounting for
Stock Issued to Employees (“APB 25”), and related interpretations. Under APB 25, because the exercise price of the
Company’s employee stock options equaled the market price
of the underlying stock on the date of grant, no compensation expense was recognized. In anticipation of adoption
of SFAS 123R and concurrent with a review of competitive
long-term incentive programs, the Company replaced its employee stock option incentive program with a restricted stock
program as of June 2005. Additionally, on April 12, 2006, the
Executive Compensation Committee of the Board of Directors of the Company approved accelerating the vesting of all
outstanding unvested stock options with an exercise price
greater than $39.31, the closing price of the Company’s common shares on the New York Stock Exchange on April 11,
2006. As a result of this acceleration of vesting, no compensation expense was recorded in 2007, nor will be recorded
in future periods related to these stock options. See Note
L: Stock Benefit Plans for more information related to the
Company’s stock benefit plans.
Derivative Financial Instruments and Market Risk
The following discussions about the Company’s market risk
disclosures involve forward-looking statements. Actual results could differ from those projected in the forward-looking
statements. The Company is exposed to market risk related
to changes in interest rates, foreign currency exchange rates,
and commodity prices.
Interest Rate Risk
The fair value of the Company’s cash and short-term investment portfolio at April 30, 2007, approximates carrying value.
Exposure to interest rate risk on the Company’s long-term
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debt is mitigated since it is at a fixed rate until maturity. Market risk, as measured by the change in fair value resulting
from a hypothetical 10 percent change in interest rates, is
not material. Based on the Company’s overall interest rate
exposure as of and during the year ended April 30, 2007, including derivative and other instruments sensitive to interest
rates, a hypothetical 10 percent movement in interest rates
would not materially affect the Company’s results of operations. A hypothetical 100 basis point increase in short-term
interest rates would increase the Company’s interest expense
by approximately $0.2 million. Interest rate risk can also be
measured by estimating the net amount by which the fair
value of the Company’s financial liabilities would change as
a result of movements in interest rates. Based on a hypothetical, immediate 100 basis point decrease in interest rates at
April 30, 2007, the market value of the Company’s long-term
debt and interest rate portfolio, in aggregate, would increase
by approximately $14.2 million.
Foreign Currency Exchange Risk
The Company has operations outside the United States with
foreign currency denominated assets and liabilities, primarily denominated in Canadian currency. Because the Company has foreign currency denominated assets and liabilities, financial exposure may result, primarily from the timing
of transactions and the movement of exchange rates. The foreign currency balance sheet exposures as of April 30, 2007,
are not expected to result in a significant impact on future
earnings or cash flows.
Revenues from customers outside the United States represented 15 percent of net sales during 2007. Thus, certain revenues and expenses have been, and are expected to be, subject to the effect of foreign currency fluctuations and these
fluctuations may have an impact on operating results.
Commodity Price Risk
Raw materials and other commodities used by the Company
are subject to price volatility caused by supply and demand
conditions, political and economic variables, and other unpredictable factors. To manage the volatility related to anticipated commodity purchases, the Company uses futures and
options with maturities generally less than one year. Certain
of these instruments are designated as cash flow hedges.
The mark-to-market gains or losses on qualifying hedges are
included in other comprehensive income to the extent effective, and reclassified into cost of products sold in the period
during which the hedged transaction affects earnings. The
mark-to-market gains or losses on nonqualifying, excluded,
and ineffective portions of hedges are recognized in cost of
products sold immediately. Commodity price risk associated
with the Company’s derivative position at April 30, 2007 and
2006, is not material to the operating results or financial position of the Company.
Forward-Looking Statements
Certain statements included in this Annual Report contain
forward-looking statements within the meaning of federal
securities laws. The forward-looking statements may include statements concerning the Company’s current expectations, estimates, assumptions, and beliefs concerning future events, conditions, plans, and strategies that are not
historical fact. Any statement that is not historical in nature
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is a forward-looking statement and may be identified by the
use of words and phrases such as “expects,” “anticipates,”
“believes,” “will,” “plans,” and similar phrases.
Federal securities laws provide a safe harbor for forwardlooking statements to encourage companies to provide
prospective information. The Company is providing this cautionary statement in connection with the safe harbor provisions. Readers are cautioned not to place undue reliance on
any forward-looking statements as such statements are by
nature subject to risks, uncertainties, and other factors, many
of which are outside of the Company’s control and could
cause actual results to differ materially from such statements
and from the Company’s historical results and experience.
These risks and uncertainties include, but are not limited to,
those set forth under the caption “Risk Factors” in the Company’s Annual Report on Form 10-K, as well as the following:
• the volatility of commodity markets from which raw materials are procured and the related impact on costs;
• crude oil price trends and its impact on transportation,
energy, and packaging costs;
• raw material and ingredient cost trends;
• the ability to successfully implement price changes,
particularly in the consumer oils and baking business;
• the success and cost of introducing new products and
the competitive response, particularly in the consumer
oils and baking area;
• the success and cost of marketing and sales programs
and strategies intended to promote growth in the Company’s businesses, and in their respective markets;
• the concentration of certain of the Company’s businesses with key customers and the ability to manage
and maintain key customer relationships;
• the loss of significant customers or a substantial reduction in orders from these customers or the bankruptcy
of any such customer;
• the ability of the Company to obtain any required
financing;
• the timing and amount of capital expenditures, restructuring, and merger and integration costs;
• foreign currency exchange and interest rate
fluctuations;
• the timing and cost of acquiring common shares under
the Company’s share repurchase authorizations;
• general competitive activity in the market, including
competitors’ pricing practices and promotional spending levels; and
• other factors affecting share prices and capital markets
generally.

Forward-Looking Information Excerpt
1.15

GOODRICH CORPORATION (DEC)
FORWARD-LOOKING INFORMATION IS SUBJECT
TO RISK AND UNCERTAINTY
Certain statements made in this document are forwardlooking statements within the meaning of the Private Securities Litigation Reform Act of 1995 regarding our future
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plans, objectives and expected performance. Specifically,
statements that are not historical facts, including statements
accompanied by words such as “believe,” “expect,” “anticipate,” “intend,” “should,” “estimate,” or “plan,” are intended
to identify forward-looking statements and convey the uncertainty of future events or outcomes. We caution readers
that any such forward-looking statements are based on assumptions that we believe are reasonable, but are subject to
a wide range of risks, and actual results may differ materially.
Important factors that could cause actual results to differ
from expected performance include, but are not limited to:
• demand for and market acceptance of new and existing
products, such as the Airbus A350 XWB and A380, the
Boeing 787, the Embraer 190, the Dassault Falcon 7X
and the Lockheed Martin F-35 Lightning II and F-22
Raptor;
• our ability to extend our commercial OE contracts beyond the initial contract periods;
• cancellation or delays of orders or contracts by customers or with suppliers, including delays or cancellations associated with the Boeing 787 and the Airbus
A380 aircraft programs;
• the financial viability of key suppliers and the ability of
our suppliers to perform under existing contracts;
• successful development of products and advanced
technologies;
• the health of the commercial aerospace industry, including the impact of bankruptcies and/or consolidations in the airline industry;
• global demand for aircraft spare parts and aftermarket
services;
• changing priorities or reductions in the defense budgets
in the U.S. and other countries, U.S. foreign policy and
the level of activity in military flight operations;
• the possibility of restructuring and consolidation
actions;
• threats and events associated with and efforts to combat terrorism;
• the extent to which expenses relating to employee and
retiree medical and pension benefits change;
• competitive product and pricing pressures;
• our ability to recover under contractual rights of indemnification for environmental and other claims arising out
of the divestiture of our tire, vinyl and other businesses;
• possible assertion of claims against us on the theory
that we, as the former corporate parent of Coltec Industries Inc, bear some responsibility for the asbestosrelated liabilities of Coltec and its subsidiaries, or that
Coltec’s dividend of its aerospace business to us prior
to the EnPro spin-off was made at a time when Coltec
was insolvent or caused Coltec to become insolvent;
• the effect of changes in accounting policies or tax
legislation;
• cumulative catch-up adjustments or loss contract reserves on long-term contracts accounted for under the
percentage of completion method of accounting;
• domestic and foreign government spending, budgetary
and trade policies;
• economic and political changes in international markets where we compete, such as changes in currency
exchange rates, inflation, deflation, recession and other
external factors over which we have no control; and
• the outcome of contingencies including completion of
acquisitions, divestitures, tax audits, litigation and environmental remediation efforts.
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We caution you not to place undue reliance on the forwardlooking statements contained in this document, which speak
only as of the date on which such statements are made. We
undertake no obligation to release publicly any revisions to
these forward-looking statements to reflect events or circumstances after the date on which such statements were made
or to reflect the occurrence of unanticipated events.

Liquidity and Capital Resources Excerpt
1.16

WARNER MUSIC GROUP CORP. (SEP)
FINANCIAL CONDITION AND LIQUIDITY
Financial Condition at September 30, 2007
At September 30, 2007, we had $2.273 billion of debt, $333
million of cash and equivalents, (net debt of $1.940 billion,
defined as total debt less cash and equivalents and shortterm investments) and $36 million of shareholders’ deficit.
This compares to $2.256 billion of debt, $367 million of cash
and equivalents, $18 million of short-term investments (net
debt of $1.871 billion, defined as total debt less cash and
equivalent and short-term investments) and $58 million of
shareholders’ equity at September 30, 2006. Net debt increased $69 million as a result of (i) a $34 million decrease
in cash and cash equivalents, (ii) an $18 million decrease in
short-term investments, (iii) $15 million impact of foreign exchange rates on our Sterling-denominated notes and (iv) $19
million of accretion on our Holdings Discount Notes. These
increases in net debt were offset by a $17 million decrease
in debt as a result of quarterly repayments of our term loans
under the senior secured credit facility.
Cash Flows
The following table summarizes our historical cash flows. The
financial data for the twelve-month periods ended September 30, 2007, 2006 and 2005 have been derived from our
audited financial statements included elsewhere herein.

(In millions)
Operating activities
Investing activities
Financing activities

2007
(audited)
$302
(255)
(94)

2006
(audited)
$307
(146)
(88)

2005
(audited)
$205
(64)
(406)

Operating Activities
Cash provided by operations was $302 million for the twelve
months ended September 30, 2007 compared to $307 million for the twelve months ended September 30, 2006. The
$5 million decrease reflects the significant declines in physical sales previously described, as well as cash paid for restructuring costs and consultancy and severance costs associated with the cost-savings initiatives. Cash provided by
operations includes cash received from the settlement with
Bertelsmann and reflects the variable timing of our working
capital requirements in association with our business cycle.
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Investing Activities
Cash used in investing activities was $255 million for the
twelve months ended September 30, 2007 compared to $146
million for the twelve months ended September 30, 2006. The
$255 million of cash used in investing activities in the twelve
months ended September 30, 2007 consisted primarily of
payments to acquire an additional equity interest in Frontline Management of $110 million, $51 million paid to acquire
Roadrunner, net of cash acquired, and $14 million loaned to
the seller of Roadrunner in connection with the acquisition.
We also paid a total of approximately $64 million to invest
in or acquire several smaller companies, including an entertainment services company, a video production company in
the U.K. and a digital distribution company in Germany, and
we paid $29 million for capital expenditures. This was offset by the receipt of approximately $7 million related to the
sale of certain buildings and $18 million related to the liquidation of short-term investments, including auction-rate securities. The $146 million of cash used in investing activities
in the twelve months ending September 30, 2006 primarily
reflects $63 million, net of cash acquired, paid for the completion of the acquisition of Ryko, $19 million of cash invested
in auction-rate securities and other short-term investments,
$30 million of capital expenditures as well as several small
acquisitions in Australia, Singapore and South Africa.
Financing Activities
Cash used in financing activities for the twelve months
ended September 30, 2007 and for the twelve months ended
September 30, 2006 primarily consisted of our quarterly repayment of debt and the payment of dividends, and was
partially offset by cash receipts from the exercise of stock
options.
Liquidity
Our primary sources of liquidity are the cash flow generated
from our subsidiaries’ operations, availability under the $250
million (less $4 million of outstanding letters of credit as of
September 30, 2007) revolving credit portion of our senior
secured credit facility and available cash and equivalents.
These sources of liquidity are needed to fund our debt service requirements, working capital requirements, capital expenditure requirements, regular quarterly dividends and the
remaining one-time costs associated with the execution of
our restructuring plan that was substantially completed in
fiscal 2005. We believe that our existing sources of cash will
be sufficient to support our existing operations over the next
twelve months.
As of September 30, 2007, our long-term debt consisted
of $1.396 billion of borrowings (including $17 million of debt
that is classified as a current obligation) under the term loan
portion of our senior secured credit facility, $667 million of
Acquisition Corp. Subordinated Notes and $210 million of
Holdings Notes. There were no borrowings under the revolving portion of our senior secured credit facility as of September 30, 2007.
Senior Secured Credit Facility
The senior secured credit facility consists of a $1.396 billion
outstanding term loan portion and a $250 million revolving
credit portion. The term loan portion of the facility matures in
February 2011. We are required to prepay outstanding term
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loans, subject to certain exceptions and conditions, with excess cash flow or in the event of certain asset sales and casualty and condemnation events and incurrence of debt. We are
required to make minimum repayments under the term loan
portion of our facility in quarterly principal amounts of approximately $4 million through November 2010, with a remaining
balloon payment in February 2011. The revolving credit portion of the senior secured credit facility matures in February
2010. There are no mandatory reductions in borrowing availability for the revolving credit portion of the facility through
its term.
Borrowings under both the term loan and revolving credit
portion of the senior secured credit facility currently bear interest at a rate equal to an applicable margin plus, at our
option, either (a) a base rate determined by reference to the
higher of (1) the prime rate of Bank of America, N.A. and (2)
the federal funds rate plus 1/2 of 1% or (b) a LIBOR rate determined by reference to the costs of funds for deposits in the
currency of such borrowing for the interest period relevant
to such borrowing adjusted for certain additional costs. As
of September 30, 2007, the applicable margins with respect
to base rate borrowings and LIBOR borrowings were 1.25%
and 2.25%, respectively, for borrowings under the revolving
credit facility. The applicable margins are variable subject to
changes in certain leverage ratios. For borrowings under the
term loan facility, the margins with respect to the base rate
borrowings and LIBOR borrowings are 1.00% and 2.00%, respectively, but will be 0.75% and 1.75%, respectively, if the
senior secured debt of Acquisition Corp. is rated at least BB
by S&P and Ba2 by Moody’s. As of November 27, 2007, our
term loan facility was rated BB- by S&P and Ba2 by Moody’s.
In addition to paying interest on outstanding principal under the senior secured credit facility, we are required to pay a
commitment fee to the lenders under the revolving credit facility in respect of the unutilized commitments. As of September 30, 2007, the commitment fee rate was 0.375%. The
commitment fee rate is variable subject to changes in certain
of our leverage ratios. We also are required to pay customary
letter of credit fees, as necessary.
The senior secured credit facility contains a number of
covenants that, among other things, restrict, subject to certain exceptions, our ability and the ability of our subsidiaries
to sell assets, incur additional indebtedness or issue preferred stock, repay other indebtedness, pay dividends and
distributions or repurchase capital stock, create liens on assets, make investments, loans or advances, make certain
acquisitions, engage in mergers or consolidations, engage
in certain transactions with affiliates, amend certain material
agreements, change the business conducted by us and enter into agreements that restrict dividends from subsidiaries.
In addition, the senior secured credit facility requires us to
maintain the following financial covenants: a maximum total
leverage ratio and a minimum interest coverage ratio, both
tested quarterly, and a maximum annual capital expenditures
limitation.
Senior Subordinated Notes of Acquisition Corp.
Acquisition Corp. has outstanding two tranches of senior
subordinated notes due 2014: $465 million principal amount
of U.S. dollar-denominated notes and £100 million principal
amount of Sterling-denominated notes (collectively, the “Subordinated Notes”). The Subordinated Notes mature on April
15, 2014. The Subordinated Notes bear interest at a fixed rate
of 7 3/8% per annum on the $465 million dollar notes and 8
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1/8% per annum on the £100 million sterling notes. The indenture governing the notes limits our ability and the ability of
our restricted subsidiaries to incur additional indebtedness or
issue certain preferred shares; to pay dividends on or make
other distributions in respect of its capital stock or make other
restricted payments; to make certain investments; to sell certain assets; to create liens on certain debt without securing
the notes; to consolidate, merge, sell or otherwise dispose of
all or substantially all of our assets; to enter into certain transactions with affiliates; and to designate our subsidiaries as
unrestricted subsidiaries. Subject to certain exceptions, the
indenture governing the notes permits us and our restricted
subsidiaries to incur additional indebtedness, including secured indebtedness, and to make certain restricted payments
and investments.
Holdings Notes
In December 2004, Holdings issued the Holdings Notes. In
connection with the Company’s initial public offering, we
used $517 million of proceeds from the offering along with
$57 million of available cash to redeem certain of the Holdings Notes outstanding. As of September 30, 2007, Holdings
had $210 million of debt on its balance sheet relating to such
securities, net of issuance discounts.
The Holdings Floating Rate Notes were redeemed in full
on June 15, 2005. From the issuance date through the redemption date, the notes bore interest at a quarterly floating
rate based on six-month LIBOR rates plus a margin equal to
4.375%. Interest was payable quarterly in cash beginning on
March 15, 2005.
The Holdings Discount Notes were issued at a discount
and had an initial accreted value of $630.02 per $1,000 principal amount at maturity. Prior to December 15, 2009, no cash
interest payments are required. However, interest accrues on
the Holdings Discount Notes in the form of an increase in the
accreted value of such notes such that the accreted value of
the Holdings Discount Notes will equal the principal amount
at maturity on December 15, 2009. Thereafter, cash interest
on the Holdings Discount Notes is payable semiannually at a
fixed rate of 9.5% per annum. The Holdings Discount Notes
mature on December 15, 2014.
The Company redeemed 35% of the Holdings Discount
Notes on June 15, 2005, including amounts representing interest accreted on the notes redeemed through the date of
redemption. The $4 million of interest accreted through the
date of redemption is included as cash paid in financing activities in our consolidated statement of cash flows for the
year ended September 30, 2005.
The Holdings PIK Notes were redeemed in full on June 15,
2005. From the date of issuance through the date of redemption, the notes bore interest at a semi-annual floating rate
based on six-month LIBOR rates plus a margin equal to 7%.
Interest was accrued in the form of additional PIK notes at the
election of the Company. In connection with the redemption
of the Holdings PIK Notes, we paid $9 million representing
interest accrued in the form of additional PIK notes through
the date of redemption, which was classified as cash paid
in financing activities in our consolidated statement of cash
flows for the year ended September 30, 2005.
The indenture governing the notes limits our ability and
the ability of our restricted subsidiaries to incur additional
indebtedness or issue certain preferred shares; to pay dividends on or make other distributions in respect of its capital
stock or make other restricted payments; to make certain
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investments; to sell certain assets; to create liens on certain
debt without securing the notes; to consolidate, merge, sell
or otherwise dispose of all or substantially all of our assets; to
enter into certain transactions with affiliates; and to designate
our subsidiaries as unrestricted subsidiaries. Subject to certain exceptions, the indenture governing the notes permits us
and our restricted subsidiaries to incur additional indebtedness, including secured indebtedness, and to make certain
restricted payments and investments.
Initial Common Stock Offering
In May 2005, we completed an initial public offering (the “Initial Common Stock Offering”). Prior to the consummation of
the Initial Common Stock Offering, we, among other things,
renamed all of our outstanding shares of Class A Common
Stock as common stock and authorized an approximately
1,139 for 1 split of our common stock. We contributed the
net proceeds from the Initial Common Stock Offering of $517
million to Holdings as an equity capital contribution. Holdings
used all of such funds and approximately $57 million of cash
received through dividends from Acquisition Corp. to redeem
all outstanding Holdings Floating Rate Notes, all outstanding Holdings PIK Notes and 35% of the aggregate principal
amount of the outstanding Holdings Discount Notes, including redemption premiums and interest obligations through
the date of redemption.
Dividends
We intend to pay regular quarterly dividends on our common
stock outstanding in an amount not to exceed $80 million
per year. Any decision to declare and pay dividends in the
future will be made at the discretion of our board of directors and will depend on, among other things, our results of
operations, cash requirements, financial condition, contractual restrictions and other factors our board of directors may
deem relevant.
On December 29, 2006, March 8, 2007, June 5, 2007 and
September 4, 2007 we declared dividends on our outstanding common stock at a rate of $0.13 per share. The dividends were paid on February 16, 2007, April 27, 2007, July
25, 2007 and October 24, 2007, respectively, except for the
portion of the dividends with respect to unvested restricted
stock, which will be paid at such time as such shares become
vested.
During the year ended September 30, 2007, 1,979,768
shares of restricted stock purchased by or awarded to certain employees of the Company vested, and employees of
the Company exercised 458,956 stock options.
Covenant Compliance
Our senior secured credit facility requires us to maintain certain covenants including a Leverage Ratio and an Interest
Coverage Ratio, as such terms are defined in the credit facility, and has a maximum annual capital expenditures limitation. The credit facility also contains covenants that, among
other things, restrict our ability to incur additional debt. The
occurrence of an event of default under the credit facility
could result in all amounts outstanding under the facility to
be immediately due and payable, which could have a material adverse impact on our results of operations, financial
position and cash flow. As of September 30, 2007, we were
in compliance with all covenants under the credit facility.
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Our borrowing arrangements, including the Holdings Notes
and the Acquisition Corp. Senior Subordinated Notes contain certain financial covenants, which limit the ability of our
restricted subsidiaries as defined in the indentures governing the notes to, among other things, incur additional indebtedness, issue certain preferred shares, pay dividends,
make certain investments, sell certain assets, and consolidate, merge, sell or otherwise dispose of all, or some of,
our assets. In order for Acquisition Corp. and Holdings Corp.
to incur additional debt or make certain restricted payments
using certain exceptions provided for in the indentures governing the Acquisition Corp. Senior Subordinated Notes and
the Holdings Notes, the Fixed Charge Coverage Ratio, as defined in such indentures, must exceed a 2.0 to 1.0 ratio. Fixed
Charges are defined in such indentures as consolidated interest expense excluding certain non-cash interest expense.
The terms of the indentures governing the Acquisition
Corp. Senior Subordinated Notes and Holdings Discount
Notes significantly restrict Acquisition Corp., Holdings and
other subsidiaries from paying dividends and otherwise
transferring assets to us. For example, the ability of Acquisition Corp. and Holdings to make such payments is governed
by a formula based on 50% of each of their consolidated net
income (which, as defined in the indentures governing such
notes, excludes goodwill impairment charges and any aftertax extraordinary, unusual or nonrecurring gains and losses)
accruing from June 1, 2004 and July 1, 2004, respectively.
In addition, as a condition to making such payments to us
based on such formula, Acquisition Corp. and Holdings must
each have an adjusted EBITDA to interest expense ratio of
at least 2.0 to 1 after giving effect to any such payments.
Acquisition Corp. may also make a restricted payment prior
to April 15, 2009 if, immediately after giving pro forma effect
to such restricted payment and any indebtedness incurred
to finance such restricted payment, its net indebtedness to
adjusted EBITDA ratio would not exceed 3.75 to 1 and its net
senior indebtedness to adjusted EBITDA ratio would not exceed 2.50 to 1. In addition, Holdings may make a restricted
payment if, immediately after giving pro forma effect to such
restricted payment and any indebtedness incurred to finance
such restricted payment, its net indebtedness to adjusted
EBITDA ratio would not exceed 4.25 to 1.0. Notwithstanding such restrictions, the indentures permit an aggregate of
$45.0 million and $75.0 million of such payments to be made
by Acquisition Corp. and Holdings, respectively, whether or
not there is availability under the formula or the conditions to
its use are met. Acquisition Corp.’s senior secured credit facility permits Acquisition Corp. to make additional restricted
payments to Holdings, the proceeds of which may be utilized by Holdings to make additional restricted payments,
in an aggregate amount not to exceed $10.0 million (such
amount subject to increase to $35.0 million if the leverage
ratio as of the last day of the immediately preceding four fiscal quarters was less than 4.0 to 1 and to $50.0 million if the
leverage ratio as of the last day of the immediately preceding four fiscal quarters was less than 3.5 to 1), and subject
to further increase in an amount equal to 50% of cumulative
excess cash flow that is not otherwise applied pursuant to
Acquisition Corp.’s senior secured credit facility, and, in addition, permits Acquisition Corp. to make restricted payments
to Holdings, the proceeds of which may be utilized by Holdings to make additional restricted payments not to exceed
$90 million in any fiscal year, provided that the proceeds of
such restricted payments shall be applied solely to pay cash
dividends on the Company’s common stock. Furthermore,
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Holdings’ subsidiaries will be permitted under the terms of
Acquisition Corp.’s existing senior secured credit facility, as
it may be amended, and under other indebtedness, to incur
additional indebtedness that may restrict or prohibit the making of distributions, the payment of dividends or the making
of loans by such subsidiaries to Holdings.
Acquisition Corp. and Holdings may make additional restricted payments using certain other exceptions provided
for in the indentures governing the Acquisition Corp. Senior
Subordinated Notes and Holdings Notes, respectively.
Summary
Management believes that future funds generated from our
operations and available borrowing capacity will be sufficient
to fund our debt service requirements, working capital requirements, capital expenditure requirements and payment
of regular dividends on our common stock for the foreseeable
future. However, our ability to continue to fund these items
and to reduce debt may be affected by general economic,
financial, competitive, legislative and regulatory factors, as
well as other industry-specific factors such as the ability to
control music piracy.
Contractual and Other Obligations
Firm Commitments
The following table summarizes the Company’s aggregate
contractual obligations at September 30, 2007, and the estimated timing and effect that such obligations are expected
to have on the Company’s liquidity and cash flow in future
periods. We expect to fund the firm commitments with operating cash flow generated in the normal course of business
and availability under the $250 million revolving credit portion
of the senior secured credit facility.
Fiscal Years
(In millions)
Firm commitments and
outstanding debt
Term loan facility
Acquisition Corp.
Subordinated notes
Interest expense on
Acquisition Corp.
Subordinated notes
Holdings notes (including
interest expense)
Operating leases
Artist, songwriter and
co-publisher
commitments
Minimum funding
commitments to
investees and other
obligations
Total firm commitments and
outstanding debt

2008

2009–
2011

$ 17

$1,379

—

2012 and
Thereafter

—

$1,396

—

667

667

51

153

153

357

—
32

37
78

344
85

381
195

85

255

84

424

10

2

—

12

$195

$1,904

$1,333

$3,432
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The following is a description of our firmly committed contractual obligations at September 30, 2007:
• Outstanding debt obligations consist of the term loan
facility, the Acquisition Corp. Subordinated Notes and
the Holdings Notes. These obligations have been presented based on the principal amounts due, current
and long term as of September 30, 2007. Amounts do
not include any fair value adjustments, bond premiums,
discounts or interest payments. The interest expense
obligations do not include interest expense related to
our variable rate debt. See Note 12 to the audited financial statements for a description of our financing
arrangements.
• Holding Notes payments include cash interest payments of $12 million for the year ending September 30,
2010, $25 million for each year ending September 30,
2011, 2012, 2013, 2014 and $12 million for the year
ending September 30, 2015 as well as principal payments of $258 million in the year ending September 30,
2015.
• Operating lease obligations primarily relate to the minimum lease rental obligations for our real estate and
operating equipment in various locations around the
world. These obligations have been presented with the
benefit of $6 million of sublease income expected to
be received under non-cancelable agreements. The future minimum payments reflect the amounts owed under our lease arrangements and do not include any fair
market value adjustments that may have been recorded
as a result of the Acquisition.
• We enter into long-term commitments with artists,
songwriters and co-publishers for the future delivery of
music product. Aggregate firm commitments to such
talent approximated $424 million across hundreds of
artists, songwriters, publishers, songs and albums at
September 30, 2007. Such commitments, which are
unpaid advances across multiple albums and songs,
are payable principally over a ten-year period, generally
upon delivery of albums from the artists or future musical compositions by songwriters and co-publishers.
Because the timing of payment, and even whether payment occurs, is dependent upon the timing of delivery of
albums and musical compositions from talent, the timing and amount of payment of these commitments as
presented in the above summary can vary significantly.
• We have minimum funding commitments and other related obligations to support the operations of various
investments.
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New Accounting Standards Excerpt
1.17

TEREX CORPORATION (DEC)
RECENT ACCOUNTING PRONOUNCEMENTS
In June 2006, the FASB ratified Emerging Issues Task Force
(“EITF”) Issue No. 06-3 (“EITF No. 06-3”), “How Taxes Collected from Customers and Remitted to Governmental Authorities Should Be Presented in the Income Statement (That
is, Gross versus Net Presentation).” The classification in
the income statement of taxes is considered an accounting policy and any change in presentation would require the
application of Statement of Financial Accounting Standard
(“SFAS”) No. 154, “Accounting Changes and Error Corrections.” In addition, under the scope of EITF No. 06-3, significant taxes recorded in the Consolidated Statement of Income
would require disclosure of the accounting policy elected and
amounts reflected in gross revenue for all periods presented.
Provisions of EITF No. 06-3 are effective for fiscal years beginning after December 15, 2006. We adopted this accounting standard on January 1, 2007. Adoption of EITF No. 06-3
did not have a material impact on our financial statements.
In June 2006, the FASB issued, FIN No. 48, which clarifies accounting for uncertainty in tax positions. FIN No. 48
requires that we recognize in our financial statements the impact of a tax position, if that position is more likely than not
to be sustained on audit, based on the technical merits of
the position. Provisions of FIN No. 48 are effective for fiscal
years beginning after December 15, 2006, with the cumulative effect of the change in accounting principle recorded as
an adjustment to retained earnings as of January 1, 2007.
We adopted this accounting standard on January 1, 2007.
See Note C—“Income Taxes” in the Notes to the Consolidated Financial Statements for the impact of adoption of FIN
No. 48.
In September 2006, the FASB issued SFAS No. 157, “Fair
Value Measurements,” (“SFAS No. 157”) which is effective
for fiscal years beginning after November 15, 2007 and for
interim periods within those years. This statement defines
fair value, establishes a framework for measuring fair value
and expands the related disclosure requirements. This statement applies under other accounting pronouncements that
require or permit fair value measurements. The statement indicates, among other things, that a fair value measurement
assumes that the transaction to sell an asset or transfer a liability occurs in the principal market for the asset or liability or,
in the absence of a principal market, the most advantageous
market for the asset or liability. SFAS No. 157 defines fair
value based upon an exit price model. In February 2008, the
FASB issued FASB Staff Positions (“FSP”) No. 157-1, “Application of FASB Statement No. 157 to FASB Statement No.
13 and Other Accounting Pronouncements That Address Fair
Value Measurements for Purposes of Lease Classification or
Measurement under Statement 13” and FSP No. 157-2, “Effective Date of FASB Statement No. 157”. FSP No. 157-1
amends SFAS No. 157 to exclude SFAS No. 13, “Accounting for Leases,” and its related interpretive accounting pronouncements that address leasing transactions, while FSP
No. 157-2 delays the effective date of SFAS No. 157 for all
nonfinancial assets and nonfinancial liabilities, except those
that are recognized or disclosed at fair value in the financial
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statements on a recurring basis (at least annually) until the
beginning of the first quarter of 2009. We have evaluated the
new statement and have determined that it will not have a
significant impact on the determination or reporting of our
financial results.
In February 2007, the FASB issued SFAS No. 159, “The Fair
Value Option for Financial Assets and Financial Liabilities—
Including an amendment of FASB Statement No. 115,” which
is effective for fiscal years beginning after November 15,
2007. This statement permits entities to choose to measure
many financial instruments and certain other items at fair
value. This statement also establishes presentation and disclosure requirements designed to facilitate comparisons between entities that choose different measurement attributes
for similar types of assets and liabilities. Unrealized gains
and losses on items for which the fair value option is elected
would be reported in earnings. We have evaluated the newstatement and have determined that it will not have a significant impact on the determination or reporting of our financial
results.
In December 2007, the FASB issued SFAS No. 141 (revised
2007), “Business Combinations” (“SFAS No. 141R”), which
replaces SFAS No. 141, “Business Combinations.” SFAS No.
141R retains the underlying concepts of SFAS No. 141 in that
all business combinations are still required to be accounted
for at fair value under the acquisition method of accounting,
but SFAS No. 141R changes the application of the acquisition method in a number of significant aspects. Acquisition
costs will generally be expensed as incurred; noncontrolling
interests will be valued at fair value at the acquisition date;
in-process research and development will be recorded at fair
value as an indefinite-lived intangible asset at the acquisition
date; restructuring costs associated with a business combination will generally be expensed subsequent to the acquisition date; and changes in deferred tax asset valuation
allowances and income tax uncertainties after the acquisition date generally will affect income tax expense. SFAS No.
141R is effective on a prospective basis for all business combinations for which the acquisition date is on or after the beginning of the first annual period subsequent to December
15, 2008. Early adoption is not permitted. We are currently
evaluating the effects, if any, that SFAS No. 141R may have
on our financial statements.
In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements—
an amendment of ARB No. 51” (“SFAS No. 160”). This statement is effective for fiscal years, and interim periods within
those fiscal years, beginning on or after December 15, 2008,
with earlier adoption prohibited. This statement requires the
recognition of a noncontrolling interest (minority interest) as
equity in the consolidated financial statements and separate from the parent’s equity. The amount of net income attributable to the noncontrolling interest will be included in
consolidated net income on the face of the income statement. It also amends certain of ARB No. 51’s consolidation
procedures for consistency with the requirements of SFAS
No. 141R. This statement also includes expanded disclosure requirements regarding the interests of the parent and
its noncontrolling interest. We are currently evaluating the effects, if any, that SFAS No. 160 may have on our financial
statements.
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Market Risk Information Excerpt
1.18

DEVON ENERGY CORPORATION (DEC)
QUANTITATIVE AND QUALITATIVE DISCLOSURES
ABOUT MARKET RISK
The primary objective of the following information is to provide forward-looking quantitative and qualitative information
about our potential exposure to market risks. The term “market risk” refers to the risk of loss arising from adverse changes
in oil, gas and NGL prices, interest rates and foreign currency
exchange rates. The disclosures are not meant to be precise
indicators of expected future losses, but rather indicators of
reasonably possible losses. This forward-looking information
provides indicators of how we view and manage our ongoing
market risk exposures. All of our market risk sensitive instruments were entered into for purposes other than speculative
trading.
Commodity Price Risk
Our major market risk exposure is in the pricing applicable to
our oil, gas and NGL production. Realized pricing is primarily driven by the prevailing worldwide price for crude oil and
spot market prices applicable to our U.S. and Canadian natural gas and NGL production. Pricing for oil, gas and NGL

production has been volatile and unpredictable for several
years.
We periodically enter into financial hedging activities with
respect to a portion of our oil and gas production through
various financial transactions that hedge the future prices
received. These transactions include financial price swaps
whereby we will receive a fixed price for our production and
pay a variable market price to the contract counterparty, and
costless price collars that set a floor and ceiling price for the
hedged production. If the applicable monthly price indices
are outside of the ranges set by the floor and ceiling prices
in the various collars, we will settle the difference with the
counterparty to the collars. These financial hedging activities
are intended to support oil and gas prices at targeted levels
and to manage our exposure to oil and gas price fluctuations.
We do not hold or issue derivative instruments for speculative
trading purposes.
Based on natural gas contracts in place as of February 15,
2008 we have approximately 1.6 Bcf per day of gas production in 2008 that is subject to either price swaps or collars or
fixed-price contracts. This amount represents approximately
64% of our estimated 2008 gas production, or 40% of our
total Boe production. All of these price swap and collar contracts expire December 31, 2008. As of February 15, 2008, we
do not have any gas price swaps or collars extending beyond
2008. However, our fixed-price physical delivery contracts
extend through 2011. These physical delivery contracts relate to our Canadian natural gas production and range from
six Bcf to 14 Bcf per year. These physical delivery contracts
are not expected to have a material effect on our realized gas
prices from 2009 through 2011.
The key terms of our 2008 gas financial collar and price
swap contracts are presented in the following table.

Gas Financial Contracts
Price Collar Contracts
Ceiling Price

Period
First quarter
Second quarter
Third quarter
Fourth quarter
2008 average

Volume
(MMBtu/d)
634,011
1,080,000
1,080,000
1,080,000
969,112

Floor Price
($/MMBtu)
$7.50
$7.50
$7.50
$7.50
$7.50

Ceiling Range
($/MMBtu)
$9.00–$10.25
$9.00–$10.25
$9.00–$10.25
$9.00–$10.25
$9.00–$10.25

Weighted
Average
Ceiling Price
($/MMBtu)
$9.43
$9.43
$9.43
$9.43
$9.43

Price Swap Contracts
Weighted
Volume
Average Price
(MMBtu/d)
($/MMBtu)
364,670
$8.23
620,000
$8.24
620,000
$8.24
620,000
$8.24
556,516
$8.24

Based on oil contracts in place as of February 15, 2008 we
have approximately 22,000 Bbls per day of oil production in
2008 that is subject to price collars. This amount represents
approximately 12% of our estimated 2008 oil production, or
3% of our total Boe production. All of these price collar contracts expire December 31, 2008. As of February 15, 2008,
we do not have any oil price swaps or collars extending beyond 2008.
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The key terms of our 2008 oil financial collar contracts are
presented in the following table.
Oil Financial Contracts
Price Collar Contracts
Ceiling Price
Floor Price
Period
First quarter
Second quarter
Third quarter
Fourth quarter
2008 average

Volume (Bbls/d)
21,011
22,000
22,000
22,000
21,754

Floor Price ($/Bbl)
$70.00
$70.00
$70.00
$70.00
$70.00

Ceiling Range ($/Bbl)
$132.50–$148.00
$132.50–$148.00
$132.50–$148.00
$132.50–$148.00
$132.50–$148.00

Weighted Average
Ceiling Price ($/Bbl)
$140.31
$140.20
$140.20
$140.20
$140.23

Interest Rate Risk
At December 31, 2007, we had debt outstanding of $7.9 billion. Of this amount, $5.5 billion, or 69%, bears interest at
fixed rates averaging 7.3%. Additionally, we had $1.0 billion
of outstanding commercial paper and $1.4 billion of credit facility borrowings bearing interest at floating rates, which averaged 5.07% and 5.27%, respectively. At the end of 2007
and as of February 15, 2008, we did not have any interest
rate hedging instruments.
Foreign Currency Risk
Our net assets, net earnings and cash flows from our Canadian subsidiaries are based on the U.S. dollar equivalent of
such amounts measured in the Canadian dollar functional
currency. Assets and liabilities of the Canadian subsidiaries
are translated to U.S. dollars using the applicable exchange
rate as of the end of a reporting period. Revenues, expenses
and cash flow are translated using the average exchange rate
during the reporting period. A 10% unfavorable change in the
Canadian-to-U.S. dollar exchange rate would not materially
impact our December 31, 2007 balance sheet.

Critical Accounting Policies and
Estimates Excerpt
1.19

CBS CORPORATION (DEC)
CRITICAL ACCOUNTING POLICIES
Financial Reporting Release No. 60, “Cautionary Advice Regarding Disclosure About Critical Accounting Policies” (“FRR
60”), suggests companies provide additional disclosure and
commentary on those accounting policies considered most
critical. FRR 60 considers an accounting policy to be critical if it is important to the Company’s financial condition and
results of operations, and requires significant judgment and
estimates on the part of management in its application. For a
summary of the Company’s significant accounting policies,
including the critical accounting policies discussed below,
see the accompanying notes to the consolidated financial
statements.

ATT-SEC 1.19

The preparation of the Company’s financial statements in
conformity with generally accepted accounting principles requires management to make estimates, judgments and assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amount of
expenses during the reporting period. On an ongoing basis, the Company evaluates its estimates, which are based
on historical experience and on various other assumptions
that are believed to be reasonable under the circumstances.
The result of these evaluations forms the basis for making
judgments about the carrying values of assets and liabilities
and the reported amount of expenses that are not readily
apparent from other sources. Actual results may differ from
these estimates under different assumptions. The following
accounting policies require significant management judgments and estimates.
• The Company accounts for the production and distribution of television programming in accordance with
Statement of Position 00-2 “Accounting by Producers
or Distributors of Films” (“SOP 00-2”). SOP 00-2 requires management’s judgment as it relates to the timing of the establishment of a secondary market for its
television programming, and total estimated revenues
to be earned and costs to be incurred throughout the life
of each television program. These estimates are used to
determine the amortization of capitalized television programming, expensing of participation costs, and any
necessary net realizable value adjustments to capitalized television programming costs. For each television
program, management bases these estimates on the
performance of the television programming in the initial
markets, the existence of future firm commitments to
sell additional episodes of the program, and the past
performance of similar television programs. These estimates are updated regularly based on information available as the television program progresses through its
life cycle. Overestimating secondary market revenues
or a failure to adjust for a downward change in the total
estimated revenue could result in the understatement
of the amortization of capitalized television programming costs, future net realizable value adjustments and
impact the determination of participation expense.
• The Company accounts for its business acquisitions
under the purchase method of accounting. The total
cost of acquisitions is allocated to the underlying net
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assets, based on their respective estimated fair values.
The excess of the purchase price over the estimated
fair values of the tangible and identifiable intangible net
assets acquired is recorded as goodwill. Determining
the fair value of assets acquired and liabilities assumed
requires management’s judgment and often involves
the use of significant estimates and assumptions, including assumptions with respect to future cash inflows
and outflows, discount rates, asset lives, and market
multiples, among other items.
• In accordance with SFAS 142, the Company tests
goodwill and other intangible assets with indefinite lives
for impairment during the fourth quarter of each year,
and on an interim date should factors or indicators become apparent that would require an interim test. A
significant downward revision in the present value of
estimated future cash flows for a reporting unit or intangible assets could result in an impairment under SFAS
142, and a non-cash charge would be required. Such
a charge could have a material effect on reported net
earnings.
• Balance sheet reserves and liabilities related to legal
issues, restructuring charges and discontinued businesses, including asbestos and environmental matters,
require significant judgments and estimates by management. The Company continually evaluates these estimates based on changes in the relevant facts and
circumstances and events that may impact estimates.
While management believes that the current reserves
for matters related to predecessor operations of the
Company, including environmental and asbestos, are
adequate, there can be no assurance that circumstances will not change in future periods.
• Pension benefit obligations and net periodic pension
costs are calculated using many actuarial assumptions. Two key assumptions used in accounting for
pension liabilities and expenses are the discount rate
and expected rate of return on plan assets. The discount rate reflects the rate at which the pension benefit
obligations could effectively be settled. The Company
determined the discount rate by projecting the plans
expected future benefit payments as defined for the
projected benefit obligation. Those projected benefit
payments are used to construct a high quality bond
portfolio with interest and principal payments that provide the cash flows necessary to meet the projected
benefit payments. The projected benefit payments are
discounted by the weighted average yield of the bond
portfolio. The expected return on plan assets assumption was derived using the current and expected asset allocation of the pension plan assets and considering historical as well as expected returns on various
classes of plan assets. For 2007, the unrecognized actuarial losses decreased primarily due to an increase in
the discount rate partially offset by lower than expected
return from plan assets. For 2006, the unrecognized actuarial losses decreased primarily due to an increase in
the discount rate as well as higher than expected return from plan assets. A decrease in the discount rate
or a decrease in the expected rate of return on plan assets would increase pension expense. The estimated
impact of a 25 basis point change in the discount rate
would be a change of approximately $5 million on 2008
pension expense and will change the projected benefit
obligation by approximately $110 million. The estimated
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impact of a 25 basis point change in the expected rate
of return on plan assets is a change of approximately
$10 million in 2008 pension expense.
• The Company is subject to income taxes in both the
U.S. and numerous foreign jurisdictions. Significant
judgment is required in determining the worldwide provision for income taxes. When recording the worldwide provision for income taxes, an estimated effective tax rate for a year is applied to interim operating
results. In the event there is a significant or unusual
item recognized in the quarterly operating results, the
tax attributable to that item is separately calculated and
recorded in the same quarter. A number of years may
elapse before a tax return containing tax matters, for
which a reserve has been established, is audited and
finally resolved. During 2007 and 2006, the Company
recognized tax benefits of $8.0 million and $164.1 million, respectively, related to the settlement of certain
prior year tax audits. In accordance with Financial Accounting Standards Board (“FASB”) Interpretation No.
48, “Accounting for Uncertainty in Income Taxes—an
interpretation of FASB Statement No. 109” (“FIN 48”),
the Company evaluates a tax position to determine
whether it is more likely than not that the tax position
will be sustained upon examination, based on the technical merits of the position. A tax position that meets the
more-likely-than-not recognition threshold is subject to
a measurement assessment to determine the amount
of benefit to recognize in the Consolidated Statement
of Operations and the appropriate reserve to establish,
if any. If a tax position does not meet the more-likelythan-not recognition threshold a tax reserve is established and no benefit is recognized. The Company is
continually audited by U.S. federal and state as well
as foreign tax authorities. While it is often difficult to
predict the final outcome or the timing of resolution of
any particular tax matter, the Company believes that its
reserve for uncertain tax positions of $278.8 million at
December 31, 2007 is properly recorded pursuant to
the recognition and measurement provisions of FIN 48.
• In accordance with SFAS No. 123 (revised 2004)
“Share-Based Payment” (“SFAS 123R”), the Company
measures the cost of employee services received in exchange for an award of equity instruments based on the
grant-date fair value of the award. That cost is recognized over the vesting period during which an employee
is required to provide service in exchange for the award.
For each award of employee stock options the fair
value is estimated on the date of grant using the BlackScholes option-pricing model. The determination of the
assumptions used in the Black-Scholes model requires
management to make significant judgments and estimates. The use of different assumptions and estimates
in the Black-Scholes option pricing model could have
a material impact on the estimated fair value of option
grants and the related expense. The risk free interest
rate is based on a U.S. Treasury rate in effect on the
date of grant with a term equal to the expected life. The
expected term was determined based on historical employee exercise and post-vesting termination behavior.
The expected dividend yield is based on the then current annual dividend rate. When calculating expected
stock price volatility, the Company placed exclusive reliance on implied volatility due to the limited amount of
trading history for CBS Corp. Class B Common Stock.
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In addition, given the existence of an actively traded
market for CBS Corp. options, the Company was able
to derive implied volatility using publicly traded options
to purchase CBS Corp. Class B Common Stock that
were trading near the grant date of the employee stock
options at a similar exercise price and a remaining term
of greater than one year. Although there is an active
market for these publicly traded CBS Corp. options,
the Company believes that due to their short trading
history, the volatility of these options alone may not
be indicative of expected volatility. As a result, the expected stock price volatility was determined using an
average of the implied volatility of these options and the
implied volatility of publicly traded options for entities
with similar business characteristics within the Company’s industry.

SEGMENT INFORMATION
1.20 Statement of Financial Accounting Standards (SFAS)
No. 131, Disclosures about Segments of an Enterprise and
Related Information, supersedes SFAS No. 14, Financial Reporting for Segments of a Business Enterprise, in reporting
information about a public business enterprise’s operating
segments. Operating segments are components of an enterprise about which separate financial information is available
that is evaluated regularly by the chief operating decision
maker in deciding how to allocate resources and in assessing performance.

1.23
TABLE 1-3: SEGMENT INFORMATION
2007

Number of Companies
2006
2005
2004

Industry segments
Revenue...................................
Operating income or loss.........
Identifiable assets.....................
Depreciation expense ..............
Capital expenditures.................
Goodwill....................................

474
341
374
398
368
268

478
335
383
400
377
245

420
328
381
392
352
200

406
304
366
374
337
174

Geographic area
Revenue...................................
Operating income or loss.........
Identifiable assets.....................
Depreciation expense ..............
Capital expenditures.................
Goodwill....................................
Export sales.................................
Sales to major customers............

309
42
70
37
36
17
27
142

292
43
58
29
33
9
28
144

306
41
73
37
32
11
28
137

321
65
96
49
46
18
33
136

1.24

ANHEUSER-BUSCH COMPANIES, INC. (DEC)

1.21

SFAS No. 131 requires that a public business enterprise report a measure of segment profit or loss, certain
specific revenue and expense items, and segment assets. It
requires reconciliations of total segment revenues, total segment profit or loss, total segment assets, and other amounts
disclosed for segments to corresponding amounts in the enterprise’s general-purpose financial statements. It requires
that all public business enterprises report information about
the revenues derived from the enterprise’s products or services (or groups of similar products and services), about the
countries in which the enterprise earns revenues and holds
assets, and about major customers regardless of whether
that information is used in making operating decisions. However, this Statement does not require an enterprise to report
information that is not prepared for internal use if reporting it
would be impracticable. In addition to SFAS No. 131, SFAS
No. 142, Goodwill and Other Intangible Assets, requires that
entities which report segment information shall provide information about the changes in the carrying amount of goodwill
during the period for each reportable segment.

1.22 Table 1-3 shows the type of segment information most
frequently presented as an integral part of the financial statements of the survey companies. Examples of segment information disclosures follow.

ATT-SEC 1.20

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
13. Business Segments
The company categorizes its operations into four business
segments: U.S. beer, international beer, packaging and entertainment. The U.S. beer segment consists of the company’s
U.S. beer manufacturing and import operations; companyowned beer wholesale operations; vertically integrated rice,
barley and hops operations; and a short-haul transportation
business. The international beer segment consists of the
company’s overseas beer production and marketing operations, which include company-owned operations in China
and the United Kingdom, administration of contract and license brewing arrangements and equity investments. Principal foreign markets for sale of the company’s products are
China, the United Kingdom, Canada, Mexico and Ireland. The
company attributes foreign sales based on the location of
the distributor purchasing the product. The packaging segment is composed of the company’s aluminum beverage can
and lid manufacturing, aluminum recycling, label printing and
glass manufacturing operations. Cans and lids are produced
for both the company’s U.S. beer operations and external
customers in the U.S. soft drink industry. The entertainment
segment consists of the company’s SeaWorld, Busch Gardens and other adventure park operations.
Following is Anheuser-Busch business segment information for 2007, 2006 and 2005 (in millions). Intersegment sales
are fully eliminated in consolidation. No single customer accounted for more than 10% of sales. General corporate
expenses, including net interest expense and stock
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compensation expense, are not allocated to the operating segments. In 2007, the company changed management
reporting responsibility for certain administrative and technology support costs from Corporate to the U.S. beer segment. 2006 and 2005 segment results have been updated to
conform to this reporting convention. Corporate results for
2005 have been recast for the retrospective adoption of FAS
123R, which had no impact on the company’s four operating
segments.

2007
Income statement information
Gross sales
Net sales—intersegment
Net sales—external
Depreciation and amortization
Income before income taxes
Equity income, net of tax
Net income
Balance sheet information
Total assets
Equity method investments
Goodwill
Foreign-located fixed assets
Capital expenditures
2006
Income statement information
Gross sales
Net sales—intersegment
Net sales—external
Depreciation and amortization
Income before income taxes
Equity income, net of tax
Net income
Balance sheet information
Total assets
Equity method investments
Goodwill
Foreign-located fixed assets
Capital expenditures
2005
Income statement information
Gross sales
Net sales—intersegment
Net sales—external
Depreciation and amortization
Income before income taxes
Equity income, net of tax
Net income
Balance sheet information
Total assets
Equity method investments
Goodwill
Foreign-located fixed assets
Capital expenditures
(1)

U.S. Beer

International
Beer

Packaging

Entertainment

Corporate &
Eliminations(1)

Consolidated

$14,158.7
3.2
12,106.1
749.0
2,784.0
2.3
1,728.4

$1,351.7
0.6
1,097.5
49.8
93.3
660.1
717.9

$2,632.8
931.9
1,700.9
68.9
175.8
—
109.0

$1,272.7
—
1,272.7
103.0
262.7
—
162.9

$ (427.2)
(935.7)
508.5
25.5
(893.1)
—
(602.9)

$18,988.7
—
16,685.7
996.2
2,422.7
662.4
2,115.3

8,142.0
93.9
21.2
4.5
554.4

5,880.8
3,925.6
1,343.3
544.4
59.2

772.6
—
21.9
—
72.4

1,548.3
—
288.3
—
169.4

811.3
—
—
—
14.6

17,155.0
4,019.5
1,674.7
548.9
870.0

$13,394.2
2.8
11,388.2
715.1
2,709.2
3.4
1,683.1

$1,235.6
—
998.2
51.2
76.7
585.4
633.0

$2,562.3
896.4
1,665.9
76.9
145.0
—
89.9

$1,178.5
—
1,178.5
99.0
232.8
—
144.3

$ (412.8)
(899.2)
486.3
46.5
(886.8)
—
(585.1)

$17,957.8
—
15,717.1
988.7
2,276.9
588.8
1,965.2

7,988.3
67.8
21.2
4.2
516.7

5,350.6
3,604.6
1,283.0
517.7
36.9

781.5
—
21.9
—
55.9

1,479.1
—
288.3
—
157.6

777.7
—
—
—
45.4

16,377.2
3,672.4
1,614.4
521.9
812.5

$13,067.6
2.7
11,079.8
706.6
2,630.7
—
1,631.0

$1,165.5
—
932.8
52.1
86.5
498.1
551.7

$2,383.6
871.1
1,512.5
83.3
141.5
—
87.7

$1,084.8
—
1,084.8
93.9
205.9
—
127.7

$ (448.0)
(873.8)
425.8
43.1
(1,007.2)
—
(653.7)

$17,253.5
—
15,035.7
979.0
2,057.4
498.1
1,744.4

8,019.0
—
21.2
3.7
851.7

5,049.2
3,373.1
1,261.1
510.3
72.8

764.4
—
21.9
—
55.0

1,400.8
—
288.3
—
104.2

1,321.6
—
—
—
53.0

16,555.0
3,373.1
1,592.5
514.0
1,136.7

Corporate assets principally include cash, marketable securities, deferred charges and certain fixed assets. Eliminations impact only gross
and intersegment sales. External net sales reflect the reporting of pass-through beer delivery costs reimbursed by independent wholesalers
of $423.5 million, $370.9 million and $340.1 million in 2007, 2006 and 2005, respectively.
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DEERE & COMPANY (OCT)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
17 (In Part): Goodwill and Other Intangible Assets—Net
The amounts of goodwill by operating segment were as follows in millions of dollars:

Agricultural equipment
Commercial and consumer equipment
Construction and forestry
Goodwill

2007
$ 174
448
612
$1,234

2006
$ 180
357
573
$1,110

The goodwill in the agricultural equipment segment decreased by approximately $23 million in 2007 due to an adjustment of the goodwill related to a 2006 acquisition and the
recognition of identifiable intangible assets from the acquisition. The goodwill in the commercial and consumer equipment segment increased by $92 million in 2007 due to an
acquisition. The remaining changes in goodwill were primarily due to fluctuations in foreign currency exchange rates.
28. Segment and Geographic Area Data for the Years Ended
October 31, 2007, 2006 and 2005
The company’s operations are organized and reported in four
major business segments described as follows:
The agricultural equipment segment manufactures and
distributes a full line of farm equipment and related service
parts—including tractors; combine, cotton and sugarcane
harvesters; tillage, seeding and soil preparation machinery;
sprayers; hay and forage equipment; integrated agricultural
management systems technology; and precision agricultural
irrigation equipment.
The commercial and consumer equipment segment manufactures and distributes equipment, products and service
parts for commercial and residential uses—including tractors for lawn, garden, commercial and utility purposes; mowing equipment, including walk-behind mowers; golf course
equipment; utility vehicles; landscape and nursery products;
irrigation equipment; and other outdoor power products.
The construction and forestry segment manufactures, distributes to dealers and sells at retail a broad range of machines and service parts used in construction, earthmoving,
material handling and timber harvesting—including backhoe loaders; crawler dozers and loaders; four-wheel-drive
loaders; excavators; motor graders; articulated dump trucks;
landscape loaders; skid-steer loaders; and log skidders, feller
bunchers, log loaders, log forwarders, log harvesters and related attachments.
The products and services produced by the segments
above are marketed primarily through independent retail
dealer networks and major retail outlets.
The credit segment primarily finances sales and leases by
John Deere dealers of new and used agricultural, commercial and consumer, and construction and forestry equipment.
In addition, it provides wholesale financing to dealers of the
foregoing equipment, provides operating loans, finances retail revolving charge accounts, offers certain crop risk mitigation products and invests in wind energy generation.

ATT-SEC 1.25

The company’s tractors and implements segment and the
harvesting equipment segment have been aggregated in the
agricultural equipment segment described above since they
have similar economic characteristics as well as similar products and services, production processes, types of customers
and methods used for distribution of their products.
Certain operations do not meet the materiality threshold of
FASB Statement No. 131, Disclosures about Segments of an
Enterprise and Related Information, and have been grouped
together as “Other.” Due to the sale of the health care operations in 2006 (see Note 2), the health care operations
were reclassified from “Other” to discontinued operations for
all years presented. Applicable segment information as follows has been revised for this reclassification. The remaining
“Other” information consists of certain miscellaneous service
operations that do not meet the materiality threshold.
Because of integrated manufacturing operations and common administrative and marketing support, a substantial
number of allocations must be made to determine operating segment and geographic area data. Intersegment sales
and revenues represent sales of components and finance
charges, which are generally based on market prices.
Information relating to operations by operating segment in
millions of dollars follows. In addition to the following unaffiliated sales and revenues by segment, intersegment sales
and revenues in 2007, 2006 and 2005 were as follows: agricultural equipment net sales of $104million, $138 million and
$105 million, construction and forestry net sales of $9 million, $10 million and $13 million, and credit revenues of $276
million, $216 million and $237 million, respectively.
Operating Segments
Net sales and revenues
Unaffiliated customers:
Agricultural equipment net
sales
Commercial and consumer
equipment net sales
Construction and forestry net
sales
Total net sales
Credit revenues
Other revenues*
Total

2007

2006

2005

$12,121

$10,232

$10,567

4,333

3,877

3,605

5,035
21,489
2,094
499
$24,082

5,775
19,884
1,819
445
$22,148

5,229
19,401
1,450
340
$21,191

* Other revenues are primarily the Equipment Operations’ revenues
for finance and interest income, and other income as disclosed in
Note 30, net of certain intercompany eliminations.
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Operating Segments
Operating profit
Agricultural equipment
Commercial and consumer equipment
Construction and forestry
Credit*
Other
Total operating profit
Interest income
Investment income
Interest expense
Foreign exchange gain (loss) from
equipment operations financing
activities
Corporate expenses—net
Income taxes
Total
Income from continuing operations
Income from discontinued operations
Net income

2007

2006

2005

$ 1,443
304
571
548
5
2,871
103
75
(181)

$ 882
221
802
520
1
2,426
75
83
(193)

$ 970
183
689
491

3
(166)
(883)
(1,049)
1,822

12
(208)
(742)
(973)
1,453)
241
$1,694

(7)
(130)
(699)
(919)
1,414
33
$1,447

$ 1,822

2,333
103
25
(211)

* Operating profit of the credit business segment includes the effect
of its interest expense and foreign exchange gains or losses.

Operating Segments
Interest income*
Agricultural equipment
Commercial and consumer
equipment
Construction and forestry
Credit**
Corporate
Intercompany**
Total

2007
$

2006

10

$

6
4
1,758
103
(293)
$1,588

7

6
4
1,570
75
(295)
$1,367

2005
$

6

5
4
1,241
103
(281)
$1,078

* Does not include finance rental income for equipment on operating
leases.
** Includes interest income from Equipment Operations for financing
trade receivables.

Operating Segments
Interest expense
Agricultural equipment*
Commercial and consumer equipment*
Construction and forestry*
Credit
Corporate
Intercompany*
Total

2007

2006

2005

$ 152
56
39
1,017
181
(294)
$1,151

$ 142
57
44
876
193
(295)
$1,017

$ 138
52
34
607
211
(281)
$ 761

Operating Segments
Equity in income (loss) of
unconsolidated affiliates
Agricultural equipment
Commercial and consumer equipment
Construction and forestry
Credit
Total

2007

2006

2005

$12
1
16

$10
1
10

$29

$21

$8
(1)
(2)
1
$6

Operating Segments
Identifiable operating assets
Agricultural equipment
Commercial and consumer equipment
Construction and forestry
Credit
Other
Corporate*
Discontinued operations
Total

2007

2006

2005

$ 4,227
1,689
2,334
23,518
193
6,615

$ 3,342
1,383
2,386
21,316
157
6,136

$38,576

$34,720

$ 3,383
1,460
2,078
19,057
17
7,291
351
$33,637

* Corporate assets are primarily the Equipment Operations’ retirement benefits, deferred income tax assets, marketable securities
and cash and cash equivalents as disclosed in Note 30, net of
certain intercompany eliminations.

Operating Segments
Capital additions
Agricultural equipment
Commercial and consumer equipment
Construction and forestry
Credit
Discontinued operations
Total
Operating Segments
Investment in unconsolidated affiliates
Agricultural equipment
Commercial and consumer equipment
Construction and forestry
Credit
Total

2007

2006

2005

$ 386
85
118
475

$354
43
92
292

$1,064

$781

$333
67
77
46
1
$524

2007

2006

2005

$ 36
5
104
5
$150

$ 31
4
84
5
$124

$ 20
3
80
4
$107

The company views and has historically disclosed its operations as consisting of two geographic areas, the U.S. and
Canada, and outside the U.S. and Canada, shown below in
millions of dollars. No individual foreign country’s net sales
and revenues were material for disclosure purposes.

* Includes interest compensation to credit operations for financing
trade receivables.

Operating Segments
Depreciation* and amortization expense
Agricultural equipment
Commercial and consumer equipment
Construction and forestry
Credit
Discontinued operations
Total

2007

2006

2005

$274
80
75
315

$255
82
70
284

$744

$691

$236
75
66
250
9
$636

* Includes depreciation for equipment on operating leases.
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Geographic Areas
Net sales and revenues
Unaffiliated customers:
U.S. and Canada:
Equipment operations net sales
(89%)*
Financial services revenues (83%)*
Total
Outside U.S. and Canada:
Equipment operations net sales
Financial services revenues
Total
Other revenues
Total

2007

2006

2005

$13,829
1,925
15,754

$13,851
1,655
15,506

$13,511
1,251
14,762

7,660
234
7,894
434
$24,082

6,033
216
6,249
393
$22,148

5,890
200
6,090
339
$21,191

* The percentages indicate the approximate proportion of each
amount that relates to the U.S. only and are based upon a threeyear average for 2007, 2006 and 2005.

Geographic Areas
Operating profit
U.S. and Canada:
Equipment operations
Financial services
Total
Outside U.S. and Canada:
Equipment operations
Financial services
Total
Total
Property and equipment
U.S.
Germany
Other countries
Total

2007

2006

2005

$1,539
486
2,025

$1,445
470
1,915

$1,298
431
1,729

779
67
846
$2,871

460
51
511
$2,426

544
60
604
$2,333

$2,283
381
870
$3,534

$1,730
320
714
$2,764

$1,413
284
647
$2,344

1.26

THE FAIRCHILD CORPORATION (SEP)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
2 (In Part): Goodwill and Intangible Assets
Changes in the carrying amount of goodwill by segment were
as follows:

(In thousands)
PoloExpress
Aerospace
Total

ATT-SEC 1.26

September 30, 2005
$ 3,140
10,821
$13,961

Translation
Adjustment
$167
—
$167

September 30, 2006
$ 3,307
10,821
$14,128

Error
Correction
$(728)
—
$(728)

Translation
Adjustment
$321
—
$321

September 30, 2007
$ 2,900
10,821
$13,721
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14. Business Segment Information
Our business consists of three segments: PoloExpress; Hein
Gericke; and Aerospace. Our PoloExpress and Hein Gericke
segments are engaged in the design and retail sale of protective clothing, helmets and technical accessories for motorcyclists in Europe, and our Hein Gericke segment is also
engaged in the design, licensing, and distribution of apparel
in the United States. Our Aerospace segment stocks and distributes a wide variety of aircraft parts to commercial airlines
and air cargo carriers, fixed-base operators, corporate aircraft operators and other aerospace companies worldwide.
In fiscal 2006, we operated a Real Estate segment, which
owned and leased a shopping center located in Farmingdale, New York, and owned and rented two improved parcels
located in Southern California. During fiscal 2006, we sold
the shopping center and reclassified the remaining portions
of our Real Estate segment into our corporate and other
segment.

(In thousands)
2007
Revenues
Operating income (loss)
Interest income
Interest expense
Income tax (provision) benefit
Capital expenditures
Depreciation and amortization
Identifiable assets at Sept. 30
2006
Revenues
Operating income (loss)
Interest income
Interest expense
Income tax (provision) benefit
Capital expenditures
Depreciation and amortization
Identifiable assets at Sept. 30
2005
Revenues
Operating income (loss)
Interest income
Interest expense
Income tax (provision) benefit
Capital expenditures
Depreciation and amortization
Identifiable assets at Sept. 30

AICPA Accounting Trends & Techniques

Corporate and
Other

PoloExpress

Hein Gericke

Aerospace

$140,611
12,131
520
(1,431)
6,702
7,967
2,303
96,208

$128,335
(25,926)
87
(4,379)
(33)
3,067
5,042
95,897

$86,062
6,519
—
(1,394)
(5)
588
472
49,093

$

$355,958
(40,546)
2,830
(14,278)
6,768
11,729
9,006
357,354

$112,786
11,796
927
(2,161)
1,845
1,417
1,478
75,657

$116,255
(22,084)
95
(2,586)
(3,685)
5,233
4,399
89,421

$79,600
5,968
2
(1,444)
(11)
332
403
47,331

$

$309,591
(26,929)
2,997
(11,498)
(2,176)
7,777
7,523
415,129

$111,161
9,895
—
(1,758)
(1,733)
985
1,395
65,405

$145,933
(15,295)
98
(3,632)
(49)
8,434
5,006
91,624

$84,493
6,093
—
(1,329)
(26)
550
375
42,848

$

$342,243
(28,305)
1,716
(13,143)
1,048
11,668
7,873
448,639

950
(33,270)
2,223
(7,074)
104
107
1,189
116,156
950
(22,609)
1,973
(5,307)
(325)
795
1,243
202,720
656
(28,998)
1,618
(6,424)
2,856
1,699
1,097
248,762

Total
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15. Foreign Operations and Export Sales
Our operations are located primarily in the United States and
Europe. All rental revenue is generated in the United States.
Inter-area sales are not significant to the total sales of any
geographic area. Sales by geographic area are attributed by
country of domicile of our subsidiaries. Our financial data by
geographic area is as follows:
(In thousands)
2007
Revenues by geographic area
Operating loss by geographic area
Loss from continuing operations before taxes
Identifiable assets by geographic area at September 30
Long-lived assets by geographic area at September 30
2006
Revenues by geographic area
Operating loss by geographic area
Loss from continuing operations before taxes
Identifiable assets by geographic area at September 30
Long-lived assets by geographic area at September 30
2005
Revenues by geographic area
Operating loss by geographic area
Loss from continuing operations before taxes
Identifiable assets by geographic area at September 30 (a)
Long-lived assets by geographic area at September 30 (b)
(a)
(b)

United States

Europe

Other

Total

$ 91,753
(24,913)
(34,417)
47,946
50,876

$264,205
(15,469)
(11,670)
306,163
47,882

$

—
(164)
(164)
3,245
3,245

$355,958
(40,546)
(45,935)
357,354
102,003

$ 91,341
(17,920)
(18,497)
159,910
115,956

$218,250
(8,996)
(13,161)
251,974
50,059

$

—
(13)
(13)
3,245
3,245

$309,591
(26,929)
(31,671)
415,129
169,260

$114,516
(20,680)
(13,578)
214,683
203,264

$227,727
(7,615)
(14,092)
230,711
49,775

$

—
(10)
(200)
3,245
3,245

$342,243
(28,305)
(27,870)
448,639
256,284

Identifiable assets related to discontinued operations in the United States were $80,882 at September 30, 2005.
Long-lived assets related to discontinued operations in the United States were $79,373 at September 30, 2005.

Export sales are defined as sales by our continuing operations located in the United States to customers in foreign
regions. Export sales were as follows:

(In thousands)
2007
2006
2005

ATT-SEC 1.26

Europe
$11,855
10,431
10,304

Canada
$4,690
4,052
4,594

Japan
$12,413
12,600
8,426

Asia-Pacific
(Without Japan)
$4,782
4,496
4,902

South
America
$4,306
3,394
3,127

Other
$5,667
5,234
4,950

Total
$43,713
40,207
36,303
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1.27

LEGGETT & PLATT, INCORPORATED (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
C (In Part): Impairment Charges
As a result of the interim goodwill impairment review performed in the fourth quarter 2007 and the requirement to
record the businesses held for sale at fair value less cost to
sell, the Company incurred a number of impairment charges.
The pre-tax impact of these charges on continuing and discontinued operations is summarized in the following table.
Asset impairments associated with continuing operations are
reported on the Statements of Operations in “Impairment of
goodwill” and “Other expense, net.” Charges associated with
discontinued operations are reported on the Statements of
Operations in “Earnings (loss) from discontinued operations,
net of tax.”
2007
Other Long-Lived
Asset Impairments

Total
Impairments

2006
Other Long-Lived
Asset Impairments

2005
Other Long-Lived
Asset Impairments

—
—

$ 5.2
1.8

$ 5.2
1.8

$ —
3.5

$ —
12.0

142.6
—
—

3.4
.9
—

146.0
.9
—

.2
—
.5

1.9
3.3
1.1

$142.6

$11.3

$153.9

$4.2

$18.3

$ 2.9
—
83.3

$10.1
—
6.1

$13.0
—
89.4

$ .1
—
—

$ 4.6
.3
1.1

10.3

10.0

20.3

—

—

3.9

6.6

10.5

—

—

$100.4
$243.0

$32.8
$44.1

$133.2
$287.1

$ .1
$4.3

$ 6.0
$24.3

Goodwill
Impairment
Impairment charges recognized in
continuing operations
Residential Furnishings:
Coated Fabrics Unit
Other units
Commercial Fixturing & Components:
Fixture & Display Group
Industrial Materials
Specialized Products
Total impairment charges recognized in
continuing operations
Impairment charges recognized in
discontinued operations
Residential Furnishings:
Wood Products Unit
Prime Foam Products Unit
Aluminum Products Segment
Specialized Products:
Dealer portion of the Commercial Vehicle
Products Unit
An automotive seating components
operation
Total impairment charges recognized in
discontinued operations
Total impairment charges

$

Other long-lived asset impairments are primarily related to
property, plant and equipment.
Of the total impairment charges for the year ended December 31, 2007, $276.7 were associated with the 2007 Strategic Plan. The impairment charges in 2006 and 2005 were
incurred primarily in conjunction with the 2005 Closure and
Consolidation Initiative.

AICPA Accounting Trends & Techniques

D (In Part): Restructuring
2007 Strategic Plan
As discussed in Note B, in November 2007, the Company
adopted a new strategic plan which includes the exit of certain businesses. The Company anticipates that the exit activities will be complete by the end of 2008.
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The following table contains information, by segment, regarding the amount of each major type of restructuringrelated cost incurred in connection with the exit activities.

Continuing operations:
Residential
furnishings
Commercial fixturing
& components
Total continuing
operations(1)
Discontinued
operations:
Residential
furnishings
Specialized products
Total discontinued
operations(2)
Total(3)

Restructuring
Charges

Inventory
Obsolescence
and Other

Total
Amount
Incurred in
2007

$—

$2.3

$ 2.3

2.8

1.7

4.5

2.8

4.0

6.8

—
.5

3.4
—

3.4
.5

.5

3.4

3.9

$3.3

$7.4

$10.7

(1)

Restructuring charges associated with continuing operations are
reported on the Statements of Operations in “Other expense, net.”
Inventory obsolescence associated with continuing operations
are reported in “Cost of Goods Sold.” Restructuring charges of
$2.8 are comprised of $.8 employee termination costs and $2.0
contract termination costs.
(2) Charges associated with discontinued operations are reported on
the Statements of Operations in “Earnings (loss) from discontinued operations.” Restructuring charges of $.5 are comprised of
$.1 employee termination costs and $.4 other exit costs, primarily
plant closure and asset relocation.
(3) The restructuring charges of $3.3 were cash charges.

E (In Part): Goodwill and Other Intangible Assets
The changes in the carrying amount of goodwill are as
follows:

Balance as of January 1, 2006*
Additions for current year acquisitions
Adjustments to and additional consideration for prior
year acquisitions
Goodwill written off related to sale of facilities
Foreign currency translation adjustment/other
Balance as of December 31, 2006
Additions for current year acquisitions
Adjustments to and additional consideration for prior
year acquisitions
Impairment charge
Reclass to non-current assets held for sale
Goodwill written off related to sale of facilities
Foreign currency translation adjustment/other
Balance as of December 31, 2007

Residential
Furnishings
$373.3
38.0

Commercial
Fixturing &
Components
$ 340.9
—

Aluminum
Products
$ 83.3
—

Industrial
Materials
$42.8
—

Specialized
Products
$262.2
.4

Total
$1,102.5
38.4

.3
(1.0)
6.5
417.1
—

(1.6)
—
.8
340.1
2.3

—
—
—
83.3
—

—
(.2)
.4
43.0
26.0

(4.9)
(.2)
8.3
265.8
9.2

(6.2)
(1.4)
16.0
1,149.3
37.5

1.4
(2.9)
(10.3)
(17.2)
13.3
$401.4

—
(142.6)
(23.3)
—
9.3
$ 185.8

—
(83.3)
—
—
—
$ —

—
—
—
—
0.2
$69.2

—
(14.2)
—
—
14.1
$274.9

1.4
(243.0)
(33.6)
(17.2)
36.9
$ 931.3

* The January 1, 2006 balance was retrospectively adjusted for an organizational change effective April 1, 2007, that moved $12.6 from
Commercial Fixturing & Components to Industrial Materials.
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In 2007, the Company recorded total goodwill impairment
charges of $243.0 related to the Bedding, Fixtures & Display,
Aluminum, Automotive, and Commercial Vehicle Products reporting units as outlined in Note C.
O. Segment Information
Reportable segments are primarily based upon the Company’s management organizational structure. This structure
is generally focused on broad end-user markets for the Company’s diversified products. Residential Furnishings derives
its revenues from components for bedding, furniture and
other furnishings, as well as related consumer products.
Commercial Fixturing & Components derives its revenues
from retail store fixtures, displays and components for office
and institutional furnishings. Industrial Materials derives its
revenues from drawn steel wire, specialty wire products and
welded steel tubing sold to trade customers as well as other
Leggett segments. Specialized Products derives its revenues
from automotive seating components, specialized machinery
and equipment, and van interiors.
The accounting principles used in the preparation of the
segment information are the same as used for the consolidated financial statements, except that the segment assets
and income reflect the FIFO basis of accounting for inventory. Certain inventories are accounted for using the LIFO
basis in the consolidated financial statements. The Company evaluates performance based on earnings from operations before interest and income taxes (EBIT). Intersegment
sales are made primarily at prices that approximate marketbased selling prices. Centrally incurred costs are allocated
to the segments based on estimates of services used by
the segment. Certain general and administrative costs and
miscellaneous corporate income and expense of the Company are allocated to the segments based on sales and EBIT.
Except for assets held for sale, asset information for the segments includes only inventory, trade receivables, net property, plant and equipment and unamortized purchased intangibles. These segment assets are reflected in the segment
information at their estimated average for the year. Acquired
companies’ long-lived assets as disclosed include property,
plant and equipment, goodwill and other intangibles, and
long-term assets. Centrally incurred costs, allocated general and administrative costs and miscellaneous corporate
income and expense include depreciation and other costs
and income related to assets that are not allocated or otherwise included in the segment assets.
A summary of segment results for the years ended December 31, 2007, 2006 and 2005 are shown in the following
tables. Amounts for 2005 and 2006 have been retrospectively
adjusted (i) to reflect discontinued operations as discussed
in Note B, and (ii) an organizational change, effective June 1,
2007, that moved a few small formed wire operations from
Commercial Fixturing & Components to Industrial Materials.
The impact of the organizational change on reported results for the year ended December 31, 2006 was to move
$15.6 of external sales and $(6.2) of EBIT from the Commercial Fixturing & Components segment to the Industrial Materials segment. In addition, for the year ended December 31,
2006, intersegment sales for Commercial Fixturing & Components increased $3.6, resulting in a net reduction in total
Commercial Fixturing & Components sales of $12.0. Also,
intersegment sales for Industrial Materials increased $17.1,
resulting in a net increase of $32.7 in total Industrial Materials
sales.

AICPA Accounting Trends & Techniques
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The impact of the organizational change on reported results for the year ended December 31, 2005 was to move
$27.3 of external sales and $.1 of EBIT from the Commercial
Fixturing & Components segment to the Industrial Materials segment. In addition, for the year ended December 31,
2005, intersegment sales for Commercial Fixturing & Components increased $3.7, resulting in a net reduction in total
Commercial Fixturing & Components sales of $23.6. Also,
intersegment sales for Industrial Materials increased $14.6,
resulting in a net increase of $41.9 in total Industrial Materials
sales.
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Summarized financial information concerning the Company’s reportable segments is shown in the following tables:

2007
Residential Furnishings
Commercial Fixturing & Components
Industrial Materials
Specialized Products
Intersegment eliminations
Adjustment to LIFO method
2006
Residential Furnishings
Commercial Fixturing & Components
Industrial Materials
Specialized Products
Intersegment eliminations
Adjustment to LIFO method
2005
Residential Furnishings
Commercial Fixturing & Components
Industrial Materials
Specialized Products
Intersegment eliminations
Adjustment to LIFO method

External Sales

Total Sales

$2,294.8
819.8
523.1
668.7

$ 15.6
17.6
252.6
46.3

$2,310.4
837.4
775.7
715.0

$4,306.4

$332.1

$4,638.5

$2,402.4
850.5
504.4
575.7

$ 22.1
10.4
279.1
45.0

$2,424.5
860.9
783.5
620.7

$4,333.0

$356.6

$4,689.6

$2,275.1
870.3
560.7
551.4

$ 22.9
15.3
325.0
58.7

$2,298.0
885.6
885.7
610.1

$4,257.5

$421.9

$4,679.4

$157.9
34.0
103.3
31.2
(5.5)
23.9
$344.8

Additions to
Property, Plant
and Equipment

Acquired
Companies’
Long-Lived Assets

Depreciation and
Amortization

$ 59.5
14.7
10.0
28.8
26.8
9.0

$ 2.4
29.3
63.8
41.7
—
—

$ 63.4
18.4
17.1
32.9
38.5
13.1

$148.8

$137.2

$183.4

$ 34.3
20.8
2.7
34.5
54.0
20.0

$ 96.5
—
—
—
—
—

$ 62.0
18.3
15.8
28.1
39.2
12.0

$166.3

$ 96.5

$175.4

Assets
2007
Residential Furnishings
Commercial Fixturing & Components
Industrial Materials
Specialized Products
Assets held for sale
Unallocated assets
Adjustment to year-end vs. average assets
2006
Residential Furnishings
Commercial Fixturing & Components
Industrial Materials
Specialized Products
Other*
Unallocated assets
Adjustment to year-end vs. average assets

EBIT From
Continuing
Operations

Inter-Segment
Sales

$1,493.6
703.8
376.4
676.7
554.5
410.5
(143.0)
$4,072.5
$1,442.9
729.9
343.7
621.4
794.6
275.4
57.4
$4,265.3

$160.9
(104.4)
54.6
64.6
0.7
1.1
$177.5
$229.4
59.7
55.3
43.4
1.8
(7.4)
$382.2

(continued)
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Assets
2005
Residential Furnishings
Commercial Fixturing & Components
Industrial Materials
Specialized Products
Other*
Unallocated assets
Adjustment to year-end vs. average assets

Additions to
Property, Plant
and Equipment

Acquired
Companies’
Long-Lived Assets

Depreciation and
Amortization

$ 57.6
10.7
15.7
22.8
46.9
10.5

$ 81.0
15.5
—
60.5
34.1
—

$ 66.7
16.4
15.7
24.7
37.1
10.5

$164.2

$191.1

$171.1

$1,343.4
739.4
376.4
576.5
694.2
238.7
103.8
$4,072.4

* Businesses sold or classified as held for sale during the year ended December 31, 2007.

Revenues from external customers, by product line, are as
follows:
2007
Residential Furnishings
Bedding components
Home furniture & consumer
products
Fabric, foam & fiber
Commercial Fixturing &
Components
Fixtures & displays
Office furniture components
Industrial Materials
Wire & wire products
Steel tubing
Specialized Products
Automotive products
Commercial vehicle products
Specialized machinery

2006

geographic information that follows is based on the area of
manufacture.

2005

$ 806.6

$ 813.6

$ 870.2

641.7
846.5
2,294.8

667.7
921.1
2,402.4

678.3
726.6
2,275.1

593.1
226.7
819.8

613.0
237.5
850.5

648.5
221.8
870.3

419.0
104.1
523.1

391.2
113.2
504.4

431.7
129.0
560.7

366.5
176.7
125.5
668.7
$4,306.4

332.6
118.3
124.8
575.7
$4,333.0

348.1
95.4
107.9
551.4
$4,257.5

External sales
United States
Canada
Europe
Mexico
China
Other
Long-lived assets
United States
Canada
Europe
Mexico
China
Other

2007

2006

2005

$3,201.1
337.4
402.0
79.8
224.0
62.1
$4,306.4

$3,320.6
373.3
353.7
75.3
157.3
52.8
$4,333.0

$3,277.3
391.8
373.9
80.7
94.6
39.2
$4,257.5

$1,516.4
233.6
251.8
94.8
92.3
49.2
$2,238.1

$1,727.3
226.5
225.8
92.1
51.3
48.2
$2,371.2

$1,694.9
238.8
207.2
84.8
46.3
37.9
$2,309.9

The Company’s operations outside of the United States
are principally in Canada, Europe, Mexico and China. The
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NATURAL BUSINESS YEAR
1.28 A natural business year is the period of 12 consecutive months which ends when the business activities of an
entity have reached the lowest point in their annual cycle.
In many instances, the natural business year of a company
ends December 31.
1.29 Table 1-4 summarizes, by the month in which a fiscal
year ends, the fiscal year endings of the survey companies.
For tabulation purposes, if a fiscal year ended in the first week
of a month, the fiscal year was considered to have ended in
the preceding month.

but not a controlling equity interest are carried on the equity basis. Investments in affiliates over which the Company
does not have significant influence are accounted for by the
cost method. In 2007, the Company changed the fiscal year
end from the last Sunday in December to December 31.
This change is effective commencing with the 2007 fiscal
year. These consolidated financial statements have been prepared in conformity with accounting principles generally accepted in the United States of America and include management’s estimates and assumptions that affect the recorded
amounts.

1.30

For 2007, 158 survey companies were on a 52–53
week fiscal year. During 2007, one survey company changed
the date of their fiscal year end. Examples of a fiscal year end
change and fiscal year definitions follow.

Definition of Fiscal Year
1.33

CIRCUIT CITY STORES, INC.
1.31
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

TABLE 1-4: MONTH OF FISCAL YEAR END
January..................................
February.................................
March.....................................
April........................................
May.........................................
June........................................
July.........................................
August....................................
September..............................
October..................................
November...............................
Subtotal.............................
December...............................

2007
28
8
17
9
19
40
9
14
43
17
13
217
383

2006
27
8
17
9
17
42
10
14
47
16
12
219
381

2005
30
8
17
8
18
41
13
12
49
17
12
225
375

2004
30
8
17
9
18
41
11
11
44
19
12
220
380

Total Companies..................

600

600

600

600

Change in Date of Fiscal Year End
1.32

TELEFLEX INCORPORATED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Consolidation
The consolidated financial statements include the accounts
of Teleflex Incorporated and its subsidiaries (the “Company”). Also, in accordance with FASB Interpretation (“FIN”)
No. 46(R), “Consolidation of Variable Interest Entities,” the
Company consolidates variable interest entities in which it
bears a majority of the risk of the potential losses or gains
from a majority of the expected returns. Intercompany transactions are eliminated in consolidation. Investments in affiliates over which the Company has significant influence

ATT-SEC 1.28

2 (In Part): Summary of Significant Accounting Policies
Fiscal Year
The company’s fiscal year begins on March 1 and ends on
February 28 or February 29.

1.34

THE L.S. STARRETT COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Significant Accounting Policies
Description of the Business and Principles of Consolidation
The Company is in the business of manufacturing industrial,
professional, and consumer measuring and cutting tools and
related products. The largest consumer of these products
is the metalworking industry, but others include automotive,
aviation, marine, farm, do-it-yourselfers, and tradesmen such
as builders, carpenters, plumbers, and electricians. The consolidated financial statements include the accounts of The
L. S. Starrett Company and its subsidiaries, all of which are
wholly-owned. All significant intercompany items have been
eliminated. The Company’s fiscal year ends on the last Saturday in June. Fiscal 2007 represents a 53 week year while fiscal 2006 and 2005 represent 52 week years. The fiscal years
of the Company’s major foreign subsidiaries end in May.
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1.35

SUPERVALU INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

ROUNDING OF AMOUNTS
1.39 Table 1-5 shows that most of the survey companies
state financial statement amounts in either thousands or millions of dollars.

Note 2 (In Part): Summary of Significant Accounting Policies
Fiscal Year
The Company’s fiscal year ends on the last Saturday in February. The Company’s first quarter consists of 16 weeks while
the second, third and fourth quarters each consist of 12
weeks for a total of 52 weeks. Because of differences in the
accounting calendars of New Albertsons and the Company,
the accompanying February 24, 2007 Consolidated Balance Sheet includes the assets and liabilities related to New
Albertsons as of February 22, 2007. The twelve week operating results for the period December 1, 2006 through February
22, 2007 of New Albertsons are included in the fourth quarter
results of the Company. The thirty-eight week operating results for the period June 2, 2006 through February 22, 2007 of
New Albertsons are included in the February 24, 2007 results
in the Consolidated Statements of Earnings.

1.40
TABLE 1-5: ROUNDING OF AMOUNTS
To nearest dollar....................
To nearest thousand dollars:
Omitting 000.......................
Presenting 000...................
To nearest million dollars.......
Total Companies..................

2007
9

2006
10

2005
12

2004
12

308
2
281

316
3
271

327
2
259

322
3
263

600

600

600

600

NOTES TO FINANCIAL STATEMENTS
COMPARATIVE FINANCIAL STATEMENTS
1.36 Rule 14a-3 requires that annual reports to stockholders should include comparative balance sheets, and statements of income and of cash flows for each of the 3 most
recent fiscal years. All of the survey companies are registered
with the SEC and conformed to the aforementioned requirements of Rule 14a-3.
1.37 In their annual reports, the survey companies usually
present an income statement as the first financial statement.
For 2007, 319 survey companies presented an income statement first followed by a balance sheet; 224 survey companies presented a balance sheet first followed by an income
statement; 18 survey companies presented an income statement first followed by a statement of cash flows; and 21
survey companies presented an income statement first combined with a statement of comprehensive income or followed
by a separate statement of comprehensive income.
1.38

The financial statements, with rare exception, were
presented on consecutive pages. Certain survey companies did not present their financial statements on consecutive pages but interspersed the Management’s Discussion
and Analysis of Financial Condition and Results of Operations among the financial statements by having comments
discussing the content of a financial statement follow the
presentation of a financial statement. Such interspersed material was not covered by an auditor’s report and was not presented in lieu of notes. For 2007, two survey companies did
not present their financial statements on consecutive pages.

AICPA Accounting Trends & Techniques

1.41

SEC Regulations S-X, Accounting Rules—Form and
Content of Financial Statements, and S-K, and Statement on
Auditing Standards (SAS) No. 32, Adequacy of Disclosure in
Financial Statements, state the need for adequate disclosure
in financial statements. Normally the financial statements
alone cannot present all information necessary for adequate
disclosure without considering appended notes which disclose information of the sort listed below:
Changes in accounting principles.
Retroactive adjustments.
Long-term lease agreements.
Assets subject to lien.
Preferred stock data.
Pension and retirement plans.
Restrictions on the availability of retained earnings for cash
dividend purposes.
Contingencies and commitments.
Depreciation and depletion policies.
Stock option or stock purchase plans.
Consolidation policies.
Computation of earnings per share.
Subsequent events.
Quarterly data.
Segment information.
Financial instruments.
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1.42

Table 1-6 summarizes the manner in which financial
statements refer to notes. Notes on specific topics are illustrated in this publication in the sections dealing with such
topics.

1.45 Table 1-7 shows the nature of information frequently
disclosed in summaries of accounting policies and the number of survey companies disclosing such information. Examples of summaries of accounting policies follow.

1.43

1.46

TABLE 1-6: NOTES TO FINANCIAL STATEMENTS

TABLE 1-7: DISCLOSURE OF ACCOUNTING POLICIES

General reference only..........
General and direct
references...........................
Direct reference only..............
Total Companies..................

2007
517

2006
512

2005
511

2004
514

82
1

87
1

88
1

86
—

600

600

600

600

DISCLOSURE OF ACCOUNTING
POLICIES
1.44

Accounting Principles Board (APB) Opinion No. 22,
Disclosure of Accounting Policies, requires that the significant accounting policies of an entity be presented as an integral part of the financial statements of the entity. APB Opinion No. 22 sets forth guidelines as to the content and format
of disclosures of accounting policies. APB Opinion No. 22
states that the preferable format is to present a Summary of
Significant Accounting Policies preceding notes to financial
statements or as the initial note. During 2007, 459 survey
companies presented the Summary of Significant Accounting Policies as either the first footnote or as a separate presentation following the last financial statement and preceding the footnotes. Of the remainder, most survey companies
presented the Summary of Significant Accounting Policies
as the second footnote following a footnote which described
the nature of operations.

Revenue recognition..............
Use of estimates....................
Property..................................
Consolidation policy...............
Cash equivalents...................
Amortization of intangibles....
Interperiod tax allocation .......
Impairment.............................
Depreciation methods............
Inventory pricing.....................
Financial instruments.............
Stock-based compensation...
Translation of foreign
currency..............................
Nature of operations..............
Earnings per share
calculation...........................
Advertising costs....................
Research and development
costs...................................
Employee benefits.................
Credit risk concentrations......
Fiscal years............................
Environmental costs..............
Capitalization of interest........

2007
587
582
570
561
551
548
534
517
513
506
502
493

Number of Companies
2006
2005
590
586
567
575
572
574
570
578
546
543
540
528
508
487
546
533
514
538
514
509
506
479
507
549

2004
586
570
565
572
553
515
477
526
547
514
496
554

445
376

428
286

440
323

436
295

351
293

368
288

376
283

370
273

228
217
213
165
145
102

224
185
211
168
144
92

207
168
188
168
137
85

217
149
184
166
134
85

1.47

AUTONATION, INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. Summary of Significant Accounting Policies
Organization and Business
AutoNation, Inc., through its subsidiaries, is the largest automotive retailer in the United States. As of December 31, 2007,
we owned and operated 322 new vehicle franchises from 244
stores located in major metropolitan markets, predominantly
in the Sunbelt region of the United States. We offer a diversified range of automotive products and services, including
new vehicles, used vehicles, vehicle maintenance and repair services, vehicle parts, extended service contracts, vehicle protection products, and other aftermarket products. We
also arrange financing for vehicle purchases through thirdparty finance sources. For convenience, the terms “AutoNation,” “Company,” and “we” are used to refer collectively to
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AutoNation, Inc. and its subsidiaries, unless otherwise required by the context.
Basis of Presentation
The accompanying Consolidated Financial Statements include the accounts of AutoNation, Inc. and its subsidiaries.
All of our automotive dealership subsidiaries are indirectly
wholly owned by the parent company, AutoNation, Inc. We
operate in a single industry segment, automotive retailing.
All significant intercompany accounts and transactions have
been eliminated in the consolidation.
The preparation of financial statements in conformity with
accounting principles generally accepted in the United States
requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenue and expenses during the reporting period. In preparing
these financial statements, management has made its best
estimates and judgments of certain amounts included in the
financial statements, giving due consideration to materiality.
We base our estimates and judgments on historical experience and other assumptions that we believe are reasonable.
However, application of these accounting policies involves
the exercise of judgment and use of assumptions as to future uncertainties and, as a result, actual results could differ materially from these estimates. We periodically evaluate
estimates and assumptions used in the preparation of the financial statements and make changes on a prospective basis
when adjustments are necessary. Significant estimates made
by AutoNation in the accompanying Consolidated Financial
Statements include allowances for doubtful accounts, accruals for chargebacks against revenue recognized from the
sale of finance and insurance products, certain assumptions
related to goodwill, intangible, and long-lived assets, accruals related to self-insurance programs, certain legal proceedings, estimated tax liabilities, estimated losses from disposals of discontinued operations, and certain assumptions
related to determining stock option compensation.
Certain reclassifications of amounts previously reported
have been made to the accompanying Consolidated Financial Statements in order to maintain consistency and comparability between periods presented. We reclassified certain
amounts within the Cash Provided by (Used In) Operating Activities section of our Consolidated Statements of Cash Flows
to separately present our deferred income tax provision.
Cash and Cash Equivalents
We consider all highly liquid investments with a maturity of
three months or less as of the date of purchase to be cash
equivalents unless the investments are legally or contractually restricted for more than three months.
Inventory
Inventory consists primarily of new and used vehicles held
for sale, valued at the lower of cost or market using the specific identification method. Cost includes acquisition, reconditioning, dealer installed accessories, and transportation expenses. Parts and accessories are valued at the lower of cost
(first-in, first-out) or market.

AICPA Accounting Trends & Techniques

37

Investments
Investments in marketable securities are included in Other
Assets in the accompanying Consolidated Balance Sheets
and relate to our self-insurance programs. Restricted investments, included in Other Assets, consist primarily
of marketable corporate and government debt securities.
Marketable securities include investments in debt and equity
securities and are primarily classified as available-for-sale.
Investments in debt securities include investment grade corporate bonds, government securities, and other instruments
with maturities ranging from 2008 to 2036. Marketable securities are stated at fair value with unrealized gains and
losses included in Accumulated Other Comprehensive Income (Loss) in our Consolidated Balance Sheets. Otherthan-temporary declines in investment values are recorded
as a component of Other Expenses (Income), Net in the Consolidated Income Statements. Fair value is estimated based
on quoted market prices.
Property and Equipment, Net
Property and equipment are recorded at cost less accumulated depreciation. Expenditures for major additions and
improvements are capitalized, while minor replacements,
maintenance, and repairs are charged to expense as incurred. When property is retired or otherwise disposed of,
the cost and accumulated depreciation are removed from
the accounts and any resulting gain or loss is reflected in
Other Expenses (Income), Net in the Consolidated Income
Statements.
Depreciation is provided over the estimated useful lives of
the assets involved using the straight-line method. Leasehold
improvements are amortized over the estimated useful life of
the asset or the respective lease term used in determining
lease classification, whichever is shorter. The estimated useful lives are: five to forty years for buildings and improvements
and three to ten years for furniture, fixtures, and equipment.
We continually evaluate property and equipment, including
leasehold improvements, to determine whether events and
circumstances have occurred that may warrant revision of the
estimated useful life or whether the remaining balance should
be evaluated for possible impairment. We use an estimate of
the related undiscounted cash flows over the remaining life of
the property and equipment in assessing whether an asset
has been impaired. We measure impairment losses based
upon the amount by which the carrying amount of the asset
exceeds the fair value. Fair values generally are estimated
using prices for similar assets and/or discounted cash flows.
Goodwill and Other Intangible Assets, Net
We account for acquisitions using the purchase method of
accounting. Goodwill consists of the cost of acquired businesses in excess of the fair value of the net assets acquired.
Additionally, other intangible assets are separately recognized if the benefit of the intangible asset is obtained through
contractual or other legal rights, or if the intangible asset can
be sold, transferred, licensed, rented, or exchanged, regardless of our intent to do so.
Our principal identifiable intangible assets are rights under franchise agreements with vehicle manufacturers. We
generally expect our franchise agreements to survive for the
foreseeable future and, when the agreements do not have
indefinite terms, anticipate routine renewals of the agreements without substantial cost. The contractual terms of our
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franchise agreements provide for various durations, ranging
from one year to no expiration date, and in certain cases,
manufacturers have undertaken to renew such franchises
upon expiration so long as the dealership is in compliance
with the terms of the agreement. However, in general, the
states in which we operate have automotive dealership franchise laws that provide that, notwithstanding the terms of
any franchise agreement, it is unlawful for a manufacturer to
terminate or not renew a franchise unless “good cause” exists. It is generally difficult for a manufacturer to terminate,
or not renew, a franchise under these franchise laws, which
were designed to protect dealers. In addition, in our experience and historically in the automotive retail industry, dealership franchise agreements are rarely involuntarily terminated
or not renewed by the manufacturer. Accordingly, we believe
that our franchise agreements will contribute to cash flows for
the foreseeable future and have indefinite lives. Other intangibles are amortized using a straight-line method over their
useful lives, generally ranging from three to sixteen years.
Goodwill and franchise rights assets are tested for impairment annually at June 30 or more frequently when events or
circumstances indicate that impairment may have occurred.
We completed impairment tests of goodwill and franchise
rights as of June 30, 2007, and June 30, 2006. The goodwill
test includes determining the fair value of our single reporting unit and comparing it to the carrying value of the net assets allocated to the reporting unit. No goodwill impairment
charges resulted from the required goodwill impairment tests.
The test for franchise rights assets requires the comparison
of estimated fair value to its carrying value by store. Fair
values of rights under franchise agreements are estimated
by discounting expected future cash flows of the store. We
recorded $2.2 million ($1.4 million, net of tax) of impairment
charges related to rights under a Jaguar store’s franchise
agreement to reduce the carrying value of that store’s franchise agreement to estimated fair value. The decline in the
fair value of rights under this store’s franchise agreement reflects the negative impact of historical performance of the
store since our acquisition of it, as well as our expectations
for the store’s future prospects. These factors resulted in a
reduction in forecasted cash flows and growth rates used
to estimate fair value. This non-cash impairment charge is
classified as Other Expenses (Income), Net in the accompanying Consolidated Income Statements for the year ended
December 31, 2007.
Other Assets
Other assets consist of various items, including, among other
items, service loaner and rental vehicle inventory, net, investments in marketable securities, the cash surrender value
of corporate-owned life insurance held in a Rabbi Trust for
deferred compensation participants, property held for sale,
notes receivable, restricted assets, and debt issuance costs.
Debt issuance costs are amortized to Other Interest Expense
in the accompanying Consolidated Income Statements using
the effective interest method through maturity.
We had property held for sale of $10.9 million at December 31, 2007, and $18.7 million at December 31, 2006.
Other Current Liabilities
Other current liabilities consist of various items payable
within one year including, among other items, accruals for
payroll and benefits, sales taxes, finance and insurance

ATT-SEC 1.47

chargeback liabilities, deferred revenue, accrued expenses,
and customer deposits. Other current liabilities also includes
other tax accruals, totaling $72.2 million at December 31,
2007, and $58.7 million at December 31, 2006. See Note 11,
Income Taxes, of the Notes to Consolidated Financial Statements for additional discussion of income taxes.
Employee Savings Plan
We offer a 401(k) plan to all of our employees and provide a
matching contribution to certain employees that participate.
The matching contribution expensed totaled $5.1 million in
2007, $5.3 million in 2006, and $5.8 million in 2005.
In 2005, we established a deferred compensation plan (the
“Plan”) to provide certain employees with the opportunity
to accumulate assets for retirement on a tax-deferred basis
commencing in 2006. Participants in the Plan are allowed to
defer a portion of their compensation and are 100% vested
in their respective deferrals and earnings. Participants may
choose from a variety of investment options, which determine
their earnings credits. We provide a matching contribution to
participants in the Plan and may also make discretionary contributions. The total contributions expensed totaled $2.6 million in 2007 and $2.5 million in 2006. Matching contributions
vest over two years from the effective date of the employer’s
matching contribution, and discretionary contributions vest
three years after the effective date of the discretionary contribution. Certain participants in the Plan are not eligible for
matching contributions to our 401(k) plan. The balances due
to participants in the Plan were $23.2 million as of December
31, 2007, and $10.2 million as of December 31, 2006, and
are included in Other Liabilities in the accompanying Consolidated Balance Sheets.
Stock Options
We have various stock option plans under which options
to purchase shares of common stock may be granted to
key employees and directors of AutoNation. Upon exercise,
shares of common stock are issued from our treasury stock.
Options granted under the plans are non-qualified and are
granted at a price equal to or above the closing market price
of the common stock on the trading day immediately prior
to the date of grant. Generally, options granted will have a
term of 10 years from the date of grant and will vest in increments of 25% per year over a four-year period on the yearly
anniversary of the grant date.
In December 2004, the Financial Accounting Standards
Board (“FASB”) issued Statement of Financial Accounting
Standards No. 123 (revised 2004), “Share-Based Payment”
(“SFAS No. 123R”). In March 2005, the SEC issued Staff Accounting Bulletin No. 107 regarding its interpretation of SFAS
No. 123R. The standard requires companies to expense the
grant-date fair value of stock options and other equity-based
compensation issued to employees and is effective for annual periods beginning after June 15, 2005. As of January 1,
2006, we adopted SFAS No. 123R and related interpretive
guidance issued by the FASB and the SEC using the modified
prospective transition method. Under the modified prospective transition method, SFAS No. 123R applies to new awards
and to awards modified, repurchased, or cancelled after the
required effective date. Additionally, compensation cost for
the portion of awards for which the requisite service has not
been rendered as of the required effective date is recognized
as the requisite service is rendered on or after the required
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effective date. Accordingly, our Consolidated Financial Statements for prior periods have not been restated to reflect the
adoption of SFAS No. 123R.
Prior to January 1, 2006, we applied Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to
Employees,” in accounting for stock-based employee compensation arrangements whereby compensation cost related
to stock options was generally not recognized in determining
net income and the pro forma impact of compensation cost
related to stock options was disclosed. Our pro forma net
income and pro forma earnings per share that would have
been reported if the fair value method had been applied to
all awards were as follows for 2005:

Net income, as reported
Pro forma stock-based compensation cost, net of
taxes
Pro forma net income

$

2005
496.5

$

(9.3)
487.2

Basic earnings per share, as reported
Pro forma stock-based compensation cost
Pro forma basic earnings per share
Diluted earnings per share, as reported
Pro forma stock-based compensation cost
Pro forma diluted earnings per share
Risk-free interest rate
Expected dividend yield
Expected term
Expected volatility

$
$
$
$
$
$

1.89
(.04)
1.85
1.85
(.03)
1.82
3.69–4.10%
—
5 years
33%

Derivative Financial Instruments
We recognize all derivative instruments on the balance sheet
at fair value. The related gains or losses on these transactions
are deferred in stockholders’ equity as a component of Accumulated Other Comprehensive Income (Loss). These deferred gains and losses are recognized in income or expense
in the period in which the related items being hedged are recognized in expense. However, to the extent that the change
in value of a derivative contract does not perfectly offset the
change in the value of the items being hedged, that ineffective
portion is immediately recognized in income. We recognize
gains or losses when the underlying transaction settles.
During 2006, we had $800.0 million of interest rate hedge
instruments (cash flow hedges) mature, consisting of $200.0
million in swaps, which effectively locked in a LIBOR-based
rate of 3.0%, and $600.0 million in collars that capped floating
rates to a maximum LIBOR-based rate no greater than 2.4%.
We held no derivative contracts as of December 31, 2007 and
2006.
At December 31, 2005, net unrealized losses, net of income taxes, related to hedges included in Accumulated
Other Comprehensive Income (Loss) were $2.1 million. The
income statement impact from interest rate hedges was additional income of $1.8 million in 2006 and $0.2 million in 2005.
At December 31, 2005, all of our derivative contracts were
determined to be highly effective, and no ineffective portion
was recognized in income.
Revenue Recognition
Revenue consists of the sales of new and used vehicles,
commissions from related finance and insurance (“F&I”)
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products, sales of parts and services, and sales of other products. We recognize revenue in the period in which products
are sold or services are provided. We recognize vehicle and
finance and insurance revenue when a sales contract has
been executed, the vehicle has been delivered, and payment
has been received or financing has been arranged. Rebates,
holdbacks, floorplan assistance, and certain other dealer
credits received directly from manufacturers are recorded as
a reduction of the cost of the vehicle and recognized into income upon the sale of the vehicle or when earned under a
specific manufacturer program, whichever is later. Revenue
on finance and insurance products represents commissions
earned by us for: (i) loans and leases placed with financial
institutions in connection with customer vehicle purchases
financed and (ii) vehicle protection products sold.
We sell and receive a commission, which is recognized
upon sale, on the following types of products: extended service contracts, maintenance programs, guaranteed auto protection (known as “GAP,” this protection covers the shortfall
between a customer’s loan balance and insurance payoff in
the event of a casualty), “tire and wheel” protection, and theft
protection products. The products we offer include products that are sold and administered by independent third
parties, including the vehicle manufacturers’ captive finance
subsidiaries. Pursuant to our arrangements with these thirdparty providers, we primarily sell the products on a straight
commission basis; however, we may sell the product, recognize commission, and participate in future profit pursuant
to retrospective commission arrangements, which are recognized as earned. Certain commissions earned from the
sales of finance, insurance, and other protection products are
subject to chargebacks should the contracts be terminated
prior to their expirations. An estimated liability for chargebacks against revenue recognized from sales of F&I products is recorded in the period in which the related revenue is
recognized. Our estimated liability for chargebacks is based
primarily on our historical chargeback experience, and is influenced by increases or decreases in early termination rates
resulting from cancellation of vehicle protection products, defaults, refinancings and payoffs before maturity, and other
factors. Chargeback liabilities were $62.5 million at December 31, 2007, and $70.1 million at December 31, 2006.
Insurance
Under our self-insurance programs, we retain various levels
of aggregate loss limits, per claim deductibles, and claimshandling expenses as part of our various insurance programs, including property and casualty, employee medical
benefits, automobile, and workers’ compensation. Costs in
excess of this retained risk per claim may be insured under
various contracts with third party insurance carriers. We review our claim and loss history on a periodic basis to assist
in assessing our future liability. The ultimate costs of these
retained insurance risks are estimated by management and
by third-party actuarial evaluation of historical claims experience, adjusted for current trends and changes in claimshandling procedures.
Advertising
We expense the cost of advertising as incurred or when such
advertising initially takes place, net of earned manufacturer
credits and other discounts. Manufacturer advertising credits
are earned in accordance with the respective manufacturers’
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programs, which is typically after we have incurred the corresponding advertising expenses. Advertising expense, net
of allowances, was $211.2 million in 2007, $215.8 million
in 2006, and $199.8 million in 2005. Advertising allowances
from manufacturers were $28.8 million in 2007, $32.6 million
in 2006, and $41.2 million in 2005.
Income Taxes
We file a consolidated federal income tax return. Deferred
income taxes have been provided for temporary differences
between the recognition of revenue and expenses for financial and income tax reporting purposes and between the tax
basis of assets and liabilities and their reported amounts in
the financial statements.
Earnings (Loss) per Share
Basic earnings (loss) per share is computed by dividing net
income (loss) by the weighted average number of common
shares outstanding during the year. Diluted earnings (loss)
per share is based on the combined weighted average number of common shares and common share equivalents outstanding, which include, where appropriate, the assumed exercise of dilutive options.
New Accounting Pronouncements
In December 2007, the FASB issued SFAS No. 141 (revised
2007), “Business Combinations” (“SFAS No. 141R”). SFAS
No. 141R is a revision to SFAS No. 141 and includes substantial changes to the acquisition method used to account for
business combinations (formerly the “purchase accounting”
method), including broadening the definition of a business, as
well as revisions to accounting methods for contingent consideration and other contingencies related to the acquired
business, accounting for transaction costs, and accounting
for adjustments to provisional amounts recorded in connection with acquisitions. SFAS No. 141R retains the fundamental requirement of SFAS No. 141 that the acquisition method
of accounting be used for all business combinations and for
an acquirer to be identified for each business combination.
SFAS No. 141R shall be applied prospectively to business
combinations for which the acquisition date is on or after the
beginning of the first annual reporting period beginning on
or after December 15, 2008. We are currently evaluating the
requirements of SFAS No. 141R.
In February 2007, the FASB issued SFAS No. 159, “The Fair
Value Option for Financial Assets and Financial Liabilities—
Including an Amendment of FASB Statement No. 115”
(“SFAS No. 159”). SFAS No. 159 permits entities to choose
to measure certain financial assets and liabilities at fair value.
Unrealized gains and losses, arising subsequent to adoption,
are reported in earnings. SFAS No. 159 is effective for fiscal
years beginning after November 15, 2007. We are currently
evaluating the impact of adopting SFAS No. 159, if elected,
on our Consolidated Financial Statements.
As of January 1, 2007, we adopted FASB Interpretation No.
48, “Accounting for Uncertainty in Income Taxes—an Interpretation of FASB Statement No. 109” (“FIN 48”). See Note
11, Income Taxes, of Notes to Consolidated Financial Statements for further discussion.
In September 2006, the FASB issued SFAS No. 157, “Fair
Value Measurements” (“SFAS No. 157”). SFAS No. 157 defines fair value and applies to other accounting pronounce-
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ments that require or permit fair value measurements and
expands disclosures about fair value measurements. SFAS
No. 157 is effective for fiscal years beginning after November 15, 2007, and interim periods within those fiscal years
for financial assets and liabilities, as well as for any other
assets and liabilities that are carried at fair value on a recurring basis in financial statements. The FASB has provided a
one year deferral for the implementation of SFAS No. 157
for non-financial assets and liabilities that are not required to
be measured at fair value on a recurring basis. We are currently evaluating the impact of adopting SFAS No. 157 on our
Consolidated Financial Statements.
In March 2006, the EITF reached a consensus on EITF Issue No. 06-3, “How Taxes Collected from Customers and
Remitted to Governmental Authorities Should Be Presented
in the Income Statement (That is, Gross versus Net Presentation)” (“EITF 06-3”), which allows companies to adopt a policy of presenting taxes in the income statement on either a
gross or net basis. Taxes within the scope of this EITF include
taxes that are imposed on a revenue transaction between a
seller and a customer, for example, sales taxes, use taxes,
value-added taxes, and some types of excise taxes. As of
January 1, 2007, we adopted EITF 06-3 for interim and annual reporting periods. EITF 06-3 did not impact the method
for recording and reporting these sales taxes in our Consolidated Financial Statements as our policy is to exclude all
such taxes from revenue.

1.48

IKON OFFICE SOLUTIONS, INC. (SEP)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. Significant Accounting Policies
Basis of Presentation
The consolidated financial statements include the accounts
of the Company and its subsidiaries. Intercompany accounts
and transactions have been eliminated in consolidation.
Use of Estimates
The preparation of consolidated financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect amounts reported in the
consolidated financial statements and related notes. Actual
results could differ from those estimates and assumptions.
Revenue Recognition
Revenues from equipment are recognized upon receipt of
credit approval, a signed sale or lease contract and a “delivery and acceptance” certificate. The “delivery and acceptance” certificate confirms that the product has been delivered to and accepted by the customer under the sale or lease
contract. We install the majority of the equipment we sell. We
rarely offer equipment warranties in addition to those that
are provided by the equipment manufacturer. Revenues for
sales of supplies are recognized at time of shipment, following the placement of an order from a customer. Revenues for

P1: JyD
ACPA050-01(ii)

AICPA

AICPA-xml-v1.cls

September 12, 2008

12:1

Section 1: General

monthly equipment service and facilities management service are recognized in the month in which the service is performed. Professional Services revenues are recognized as
earned. Revenues for other services and rentals are recognized in the period performed. For those customer leases
under which IKON is the equipment lessor (“IKON Lease Paper”), the present value of payments due under sales-type
lease contracts is recorded as revenue when products are
delivered to and accepted by the customer, and finance income is recognized over the related lease term. Fees received
under the U.S. Program Agreement, the Canadian Rider and
our German Program Agreement are recognized as they are
earned.
The majority of our North American equipment transactions are with GE under the U.S. Program Agreement and
Canadian Rider. Supporting our objective to provide complete solutions to our customers, we typically enter into a
service agreement with the end user when the copier/printer
equipment is sold to GE. The service agreement generally
includes a minimum number of copies for a base service fee
plus an overage charge for any copies in excess of the minimum. For other equipment transactions, we often bundle
service with copier/printer equipment when it is sold to our
customer. In those cases, revenue for each element of the
bundled contract is derived from our national price lists for
equipment and service. The national price lists for equipment
include a price range between the manufacturers’ suggested
retail price (“MSRP”) and the minimum price for which our
sales force is permitted to sell equipment without prior approval from sales management. The price lists for equipment
are updated monthly to reflect any supplier-communicated
changes in MSRP and any changes in the fair value for which
equipment is being sold to customers. The national price lists
for service reflect the price of service charged to customers.
The price lists for service are updated quarterly to reflect new
service offerings and any changes in the competitive environment affecting the fair value for which service is being provided to customers. The national price lists, therefore, are
representative of the fair value of each element of a bundled
agreement when it is sold unaccompanied by the other elements. Revenue for a bundled contract is allocated to equipment and service revenue using the fair value per our national
price lists, after the appropriate finance income is determined
based on a net present value calculation utilizing an appropriate interest rate that considers the creditworthiness of the
customer, term of the lease, transaction size and costs of
financing.
Certain billed revenue, accounts receivable and deferred
revenue are reduced based on estimates derived by an analysis of historical collections, credits and write-offs to calculate an estimate of billing disputes and inaccuracies to ensure
that revenue, accounts receivable, and deferred revenue are
appropriately stated. Such estimates are updated, at a minimum, on a quarterly basis.
Advertising
Advertising costs are expensed the first time the advertisement is run. Advertising expense was $2,981, $2,116, and
$3,116 for fiscal 2007, 2006, and 2005, respectively.
Income Taxes
Income taxes are determined in accordance with Statement
of Financial Accounting Standards (“SFAS”) 109 “Accounting
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for Income Taxes” (“SFAS 109”), which requires recognition
of deferred income tax liabilities and assets for the expected
future tax consequences of events that have been included
in the consolidated financial statements or tax returns. Under this method, deferred income tax liabilities and assets
are determined based on the difference between the financial statement and tax basis of liabilities and assets using
enacted tax rates in effect for the year in which the differences are expected to reverse. SFAS 109 also provides for
the recognition of deferred tax assets if it is more likely than
not that the assets will be realized in future years. A valuation
allowance has been established to reduce deferred taxes to
the amount that is more likely than not to be realized due to
items discussed in Note 14.
Sales Taxes
We present taxes assessed by a governmental authority including sales, use, value added and excise taxes on a net
basis and therefore the presentation of these taxes is excluded from our revenues and is shown as a liability on our
balance sheet until remitted to the taxing authorities.
Cash and Cash Equivalents
We consider all highly liquid investments with original maturities of three months or less at the date of purchase to be
cash equivalents.
Book Overdrafts
We had $19,100 and $6,775 of book overdrafts (outstanding
checks on zero balance disbursement bank accounts that are
funded from an investment account maintained with another
financial institution upon presentation for payment) included
within our accounts payable balance at September 30, 2007
and 2006, respectively. The changes in these book overdrafts
are included as a component of cash flows from operations
in our consolidated statements of cash flows.
Supplier Allowances
We receive allowances from our suppliers through a variety
of programs and arrangements. Supplier rebates and other
miscellaneous incentives are earned based on purchases or
product sales and are accrued ratably over the purchase of
the related product, but only if it is probable that the required
volume levels will be reached. These monies are recorded
as a reduction of inventories and are recognized as a reduction to cost of sales as the related inventories are sold. The
Company’s vendor funding arrangements do not provide for
any reimbursement arrangements that are for specific, incremental, identifiable costs that are permitted under Emerging
Issues Task Force Issue (“EITF”) No. 02-16, “Accounting by a
Customer (Including a Reseller) for Cash Consideration Received from a Vendor” for the funding to be recorded as a
reduction to advertising or other selling and administrative
expenses.
Sale of Lease Receivables
From time-to-time, we sell lease receivables to GE and other
syndicators (the “Purchasers”). The lease receivables are removed from our balance sheet at the time they are sold. Sales
and transfers that do not meet the criteria for surrender of
control are accounted for as borrowings. Lease receivables
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are considered sold when they are transferred beyond the
reach of our creditors, the Purchasers have the right to pledge
or exchange the assets and we have surrendered control over
the rights and obligations of the lease receivables.
Inventories
Inventories are stated at the lower of cost or market using the
average cost or specific identification methods and consist of
finished goods available for sale. We write down our inventory
for estimated obsolescence or unmarketable inventory equal
to the difference between the cost of inventory and estimated
market value based upon assumptions about future demand
and market conditions. If actual market conditions are less
favorable than those anticipated, inventory adjustments may
be required.
Long-Lived Assets
Property and equipment are recorded at cost. The cost and
related accumulated depreciation of assets sold, retired or
otherwise disposed of are removed from the respective accounts and any resulting gains or losses are included in the
consolidated statements of income. Depreciation is computed for financial reporting purposes using the straight-line
method over the estimated useful lives of the related assets
as follows:
Equipment on operating leases
Production equipment
Furniture and office equipment
Capitalized software
Leasehold improvements
Buildings

1–5 years
3–5 years
3–7 years
3–10 years
shorter of the asset life
or term of lease
20 years

Maintenance and repairs are charged to operations; replacements and betterments are capitalized. We capitalize certain
costs, such as software coding, installation and testing, that
are incurred to purchase or to create and implement internal
use computer software in accordance with Statement of Position 98-1, “Accounting for the Costs of Computer Software
Developed or Obtained for Internal Use.” Depreciation expense related to capitalized software was $17,594, $17,024,
and $16,922 in fiscal 2007, 2006, and 2005, respectively.
The fair value of asset retirement obligations are recognized in the period in which they are incurred if a reasonable
estimate of fair value can be made. The associated asset retirement costs are capitalized as part of the carrying amount
of the long-lived asset and subsequently allocated to expense over the assets’ future life. At September 30, 2007 and
2006, we had no significant asset retirement obligations.
In the event that facts and circumstances indicate that the
carrying value of long-lived assets may be impaired, we perform a recoverability evaluation. If the evaluation indicates
that the carrying amount of the asset is not recoverable from
our undiscounted cash flows, then an impairment loss is
measured by comparing the carrying amount of the asset
to its fair value.
Goodwill
We utilize a two-step method to perform a goodwill impairment review in the fourth quarter of each fiscal year or when
facts and circumstances indicate goodwill may be impaired.
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In the first step, we determine the fair value of the reporting
unit using expected future discounted cash flows and estimated terminal values. If the net book value of the reporting
unit exceeds the fair value, we would then perform the second step of the impairment test which requires allocation of
the reporting unit’s fair value of all of its assets and liabilities
in a manner similar to a purchase price allocation, with any
residual fair value being allocated to goodwill. The implied
fair value of the goodwill is then compared to the carrying
value to determine impairment, if any.
Environmental Liabilities
Environmental expenditures that pertain to current operations or to future revenues are expensed or capitalized consistent with our capitalization policy for property and equipment. Expenditures that result from the remediation of an
existing condition caused by past operations that do not
contribute to current or future revenues are expensed. Liabilities are recognized for remedial activities, based on management’s best estimate of aggregate environmental exposure.
Recoveries of expenditures are recognized as receivables
when they are estimable and probable. Estimated liabilities
are not discounted to present value. See Note 8.
Shipping and Handling Fees
Shipping and handling fees that are collected from our customers in connection with our sales are recorded as revenue.
The costs incurred with respect to shipping and handling are
recorded as cost of revenues.
Cost of Revenues and Selling and Administrative Expenses
The following illustrates the primary costs classified in each
major expense category:
Cost of Revenues
Includes the actual cost of product sold and services performed and certain costs associated with our distribution network, including freight and related transportation costs associated with delivering finished product to our customers. Also
included in cost of revenues are vendor allowances, inventory
shrinkage and obsolescence, and equipment set up costs.
We do exclude certain costs associated with our distribution
network from cost of revenues and classify them as selling
and administrative expenses. These costs primarily relate to
receiving and inspection costs, warehousing costs, compensation and benefit costs for IKON employed delivery drivers
and third party logistics costs for equipment, parts and supplies. We believe some companies may include these types
of costs in cost of revenues, while others like us may exclude
a portion of their distribution network costs from their gross
margins. Therefore, our gross margins may not be directly
comparable to others.
Selling and Administrative
Includes costs associated with compensation and benefits
(including share-based payments), commissions, insurance,
depreciation, facilities, information technology, professional
and legal fees, and certain costs associated with our distribution network that are not included in cost of revenues.

P1: JyD
ACPA050-01(iia)

AICPA

AICPA-xml-v1.cls

October 5, 2008

14:51

43

Section 1: General

Foreign Currency Translation

Pending Accounting Changes

Assets and liabilities of non-U.S. subsidiaries are translated
into U.S. dollars at fiscal year-end exchange rates. Income
and expense items are translated at average exchange rates
prevailing during the fiscal year. The resulting translation adjustments are recorded as a component of shareholders’ equity. Gains and losses from foreign currency transactions are
included in net income.

In February 2007, the Financial Accounting Standards Board
(“FASB”) issued SFAS No. 159, “The Fair Value Option
for Financial Assets and Financial Liabilities—Including an
Amendment of FASB Statement No. 115” (“SFAS 159”).
SFAS 159 permits all entities the option to measure many
financial instruments and certain other items at fair value. If
a company elects the fair value option for an eligible item,
then it will report unrealized gains and losses on those items
at each subsequent reporting date. SFAS 159 is effective for
fiscal years beginning after November 15, 2007, which for the
Company is our fiscal year beginning October 1, 2008. We
are currently in the process of evaluating this standard and
have not yet determined what impact, if any, the option of
electing to measure certain financial instruments and other
items at fair value may have on our consolidated financial
statements.
In September 2006, the FASB issued SFAS No. 157, “Fair
Value Measurements” (“SFAS 157”). SFAS 157 defines fair
value, establishes a framework for measuring fair value in
generally accepted accounting principles and expands disclosures about fair value measurements. Accordingly, SFAS
157 does not require any new fair value measurements but
for some entities the application of SFAS 157 will change current practice. SFAS 157 is effective for financial statements
issued for fiscal years beginning after November 5, 2007.
Therefore this standard will not be effective for the Company until our fiscal year beginning October 1, 2008. We are
currently evaluating the impact of SFAS 157, but we do not
expect a material impact from the adoption of SFAS 157 on
our consolidated financial position, results of operations, or
cash flows.
In July 2006, the FASB issued FASB Interpretation No.
48 (“FIN 48”), “Accounting for Uncertainty in Income Taxes”
which prescribes a recognition measurement and threshold process for recording in the consolidated financial statements uncertain tax positions taken or expected to be taken
in a tax return. Additionally, FIN 48 provides guidance on the
derecognition, classification, accounting in interim periods,
and disclosure requirements for uncertain tax positions. FIN
48 was effective for us on October 1, 2007, and based on our
current assessment, we expect the impact from adoption to
be in the range from a $3 million decrease to a $3 million
increase to beginning retained earnings, which we believe is
not material to our consolidated financial statements.

Financial Instruments
We account for derivatives in accordance with SFAS 133,
“Accounting for Derivative Instruments and Hedging Activities.” This standard, as amended, requires that all derivative
instruments be recorded on the balance sheet at their fair
value and that changes in fair value be recorded each period
in current earnings or comprehensive income (see Note 16).
Derivative financial instruments are utilized to reduce foreign currency and interest rate risk. We do not enter into
financial instruments for trading or speculative purposes. Interest rate swap agreements are used as part of our program
to manage the fixed and floating interest rate mix of our debt
portfolio and related overall cost of borrowing. Derivative instruments are recognized as either assets or liabilities and
are measured at fair value. The accounting for changes in
the fair value of a derivative depends on the intended use of
the derivative and the resulting designation. For a derivative
instrument designated as a fair value hedge, the gain or loss is
recognized in earnings in the period of change together with
the offsetting gain or loss on the hedged item attributed to
the risk being hedged. For a derivative instrument designated
as a cash flow hedge, the effective portion of the derivative’s
gain or loss is initially reported as a component of Other Comprehensive Income (“OCI”) and is subsequently recognized in
earnings when the hedged exposure affects earnings. The ineffective portion of the gain or loss is recognized in earnings.
Gains and losses from changes in fair values of derivatives
that are not designated as hedges for accounting purposes
are recognized in earnings. Currency swap agreements are
used to manage exposure relating to certain intercompany
debt denominated in one foreign currency that will be repaid
in another foreign currency. Currency swap agreements are
designated as hedges of firm commitments to pay interest
and principal on debt, which would otherwise expose us to
foreign currency risk. Currency translation gains and losses
on the principal swapped are offset by corresponding translation gains and losses on the related foreign denominated
assets. Gains and losses on terminations of interest rate and
currency swap agreements are deferred as an adjustment to
the carrying amount of the outstanding obligation and amortized as an adjustment to interest expense related to the obligation over the remaining term of the original contract life of
the terminated swap agreement. In the event of early extinguishment of the obligation, any realized or unrealized gain or
loss from the swap would be recognized in the consolidated
statements of income at the time of extinguishment.
Reclassifications
Certain prior year amounts have been reclassified to conform
to the current year presentation.

AICPA Accounting Trends & Techniques

New Accounting Standards and Accounting Changes
Effective September 30, 2007, we adopted the provisions of
SFAS 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans” (“SFAS 158”) which
requires employers to recognize on their balance sheets the
over or under funded status of pension and other postretirement benefit plans as an asset or liability, respectively. The
funded status is defined as the difference between plan assets at fair value and the benefit obligation. In addition, we
adopted the provision that requires the recognition of actuarial gains and losses, prior service cost and unrecognized
transition amounts as a component of accumulated other
comprehensive income. The initial incremental recognition
of the funding status under SFAS 158 of our defined benefit
pension plans as well as subsequent changes in our funded
status that are not included in net periodic benefit cost are
reflected as an adjustment to shareholders’ equity and other
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comprehensive income. See Note 12 for disclosures about
certain effects on net periodic benefits cost for the next fiscal year that arise from delayed recognition of the gains or
losses, prior service costs or credits and transition asset or
obligation also required by SFAS 158.
SFAS 158 will also require fiscal year end measurements
of plan assets and benefit obligations, eliminating the use

Prepaid expenses and other current assets
Deferred taxes
Other assets
Other accrued expenses
Other long-term liabilities
Accumulated other comprehensive income
The net impact on our consolidated balance sheet as of
September 30, 2007 from the items noted above was a decrease to total assets of $28,929, an increase to total liabilities of $458 and a decrease to shareholders’ equity of
$29,387.
Prior to the adoption of SFAS 158 we had an after-tax
credit to the minimum liability of $39,055; the remaining minimum pension liability of $2,236 was eliminated upon the
adoption of SFAS 158. At September 30, 2007, the Company recorded net losses and a prior service credit in the
Statements of Changes in Shareholders’ Equity of $33,484
and $1,861, respectively.

1.49

INTEL CORPORATION (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 2. Accounting Policies
Use of Estimates
The preparation of financial statements in conformity with
U.S. generally accepted accounting principles requires us
to make estimates and judgments that affect the amounts
reported in our consolidated financial statements and the
accompanying notes. The accounting estimates that require our most significant, difficult, and subjective judgments
include:
• the valuation of non-marketable equity investments;
• the assessment of recoverability of long-lived assets;
• the recognition and measurement of current and deferred income tax assets and liabilities (including the
measurement of uncertain tax positions);
• the valuation of inventory; and
• the valuation and recognition of share-based compensation.
The actual results that we experience may differ materially
from our estimates.
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of earlier measurement dates currently permissible. The requirement to measure plan assets and benefit obligations as
of the date of the fiscal year end statement of financial position is effective for fiscal years ending after December 15,
2008. Therefore this part of the standard will not be effective
for the Company until our fiscal year ended September 30,
2009, unless the Company elects early adoption.
The following represents the effect of SFAS 158 adoption
within our Consolidated Balance Sheets as of September 30,
2007:
Before Application
of SFAS 158
$ 97,020
31,444
68,071
150,868
106,208
$161,576

Adjustments
Increase/(Decrease)
$(61,935)
16,723
16,283
(21,545)
22,003
$(29,387)

After Application
of SFAS 158
$ 35,085
48,167
84,354
129,323
128,211
$132,189

Cash and Cash Equivalents
We consider all highly liquid debt instruments with original
maturities from the date of purchase of approximately three
months or less as cash and cash equivalents.
Trading Assets
Investments that we designate as trading assets are reported
at fair value, with gains or losses resulting from changes in fair
value recognized in earnings. Our trading asset investments
include:
• Marketable debt instruments when the interest rate or
foreign exchange rate risk is hedged at inception by
a related derivative instrument. We record the gains or
losses of these investments arising from changes in fair
value due to interest rate and currency market fluctuations and credit market volatility, offset by losses or
gains on the related derivative instruments, in interest
and other, net. We designate floating-rate securitized
financial instruments, such as asset-backed securities,
purchased after December 30, 2006 as trading assets.
• Equity securities offsetting deferred compensation
when the investments seek to offset changes in liabilities related to equity and other market risks of certain deferred compensation arrangements. We offset
the gains or losses from changes in fair value of these
equity securities against losses or gains on the related
liabilities and include them in interest and other, net.
• Marketable equity securities when we deem the investments not to be strategic in nature at the time of original
classification, and have the ability and intent to mitigate equity market risk through the sale or the use of
derivative instruments. For these marketable equity securities, we include gains or losses from changes in
fair value, primarily offset by losses or gains on related
derivative instruments, in gains (losses) on equity investments, net.
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Debt Instrument Investments
We classify debt instruments with original maturities at the
date of purchase greater than approximately three months
and remaining maturities less than one year as short-term investments. We classify debt instruments with remaining maturities greater than one year as other long-term investments.
We account for cost basis loan participation notes at amortized cost and classify them as short-term investments and
other long-term investments based on stated maturities.
Available-for-Sale Investments
Investments that we designate as available-for-sale are reported at fair value, with unrealized gains and losses, net
of tax, recorded in accumulated other comprehensive income (loss). We base the cost of the investment sold on the
specific identification method. Our available-for-sale investments include:
• Marketable debt instruments when the interest rate and
foreign currency risks are not generally hedged at inception of the investment or when our designation for
trading assets is not met. We hold these debt instruments to generate a return commensurate with threemonth LIBOR. We record the interest income and realized gains and losses on the sale of these instruments
in interest and other, net.
• Marketable equity securities when the investments are
considered strategic in nature at the time of original
classification. We acquire these equity investments for
the promotion of business and strategic objectives.
To the extent that these investments continue to have
strategic value, we typically do not attempt to reduce or
eliminate the inherent equity market risks through hedging activities. We record the realized gains or losses on
the sale or exchange of marketable equity securities in
gains (losses) on equity investments, net.
Non-Marketable and Other Equity Investments
We account for non-marketable and other equity investments
under either the cost or equity method and include them in
other long-term assets. Our non-marketable and other equity
investments include:
• Equity method investments when we have the ability
to exercise significant influence, but not control, over
the investee. We record equity method adjustments in
gains (losses) on equity investments, net and may do
so with up to a one-quarter lag. Equity method adjustments include: our proportionate share of investee income or loss, gains or losses resulting from investee
capital transactions, amortization of certain differences
between our carrying value and our equity in the net
assets of the investee at the date of investment, and
other adjustments required by the equity method. Equity method investments include marketable and nonmarketable investments.
• Non-marketable cost method investments when we do
not have the ability to exercise significant influence over
the investee.
Other-Than-Temporary Impairment
All of our available-for-sale investments and non-marketable
and other equity investments are subject to a periodic impairment review. Investments are considered to be impaired
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when a decline in fair value is judged to be other-thantemporary, for the following investments:
• Marketable equity securities when the resulting fair
value is significantly below cost basis and/or the significant decline has lasted for an extended period of
time. The evaluation that we use to determine whether
a marketable equity security is impaired is based on the
specific facts and circumstances present at the time of
assessment, which include the consideration of general market conditions, the duration and extent to which
the fair value is below cost, and our intent and ability
to hold the investment for a sufficient period of time
to allow for recovery in value. We also consider specific adverse conditions related to the financial health of
and business outlook for the investee, including industry and sector performance, changes in technology, operational and financing cash flow factors, and changes
in the investee’s credit rating.
• Non-marketable equity investments when events or circumstances are identified that would significantly harm
the fair value of the investment. The indicators that we
use to identify those events and circumstances include:
— the investee’s revenue and earning trends relative to predefined milestones and overall business
prospects;
— the technological feasibility of the investee’s products and technologies;
— the general market conditions in the investee’s industry or geographic area, including regulatory or
economic changes;
— factors related to the investee’s ability to remain in
business, such as the investee’s liquidity, debt ratios, and the rate at which the investee is using its
cash; and
— the investee’s receipt of additional funding at a lower
valuation. If an investee obtains additional funding at
a valuation lower than our carrying amount or a new
round of equity funding is required for the investee
to remain in business, and the new round of equity
does not appear imminent, it is presumed that the investment is other than temporarily impaired, unless
specific facts and circumstances indicate otherwise.
• Marketable debt instruments when the fair value is significantly below amortized cost and/or the significant
decline has lasted for an extended period of time and
we do not have the intent and ability to hold the investment for a sufficient period of time to allow for recovery. The evaluation that we use to determine whether
a marketable debt instrument is impaired is based on
the specific facts and circumstances present at the time
of assessment, which include the consideration of the
financial condition and near-term prospects of the issuer, and the duration and extent to which the fair value
is below cost.
Investments that we identify as having an indicator of impairment are subject to further analysis to determine if the
investment is other than temporarily impaired, in which case
we write down the investment to its estimated fair value. For
non-marketable equity investments that we do not consider
viable from a financial or technological point of view, we write
the entire investment down, since we consider the estimated
fair value to be nominal. We record impairment charges in
gains (losses) on equity investments, net for marketable and
non-marketable equity investments or in interest and other,
net for debt instrument investments.
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Fair Values of Financial Instruments
The carrying value of cash equivalents approximates fair
value due to the short period of time to maturity. Fair values of short-term investments, trading assets, long-term
investments, marketable equity investments, certain nonmarketable investments, short-term debt, long-term debt,
swaps, currency forward contracts, currency options, equity
options, and warrants are based on quoted market prices
or pricing models using current market data when available.
Debt instruments are generally valued using a quoted market
price of identical or similar instruments or discounted cash
flows in a yield-curve model based on LIBOR. Equity options
and warrants are priced using option pricing models. Our financial instruments are recorded at fair value, except for cost
basis loan participation notes and debt. Estimated fair values are management’s estimates; however, when there is no
readily available market data, the estimated fair values may
not necessarily represent the amounts that could be realized
in a current transaction, and the fair values could change
significantly. For a listing of fair values and carrying values
of our trading assets and available-for-sale investments for
2007 and 2006, see “Note 7: Investments.”
For our marketable equity method investment, the fair
value exceeded the aggregate carrying value by $14 million
as of December 29, 2007. We did not have any marketable
equity method investments in 2006. For non-marketable equity investments, the fair value exceeded the carrying value
by approximately $600 million as of December 29, 2007.
We believe that the fair value of non-marketable equity investments approximated the carrying value at December 30,
2006. For our cost basis loan participation notes, the fair
value exceeded the carrying value by approximately $50 million as of December 29, 2007 (approximately $55 million as
of December 30, 2006). These fair value estimates take into
account the movements of the equity and venture capital
markets as well as changes in the interest rate environment,
and other economic variables.
For our long-term debt, the fair value exceeded the carrying
value by approximately $65 million as of December 29, 2007.
As of December 30, 2006, the fair value of our long-term debt
was below its carrying value by approximately $100 million.
These fair value estimates take into consideration credit rating changes, equity price movements, interest rate changes,
and other economic variables.
Derivative Financial Instruments
Our primary objective for holding derivative financial instruments is to manage currency, interest rate, and certain equity market risks. Our derivative financial instruments are
recorded at fair value and are included in other current assets, other long-term assets, other accrued liabilities, or other
long-term liabilities. Derivative instruments recorded as assets totaled $118 million at December 29, 2007 ($117 million
at December 30, 2006). Derivative instruments recorded as
liabilities totaled $130 million at December 29, 2007 ($62 million at December 30, 2006).
Our accounting policies for derivative financial instruments
are based on whether they meet the criteria for designation
as cash flow or fair value hedges. A designated hedge of the
exposure to variability in the future cash flows of an asset
or a liability, or of a forecasted transaction, is referred to as
a cash flow hedge. A designated hedge of the exposure to
changes in fair value of an asset or a liability, or of an un-
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recognized firm commitment, is referred to as a fair value
hedge. The criteria for designating a derivative as a hedge
include the assessment of the instrument’s effectiveness in
risk reduction, matching of the derivative instrument to its underlying transaction, and the probability that the underlying
transaction will occur. We recognize gains and losses from
changes in fair values of derivatives that are not designated
as hedges for accounting purposes within the same income
statement line item as the underlying item, and these gains
and losses generally offset changes in fair values of related
assets or liabilities. Derivatives that we designate as hedges
are classified in the consolidated statements of cash flows
in the same section as the underlying item, primarily within
cash flows from operating activities. Derivatives not designated as hedges are classified in cash flows from operating
activities.
As part of our strategic investment program, we also acquire equity derivative instruments, such as warrants and
equity conversion rights associated with debt instruments,
which are not designated as hedging instruments. We recognize the gains or losses from changes in fair values of these
equity derivative instruments in gains (losses) on equity investments, net.
Through the use of derivative financial instruments, we
manage the following risks:
Currency Risk
We transact business in various currencies other than the
U.S. dollar and have established balance sheet and forecasted transaction risk management programs to protect
against fluctuations in fair value and the volatility of future
cash flows caused by changes in exchange rates. The forecasted transaction risk management program includes anticipated transactions such as operating expenditures and
capital purchases. These programs reduce, but do not always entirely eliminate, the impact of currency exchange
movements.
Our currency risk management programs include:
• Currency derivatives with cash flow hedge accounting
designation that utilize currency forward contracts and
currency options to hedge exposures to the variability
in the U.S.-dollar equivalent of anticipated non-U.S.dollar-denominated cash flows. The maturity of these
instruments generally occurs within 12 months. For
these derivatives, we report the after-tax gain or loss
from the effective portion of the hedge as a component
of accumulated other comprehensive income (loss) in
stockholders’ equity and reclassify it into earnings in the
same period or periods in which the hedged transaction affects earnings, and within the same line item on
the consolidated statements of income as the impact
of the hedged transaction.
• Currency derivatives with fair value hedge accounting
designation that utilize currency forward contracts and
currency options to hedge the fair value exposure of
recognized foreign-currency-denominated assets or liabilities, or previously unrecognized firm commitments.
For fair value hedges, we recognize gains or losses
in earnings to offset fair value changes in the hedged
transaction. As of December 29, 2007 and December
30, 2006, we did not have any derivatives designated
as foreign currency fair value hedges.
• Currency derivatives without hedge accounting designation that utilize currency forward contracts or
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currency interest rate swaps to economically hedge
the functional currency equivalent cash flows of recognized monetary assets and liabilities and nonU.S.-dollar-denominated debt instruments classified as
trading assets. The maturity of these instruments generally occurs within 12 months, except for derivatives
associated with certain long-term equity-related investments that generally mature within five years. Changes
in the U.S.-dollar-equivalent cash flows of the underlying assets and liabilities are approximately offset by
the changes in fair values of the related derivatives.
We record net gains or losses in the income statement
line item most closely associated with the economic
underlying, primarily in interest and other, net, except
for equity-related gains or losses, which we primarily
record in gains (losses) on equity investments, net.
Interest Rate Risk
Our primary objective for holding investments in debt instruments is to preserve principal while maximizing yields. We
generally swap the returns on our investments in fixed-rate
debt instruments with remaining maturities longer than six
months into U.S. dollar three-month LIBOR-based returns
unless management specifically approves otherwise. Our interest rate risk management programs include:
• Interest rate derivatives with cash flow hedge accounting designation that utilize interest rate swap agreements to modify the interest characteristics of some
of our investments. For these derivatives, we report the
after-tax gain or loss from the effective portion of the
hedge as a component of accumulated other comprehensive income (loss) and reclassify it into earnings
in the same period or periods in which the hedged
transaction affects earnings, and within the same income statement line item as the impact of the hedged
transaction.
• Interest rate derivatives with fair value hedge accounting
designation that utilize interest rate swap agreements
to hedge the fair values of debt instruments. We recognize the gains or losses from the changes in fair value
of these instruments, as well as the offsetting change
in the fair value of the hedged long-term debt, in interest expense. At December 29, 2007 and December
30, 2006, we did not have any interest rate derivatives
designated as fair value hedges.
• Interest rate derivatives without hedge accounting designation that utilize interest rate swaps and currency
interest rate swaps in economic hedging transactions,
including hedges of non-U.S.-dollar-denominated debt
instruments classified as trading assets. We reset the
floating interest rates on the swaps on a monthly, quarterly, or semiannual basis. Changes in fair value of the
debt instruments classified as trading assets are generally offset by changes in fair value of the related derivatives, both of which are recorded in interest and other,
net.
Equity Market Risk
We may elect to mitigate equity risk using the following equity
market risk management programs:
• Equity derivatives with hedge accounting designation
that utilize equity options, swaps, or forward contracts
to hedge the equity market risk of marketable equity
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securities, when these investments are not considered
to have strategic value. These derivatives are generally designated as fair value hedges. We recognize the
gains or losses from the change in fair value of these equity derivatives, as well as the offsetting change in the
fair value of the underlying hedged equity securities, in
gains (losses) on equity investments, net. At December
29, 2007 and December 30, 2006, we did not have any
equity derivatives designated as fair value hedges.
• Equity derivatives without hedge accounting designation that utilize equity derivatives, such as warrants, equity options, or other equity derivatives. We recognize
changes in the fair value of such derivatives in gains
(losses) on equity investments, net.
Measurement of Effectiveness
• Effectiveness for forwards is generally measured by
comparing the cumulative change in the fair value
of the hedge contract with the cumulative change in
the present value of the forecasted cash flows of the
hedged item. For currency forward contracts used in
cash flow hedging strategies related to capital purchases, forward points are excluded, and effectiveness
is measured using spot rates to value both the hedge
contract and the hedged item. For currency forward
contracts used in cash flow hedging strategies related
to operating expenditures, forward points are included
and effectiveness is measured using forward rates to
value both the hedge contract and the hedged item.
• Effectiveness for currency options and equity options
with hedge accounting designation is generally measured by comparing the cumulative change in the fair
value of the hedge contract with the cumulative change
in the fair value of an option instrument representing the
hedged risks in the hedged item for cash flow hedges.
For fair value hedges, time value is excluded and effectiveness is measured based on spot rates to value both
the hedge contract and the hedged item.
• Effectiveness for interest rate swaps is generally measured by comparing the change in fair value of the
hedged item with the change in fair value of the interest
rate swap.
If a cash flow hedge were discontinued because it was no
longer probable that the original hedged transaction would
occur as anticipated, the unrealized gain or loss on the related
derivative would be reclassified into earnings. Subsequent
gains or losses on the related derivative instrument would be
recognized in income in each period until the instrument matures, is terminated, is re-designated as a qualified hedge,
or is sold. Any ineffective portion of both cash flow and fair
value hedges, as well as amounts excluded from the assessment of effectiveness, are recognized in earnings in interest
and other, net.
Securities Lending
We may enter into securities lending agreements with financial institutions, generally to facilitate hedging and certain
investment transactions. Selected securities may be loaned,
secured by collateral in the form of cash or securities. The
loaned securities continue to be carried as investment assets on our consolidated balance sheets. Cash collateral is
recorded as an asset with a corresponding liability. For lending agreements collateralized by securities, we do not record
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the collateral as an asset or a liability, unless the collateral is
repledged.

qualified assets and amortize it over the estimated useful lives
of the assets. Capital-related government grants earned are
recorded as a reduction to property, plant and equipment.

Inventories
We compute inventory cost on a currently adjusted standard
basis (which approximates actual cost on an average or firstin, first-out basis). The valuation of inventory requires us to
estimate obsolete or excess inventory as well as inventory
that is not of saleable quality. The determination of obsolete
or excess inventory requires us to estimate the future demand
for our products. Inventory in excess of saleable amounts
is not valued, and the remaining inventory is valued at the
lower of cost or market. Inventories at fiscal year-ends were
as follows:
(In millions)
Raw materials
Work in process
Finished goods
Total inventories

2007
$ 507
1,460
1,403
$3,370

2006
$ 608
2,044
1,662
$4,314

Goodwill
We record goodwill when the purchase price of an acquisition
exceeds the estimated fair value of the net identified tangible and intangible assets acquired. We perform an annual
impairment review for each reporting unit using a fair value
approach. Reporting units may be operating segments as a
whole or an operation one level below an operating segment,
referred to as a component. In determining the carrying value
of the reporting unit, we have to make an allocation of our
manufacturing and assembly and test assets because of the
interchangeable nature of our manufacturing and assembly
and test capacity. We base this allocation on each reporting unit’s relative percentage utilization of the manufacturing
and assembly and test assets. In the event that an individual business within a reporting unit is divested, we allocate
goodwill to that business based on its fair value relative to its
reporting unit. For further discussion of goodwill, see “Note
15: Goodwill.”

Property, Plant and Equipment
Property, plant and equipment, net at fiscal year-ends was
as follows:
(In millions)
Land and buildings
Machinery and equipment
Construction in progress
Less: accumulated depreciation
Total property, plant and equipment, net

2007
$ 15,267
27,754
3,031
46,052
(29,134)
$ 16,918

2006
$ 14,544
29,829
2,711
47,084
(29,482)
$ 17,602

We state property, plant and equipment at cost, less accumulated depreciation. We compute depreciation for financial
reporting purposes principally using the straight-line method
over the following estimated useful lives: machinery and
equipment, 2 to 4 years; buildings, 4 to 40 years. Reviews
are regularly performed if facts and circumstances indicate
that the carrying amount of assets may not be recoverable
or that the useful life is shorter than we had originally estimated. We assess the recoverability of our assets held for
use by comparing the projected undiscounted net cash flows
associated with the related asset or group of assets over their
remaining estimated useful lives against their respective carrying amounts. Impairment, if any, is based on the excess
of the carrying amount over the fair value of those assets. If
we determine that the useful lives are shorter than we had
originally estimated, we depreciate the net book value of the
assets over the newly determined remaining useful lives. See
“Note 16: Restructuring and Asset Impairment Charges” for
further discussion of restructuring-related asset impairment
charges that we recorded during 2007 and 2006.
We identify property, plant and equipment as held for sale
when it meets the criteria of Statement of Financial Accounting Standards (SFAS) No. 144, “Accounting for Impairment or Disposal of Long-Lived Assets.” We reclassify held
for sale assets to other current assets and cease recording
depreciation.
We capitalize interest on borrowings related to eligible capital expenditures. We add capitalized interest to the cost of

ATT-SEC 1.49

Identified Intangible Assets
Intellectual property assets primarily represent rights acquired under technology licenses and are generally amortized
on a straight-line basis over the periods of benefit, ranging
from 2 to 17 years. We amortize acquisition-related developed technology on a straight-line basis over approximately
4 years. Other intangible assets include acquisition-related
customer lists and workforce-in-place, which we amortize
on a straight-line basis over periods ranging from 2 to 4
years. We classify all identified intangible assets within other
long-term assets. In the quarter following the period in which
identified intangible assets become fully amortized, the fully
amortized balances are removed from the gross asset and
accumulated amortization amounts. For further discussion
of identified intangible assets, see “Note 14: Identified Intangible Assets.”
We perform a quarterly review of identified intangible assets to determine if facts and circumstances indicate that the
useful life is shorter than we had originally estimated or that
the carrying amount of assets may not be recoverable. If such
facts and circumstances do exist, we assess the recoverability of identified intangible assets by comparing the projected
undiscounted net cash flows associated with the related asset or group of assets over their remaining lives against their
respective carrying amounts. Impairments, if any, are based
on the excess of the carrying amount over the fair value of
those assets.
Product Warranty
We generally sell products with a limited warranty on product
quality and a limited indemnification for customers against
intellectual property infringement claims related to our products. We accrue for known warranty and indemnification issues if a loss is probable and can be reasonably estimated,
and accrue for estimated incurred but unidentified issues
based on historical activity. The accrual and the related expense for known issues were not significant during the periods presented. Due to product testing and the short time
typically between product shipment and the detection and
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We recognize net revenue when the earnings process is complete, as evidenced by an agreement with the customer,
transfer of title, and acceptance, if applicable, as well as
fixed pricing and probable collectibility. We record pricing
allowances, including discounts based on contractual arrangements with customers, when revenue is recognized as
a reduction to both accounts receivable and net revenue.
Because of frequent sales price reductions and rapid technology obsolescence in the industry, we defer sales made
to distributors under agreements allowing price protection
and/or right of return until the distributors sell the merchandise. We include shipping charges billed to customers in net
revenue, and include the related shipping costs in cost of
sales.

Under the modified prospective method of adoption for
SFAS No. 123(R), the compensation cost that we recognized
beginning in 2006 includes (a) compensation cost for all equity incentive awards granted prior to but not yet vested as of
January 1, 2006, based on the grant-date fair value estimated
in accordance with the original provisions of SFAS No. 123,
and (b) compensation cost for all equity incentive awards
granted subsequent to January 1, 2006, based on the grantdate fair value estimated in accordance with the provisions of
SFAS No. 123(R). We use the straight-line attribution method
to recognize share-based compensation over the service period of the award. Upon exercise, cancellation, forfeiture, or
expiration of stock options, or upon vesting or forfeiture of
restricted stock units, we eliminate deferred tax assets for
options and restricted stock units with multiple vesting dates
for each vesting period on a first-in, first-out basis as if each
vesting period were a separate award. To calculate the excess tax benefits available as of the date of adoption for use
in offsetting future tax shortfalls, we followed the alternative
transition method discussed in Financial Accounting Standards Board (FASB) Staff Position No. 123(R)-3.

Advertising

Recent Accounting Pronouncements

Cooperative advertising programs reimburse customers for
marketing activities for certain of our products, subject to defined criteria. We accrue cooperative advertising obligations
and record the costs at the same time the related revenue is
recognized. We record cooperative advertising costs as marketing, general and administrative expenses to the extent that
an advertising benefit separate from the revenue transaction
can be identified and the fair value of that advertising benefit
received is determinable. We record any excess in cash paid
over the fair value of the advertising benefit received as a
reduction in revenue. Advertising costs recorded within marketing, general and administrative expenses were $1.9 billion
in 2007 ($2.3 billion in 2006 and $2.6 billion in 2005).

In September 2006, the FASB issued SFAS No. 157, “Fair
Value Measurements” (SFAS No. 157). SFAS No. 157 defines
fair value, establishes a framework for measuring fair value,
and enhances fair value measurement disclosure. In February 2008, the FASB issued FASB Staff Position (FSP) 157-1,
“Application of FASB Statement No. 157 to FASB Statement
No. 13 and Other Accounting Pronouncements That Address
Fair Value Measurements for Purposes of Lease Classification or Measurement under Statement 13” (FSP 157-1) and
FSP 157-2, “Effective Date of FASB Statement No. 157” (FSP
157-2). FSP 157-1 amends SFAS No. 157 to remove certain
leasing transactions from its scope. FSP 157-2 delays the
effective date of SFAS No. 157 for all non-financial assets
and non-financial liabilities, except for items that are recognized or disclosed at fair value in the financial statements
on a recurring basis (at least annually), until the beginning of
the first quarter of fiscal 2009. The measurement and disclosure requirements related to financial assets and financial
liabilities are effective for us beginning in the first quarter of
fiscal 2008. The adoption of SFAS No. 157 for financial assets
and financial liabilities will not have a significant impact on
our consolidated financial statements. However, the resulting
fair values calculated under SFAS No. 157 after adoption may
be different from the fair values that would have been calculated under previous guidance. We are currently evaluating
the impact that SFAS No. 157 will have on our consolidated
financial statements when it is applied to non-financial assets and non-financial liabilities beginning in the first quarter
of 2009.
In February 2007, the FASB issued SFAS No. 159, “The Fair
Value Option for Financial Assets and Financial Liabilities”
(SFAS No. 159). SFAS No. 159 permits companies to choose
to measure certain financial instruments and other items at
fair value. The standard requires that unrealized gains and
losses are reported in earnings for items measured using the
fair value option. SFAS No. 159 is effective for us beginning
in the first quarter of fiscal year 2008. The adoption of SFAS
No. 159 is not expected to have a significant impact on our
consolidated financial statements.

correction of product failures, and considering the historical rate of payments on indemnification claims, the accrual
and related expense for estimated incurred but unidentified
issues were not significant during the periods presented.
Revenue Recognition

Employee Equity Incentive Plans
We have employee equity incentive plans, which are described more fully in “Note 3: Employee Equity Incentive
Plans.” Effective January 1, 2006, we adopted the provisions
of SFAS No. 123 (revised 2004), “Share-Based Payment”
(SFAS No. 123(R)). SFAS No. 123(R) requires employee equity awards to be accounted for under the fair value method.
Accordingly, we measure share-based compensation at the
grant date, based on the fair value of the award. Prior to January 1, 2006, we accounted for awards granted under our
equity incentive plans using the intrinsic value method prescribed by Accounting Principles Board (APB) Opinion No.
25, “Accounting for Stock Issued to Employees” (APB No.
25), and related interpretations, and provided the required
pro forma disclosures prescribed by SFAS No. 123, “Accounting for Stock-Based Compensation” (SFAS No. 123), as
amended. The exercise price of options is equal to the value
of Intel common stock on the date of grant. Additionally, the
stock purchase plan was deemed non-compensatory under
APB No. 25. Accordingly, prior to 2006 we did not recognize any share-based compensation, other than insignificant
amounts of acquisition-related compensation, on the consolidated financial statements.
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In June 2007, the FASB ratified EITF Issue No. 07-3, “Accounting for Nonrefundable Advance Payments for Goods
or Services to Be Used in Future Research and Development
Activities” (EITF 07-3). EITF 07-3 requires non-refundable advance payments for goods and services to be used in future
research and development (R&D) activities to be recorded
as assets and the payments to be expensed when the R&D
activities are performed. EITF 07-3 applies prospectively for
new contractual arrangements entered into beginning in the
first quarter of fiscal year 2008. Prior to adoption, we recognized these non-refundable advance payments as an expense upon payment. The adoption of EITF 07-3 is not expected to have a significant impact on our consolidated
financial statements.
In December 2007, the FASB issued SFAS No. 141 (revised
2007), “Business Combinations” (SFAS No. 141(R)). Under
SFAS No. 141(R), an entity is required to recognize the assets
acquired, liabilities assumed, contractual contingencies, and
contingent consideration at their fair value on the acquisition
date. It further requires that acquisition-related costs be recognized separately from the acquisition and expensed as incurred, restructuring costs generally be expensed in periods
subsequent to the acquisition date, and changes in accounting for deferred tax asset valuation allowances and acquired
income tax uncertainties after the measurement period impact income tax expense. In addition, acquired in-process
research and development (IPR&D) is capitalized as an intangible asset and amortized over its estimated useful life.
The adoption of SFAS No. 141(R) will change our accounting
treatment for business combinations on a prospective basis
beginning in the first quarter of fiscal year 2009.
In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements—
an amendment of ARB No. 51” (SFAS No. 160). SFAS No. 160
changes the accounting and reporting for minority interests,
which will be recharacterized as non-controlling interests and
classified as a component of equity. SFAS No. 160 is effective for us on a prospective basis for business combinations
with an acquisition date beginning in the first quarter of fiscal year 2009. As of December 29, 2007, we did not have
any minority interests. The adoption of SFAS No. 160 will not
impact our consolidated financial statements.
In December 2007, the U.S. Securities and Exchange
Commission (SEC) issued Staff Accounting Bulletin 110 (SAB
110) to amend the SEC’s views discussed in Staff Accounting Bulletin 107 (SAB 107) regarding the use of the simplified
method in developing an estimate of expected life of share
options in accordance with SFAS No. 123(R). SAB 110 is
effective for us beginning in the first quarter of fiscal year
2008. We will continue to use the simplified method until we
have the historical data necessary to provide a reasonable
estimate of expected life in accordance with SAB 107, as
amended by SAB 110.
Accounting Changes
In fiscal year 2007, we adopted EITF Issue No. 06-2, “Accounting for Sabbatical Leave and Other Similar Benefits Pursuant to FASB Statement No. 43” (EITF 06-2). EITF 06-2 requires companies to accrue the cost of these compensated
absences over the service period. We adopted EITF 06-2
through a cumulative-effect adjustment, resulting in an additional liability of $280 million, additional deferred tax assets
of $99 million, and a reduction to retained earnings of $181
million at the beginning of 2007.
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We also adopted FASB Interpretation No. 48, “Accounting
for Uncertainty in Income Taxes—an interpretation of FASB
Statement No. 109” (FIN 48), and related guidance in fiscal
year 2007. See “Note 17: Taxes” for further discussion.

ACCOUNTING CHANGES
1.50

APB Opinion No. 20, Accounting Changes, defined
various types of accounting changes, including a change in
accounting principle, and provided guidance on the manner
of reporting each type. Effective for fiscal years beginning after December 15, 2005, SFAS No. 154, Accounting Changes
and Error Corrections, replaces APB No. 20. SFAS No. 154
changes the requirements for the accounting for and reporting of a change in accounting principle.

1.51

APB No. 20 required that most changes in accounting principle be recognized by including in net income of the
period of the change the cumulative effect of changing to
the new accounting principle. SFAS No. 154 requires, unless
impracticable or otherwise specified by an applicable authoritative pronouncement, retrospective application to prior
periods’ financial statements of a change in accounting principle. Retrospective application is the application of a different accounting principle to prior accounting periods as if that
principle had always been used. More specifically, retrospective application involves the following:
• Financial statements for each individual prior period
presented shall be adjusted to reflect the periodspecific effects of applying the new accounting
principle.
• The cumulative effect of the change on periods prior
to those presented shall be reflected in the carrying
amount of assets and liabilities as of the beginning of
the first period presented.
• An offsetting adjustment, if any, shall be made to the
opening balance of retained earnings (or other appropriate component of equity) for that period.

1.52

SFAS No. 154 also requires that a change in depreciation, amortization, or depletion method be accounted for
prospectively as a change in accounting estimate effected
by a change in accounting principle. A change in accounting
estimate is accounted for either in the period of change if the
change affects that period only, or the period of change and
future periods if the change affects both.

1.53 Table 1-8 lists the accounting principle changes disclosed by the survey companies. As indicated in Table
1-8, most of the accounting principle changes disclosed
by the survey companies were changes made to conform to requirements stated in newly adopted authoritative
pronouncements.
1.54 Examples of accounting principle change disclosures
follow.
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1.55
TABLE 1-8: ACCOUNTING PRINCIPLE CHANGES

Income tax uncertainties..............
Defined benefit pension and
postretirement plans.................
Stock based compensation.........
Prior period financial statement
misstatements..........................
Inventories....................................
Fair value measurements............
Asset retirement obligations........
Servicing of financial assets........
Exchange of nonmonetary
assets.......................................
Impairment or disposal of
long-lived assets.......................
Postretirement prescription drug
benefit.......................................
Consolidation of variable interest
entities......................................
Other............................................
∗

Number of Companies
2007
2006 2005
2004
369
1
N/C*
N/IC*
138
42

302
437

N/C*
36

N/C*
16

10
3
2
—
—

18
8
—
29
4

N/C*
7
N/C*
N/C*
N/C*

N/C*
4
N/C*
N/C*
N/C*

—

2

24

N/C*

—

2

3

4

—

1

12

92

—
27

—
25

5
83

176
107

N/C = Not compiled. Line item was not included in the table for
the year shown.

Income Tax Uncertainties
1.56

BAKER HUGHES INCORPORATED (DEC)
Consolidated Statements of Stockholders’ Equity

(In millions)
Balance, December 31, 2006
Adoption of AUG AIR-1, net of tax of $(9.0)
Adoption of FIN 48
Adjusted beginning balance January 1, 2007
Comprehensive income:
Net income
Foreign currency translation adjustments, net of tax
of $(7.3)
Defined benefit pension plans, net of tax of $(37.4)
Total comprehensive income
Issuance of restricted stock, net of cancellations
Issuance of common stock, pursuant to employee
stock plans
Tax benefit on stock plans
Stock-based compensation
Repurchase and retirement of common stock
Cash dividends ($0.52 per share)
Balance, December 31, 2007

AICPA Accounting Trends & Techniques

Common Stock
$319.9

Capital in
Excess of
Par Value
$1,600.6

$319.9

$1,600.6

Retained
Earnings
$3,509.6
25.2
(64.2)
$3,470.6

Accumulated
Other
Comprehensive
Loss
$(187.2)

Unearned
Compensation
$—

$(187.2)

$—

Total
$5,242.9
25.2
(64.2)
$5,203.9

1,513.9
72.2
70.8
0.2

14.4

1.7

65.8
18.5
31.9
(515.1)

(6.4)
$315.4

$1,216.1

1,656.9
14.6

(166.2)
$4,818.3

$ (44.2)

$—

67.5
18.5
31.9
(521.5)
(166.2)
$6,305.6
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Income Taxes (In Part)
We operate in more than 90 countries under many legal
forms. As a result, we are subject to the jurisdiction of numerous domestic and foreign tax authorities, as well as to tax
agreements and treaties among these governments. Our operations in these different jurisdictions are taxed on various
bases: actual income before taxes, deemed profits (which are
generally determined using a percentage of revenues rather
than profits) and withholding taxes based on revenue. Determination of taxable income in any jurisdiction requires the
interpretation of the related tax laws and regulations and the
use of estimates and assumptions regarding significant future events, such as the amount, timing and character of
deductions, permissible revenue recognition methods under
the tax law and the sources and character of income and tax
credits. Changes in tax laws, regulations, agreements and
treaties, foreign currency exchange restrictions or our level of
operations or profitability in each tax jurisdiction could have
an impact upon the amount of income taxes that we provide
during any given year.
Our tax filings for various periods are subjected to audit by
tax authorities in most jurisdictions where we conduct business. These audits may result in assessments of additional
taxes that are resolved with the authorities or through the
courts. We believe that these assessments may occasionally
be based on erroneous and even arbitrary interpretations of
local tax law. We have received tax assessments from various
tax authorities and are currently at varying stages of appeals
and/or litigation regarding these matters. We have provided
for the amounts we believe will ultimately result from these
proceedings. We believe we have substantial defenses to
the questions being raised and will pursue all legal remedies
should an unfavorable outcome result. However, resolution
of these matters involves uncertainties and there are no assurances that the outcomes will be favorable. We provide
for uncertain tax positions pursuant to FIN 48, Accounting
for Uncertainty in Income Taxes: an Interpretation of FASB
Statement No. 109.
New Accounting Standards (In Part)
In July 2006, the FASB issued FASB Interpretation No. 48,
Accounting for Uncertainty in Income Taxes—an interpretation of FASB Statement No. 109 (“FIN 48”). FIN 48 clarifies
the accounting for uncertainty in income taxes recognized
in an entity’s financial statements in accordance with SFAS
No. 109, Accounting for Income Taxes. It prescribes the minimum threshold a tax position is required to meet before being
recognized in the financial statements. FIN 48 also provides
guidance on derecognition, measurement, classification, interest and penalties, accounting in interim periods, disclosure and transition. We adopted FIN 48 on January 1, 2007
as required, and recorded a reduction to beginning retained
earnings of $64.2 million. See Note 6 for further information.
Note 6 (In Part): Income Taxes
In June 2006, the FASB issued FIN 48, Accounting for Uncertainty in Income Taxes—an interpretation of FASB Statement
No. 109 . FIN 48 addresses the determination of whether tax
benefits (e.g. tax deductions or credits) claimed or expected
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to be claimed on a tax return should be recorded in the financial statements as a reduction to income tax expense and related income tax liabilities. Under FIN 48, the tax benefit from
an uncertain tax position is to be recognized as a reduction
to income tax expense when it is more likely than not, based
on the technical merits of the position, that the position will
be sustained on examination by the taxing authorities including resolution of any related appeals or litigation processes.
Additionally, the amount of the tax benefit to be recognized is
the largest amount of tax benefit that has a greater than fifty
percent likelihood of being realized upon ultimate settlement
with the taxing authorities. FIN 48 also provides guidance
on derecognition, measurement, classification, interest and
penalties, accounting in interim periods, disclosure and transition. We adopted FIN 48 on January 1, 2007, pursuant to
which we recognized a $78.5 million increase in the gross
liability for unrecognized tax benefits which included $17.3
million of interest and penalties. As a result of the implementation of FIN 48, we recognized the following adjustments to
our accounts as of January 1, 2007.

Beginning retained earnings
Deferred tax assets
Non-current tax receivables
Tax liabilities

Increase (Decrease)
$(64.2)
(0.6)
14.9
78.5

As of January 1, 2007, we had $422.8 million of tax liabilities
for gross unrecognized tax benefits, which includes liabilities
for interest and penalties of $50.4 million and $18.1 million
respectively. If we were to prevail on all uncertain tax positions, the net effect would be a benefit to our effective tax
rate of approximately $339.2 million. The remaining approximately $83.6 million, which is recorded as a deferred tax
asset, represents tax benefits that would be received in different taxing jurisdictions in the event that we did not prevail
on all uncertain tax positions.
We have elected under FIN 48 to continue with our prior
policy to classify interest and penalties related to unrecognized tax benefits as income taxes in our financial statements. For the year ended December 31, 2007, we recognized $25.0 million of interest and penalties expense related
to unrecognized tax benefits in the consolidated statement
of operations.
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The following presents a rollforward of our unrecognized
tax benefits and associated interest and penalties included
in the balance sheet.
Gross
Unrecognized
Tax Benefits,
Excluding
Interest and
Penalties

Interest
and
Penalties

$354.3

$68.5

$422.8

2.8

21.1

23.9

20.1

5.3

25.4

(21.6)

(5.5)

(27.1)

7.8

4.1

11.9

$363.4

$93.5

$456.9

Balance at
January 1, 2007
Increase in prior year tax
positions
Increase in current year
tax positions
Decrease related to
settlements with taxing
authorities and lapse of
statute of limitations
Increase due to effects of
foreign currency
translation
Balance at
December 31, 2007

Jurisdiction
Argentina
Canada
Germany
Italy
Netherlands

ITT CORPORATION (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In millions)

Total Gross
Unrecognized
Tax Benefits

It is expected that the amount of unrecognized tax benefits will change in the next twelve months due to expiring
statutes, audit activity, tax payments, competent authority
proceedings related to transfer pricing, or final decisions in
matters that are the subject of litigation in various taxing jurisdictions in which we operate. At December 31, 2007, current taxes payable included approximately $105.5 million of
gross unrecognized tax benefits, which we expect to settle
within the next twelve months primarily as the result of audit
settlements or statute expirations in several taxing jurisdictions. The most significant uncertainties are due to possible
transfer pricing adjustments related to goods and services
provided across borders in various countries.
At December 31, 2007, approximately $351.4 million of
gross unrecognized tax benefits were included in the noncurrent portion of our income tax liabilities, for which the
settlement period cannot be determined; however, it is not
expected to be within the next twelve months.
We operate in over 90 countries and are subject to income
taxes in most taxing jurisdictions in which we operate. The
following table summarizes the earliest tax years that remain
subject to examination by the major taxing jurisdictions in
which we operate. These jurisdictions are those we project
to have the highest tax liability for 2007.
Earliest
Open Tax
Period
2002
1998
2003
1999
1998

1.57

Jurisdiction
Norway
Russia
Saudi Arabia
United Kingdom
United States

AICPA Accounting Trends & Techniques

Earliest
Open Tax
Period
1999
2005
1995
2003
2002

Note 1 (In Part): Summary of Significant Accounting Policies
Income Taxes (In Part)
ITT adopted the Financial Accounting Standards Board
(“FASB”) Interpretation No. 48, “Accounting for Uncertainty
in Income Taxes—an interpretation of FASB Statement
No. 109” (“FIN 48”), effective January 1, 2007 which effectively changed the accounting for uncertain tax positions and related disclosures. See Note 2, “New Accounting
Pronouncements,” and Note 7, “Income Taxes,” for further
details.
Note 2 (In Part): New Accounting Pronouncements
In June 2006, the FASB issued FIN 48. Under FIN 48, ITT
may recognize the tax benefit from an uncertain tax position
only if it is more likely than not that the tax position will be
sustained on examination by the taxing authorities, based on
the technical merits of the position. The tax benefits recognized in the financial statements from such a position should
be measured based on the largest benefit that has a greater
than 50% likelihood of being realized upon ultimate settlement. ITT adopted the provisions set forth by FIN 48 effective January 1, 2007. The total amount of unrecognized tax
benefits as of the date of adoption was $88.8. As a result of
the implementation of FIN 48, ITT recognized an increase in
liabilities of $26.1 for unrecognized tax benefits. See Note 7
“Income Taxes,” for further details related to ITT’s adoption.
Note 7 (In Part): Income Taxes
Uncertain Tax Positions
In June 2006, the FASB issued FIN 48. FIN 48 prescribes a
comprehensive model for how a company should measure,
recognize, present, and disclose in its financial statements
uncertain tax positions that the company has taken or expects to take on a tax return. FIN 48 applies to all tax positions
accounted for in the financial statements in accordance with
FASB Statement No. 109, “Accounting for Income Taxes,”
including positions taken in a previously filed tax return or
expected to be taken in a future return.
Under FIN 48, the company recognizes the tax benefits
from uncertain tax positions only if it is more likely than not
that the tax position will be sustained on examination by the
taxing authorities, based on the technical merits of the position. The tax benefits recognized in the financial statements
from such positions are measured based on the largest benefit that has a greater than 50% likelihood of being realized
upon ultimate settlement.
We adopted the provisions set forth by FIN 48 effective
January 1, 2007. The total amount of unrecognized tax benefits as of the date of adoption was $88.8. The total amount of
unrecognized tax benefits that, if recognized, would affect the
effective tax rate was $79.0. As a result of the implementation
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of FIN 48, we recognized an increase in liabilities of $26.1 for
unrecognized tax benefits. This increase is summarized as
follows:
Reduction in retained earnings(1)
Increase in deferred tax assets
Increase in goodwill
Increase in liabilities for unrecognized tax benefits
(1)

$17.4
6.7
2.0
$26.1

During the first quarter ended March 31, 2007, we recorded $11.3
as a cumulative effect adjustment to retained earnings. During the
second quarter ended June 30, 2007, we recorded a charge for
$6.1 to income tax expense.

A reconciliation of the beginning and ending amount of unrecognized tax benefits as of December 31, 2007 is as follows:

Balance at January 1, 2007
Additions based on tax positions related to the current year
Additions based on tax positions related to purchase
accounting
Additions for tax positions of prior years
Reductions for tax positions of prior years
Settlements
Balance at December 31, 2007

$ 88.8
11.2
9.7
45.3
(39.6)
(12.1)
$103.3

As of December 31, 2007, the total amount of unrecognized
tax benefits was $103.3. The amount of unrecognized tax
benefits that, if recognized, would affect the effective tax rate
is $42.8. However, if certain unrecognized tax benefits are realized after the adoption of FAS 141(R) an additional $10.2
would impact our effective tax rate. Prior to the adoption of
FAS 141(R), the adjustment to the FIN 48 reserve is recorded
as an increase to goodwill if an expense and, if a benefit, is
applied in general to reduce to zero any goodwill related to
the acquisition. Subsequent to the adoption of FAS 141(R)
(effective for ITT with its year beginning January 1, 2009) the
above rule will no longer apply and any expense or benefit
associated with realizing the unrecognized tax benefit will be
recorded as part of income tax expense. Included in the balance at December 31, 2007, are tax positions of $42.1, which
because of deferred tax accounting would not impact the annual effective tax rate, but could accelerate the payment of
cash to the taxing authority. In addition, tax positions of $8.2
attributable to discontinued operations would not impact the
annual effective tax rate.
We do not believe that the total amount of unrecognized
tax benefits will significantly change within 12 months of the
reporting date.
We classify interest relating to tax matters as a component of interest expense and tax penalties as a component
of income tax expense in our income statement. The total
amount of accrued interest and penalties as of the date of
adoption of FIN 48 was $34.9. During the years ended December 31, 2007, 2006 and 2005, we recognized $6.7, $1.8,
and $(16.2) in interest and penalties. We had $36.2 and $29.5
for the payment of interest and penalties accrued for as of
December 31, 2007 and 2006, respectively.
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In many cases, uncertain tax positions are related to tax
years that remain subject to examination by the relevant taxing authorities. The following table summarizes these open
tax years by major jurisdiction:

Jurisdiction
Austria
Canada
Germany
Italy
Netherlands
Sweden
United Kingdom
United States

Earliest
Open Year
2004
1999
1994
2003
2002
2001
2003
2004
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1.58

PRIDE INTERNATIONAL, INC. (DEC)
Consolidated Statements of Stockholders’ Equity

(In millions)
Balance, December 31, 2006
Comprehensive income
Net income
Foreign currency translation
Adjustment to initially apply FIN 48,
net of tax
SFAS No. 158 change in funded
status
Total comprehensive income
Exercise of stock options
Tax benefit on non-qualified stock
options
Reclassification of restricted stock
awards from liability to equity
Stock based compensation under
employee and director incentive
plans, net
Amortization of unearned stock
compensation
Balance, December 31, 2007

Common Stock
Shares
Amount
165.7
$1.7

Paid-In
Capital
$1,817.9

Treasury Stock
Shares
Amount
0.5
$(8.0)

Retained
Earnings
$ 819.0

Accumulated
Other
Comprehensive
Income (Loss)
$3.3

Total
Stockholders’
Equity
$2,633.9

2.6

784.3
2.6

784.3
(18.4)
1.7

1.7

4.3

27.6

770.2
27.6

7.2

7.2

5.0

5.0

765.9

1.8

—

5.4

0.1

(1.9)

167.5

$1.7

23.0
$1,886.1

0.6

$(9.9)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 8 (In Part): Income Taxes
Uncertain Tax Positions
We adopted the provisions of FASB Interpretation No. 48,
Accounting for Uncertainty in Income Taxes (“FIN 48”), on
January 1, 2007. As a result of the implementation of FIN
48, we recognized an increase of approximately $18.4 million in the liability for unrecognized tax benefits, which was
accounted for as a reduction to the January 1, 2007, balance
of retained earnings. As of December 31, 2007, we have approximately $44.4 million of unrecognized tax benefits that,
if recognized, would affect the effective tax rate.
We recognize interest and penalties related to uncertain tax
positions in income tax expense. As of December 31, 2007,
we have approximately $9.8 million of accrued interest and
penalties related to uncertain tax positions on the consolidated balance sheet. During 2007, we recorded interest and
penalties of $2.9 million through the consolidated statement
of operations.
For jurisdictions other than the United States, tax years
1995 through 2007 remain open to examination by the major taxing jurisdictions. With regard to the United States, tax
years 2004 through 2007 remain open to examination. The
2005 tax year is currently under examination by the Internal
Revenue Service.

AICPA Accounting Trends & Techniques

(18.4)

3.5

$1,584.9

$7.6

23.0
$3,470.4

The following table presents the reconciliation of the total
amounts of unrecognized tax benefits from January 1, 2007
to December 31, 2007:

Beginning balance, January 1, 2007
Increase related to prior period tax positions
Increase related to current period tax positions
Statute expirations
Settlements
Other(1)
Ending balance, December 31, 2007
(1)

$44.9
4.7
0.7
—
(0.5)
(5.4)
$44.4

Amount represents the liabilities decreased due to the sale of the
Latin America Land & E&P business.

From time to time, our periodic tax returns are subject to review and examination by various tax authorities within the
jurisdictions in which we operate. We are currently contesting several tax assessments and may contest future assessments where we believe the assessments are in error. We
cannot predict or provide assurance as to the ultimate outcome of existing or future tax assessments; however, we believe the ultimate resolution of outstanding tax assessments
will not have a material adverse effect on our consolidated
financial statements.
In 2006, we received tax assessments from the Mexican government related to our operations for the tax years
2002 and 2003. These assessments contest our right to
claim certain deductions in our tax returns for those years.
We anticipate that the Mexican government will make additional assessments contesting similar deductions for other
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tax years. While we intend to contest these assessments vigorously, we cannot predict or provide assurance as to the
ultimate outcome, which may take several years. However,
we do not believe that the ultimate outcome of these as-

sessments will have a material impact on our consolidated
financial statements. As required by local statutory requirements, we have provided standby letters of credit valued at
$45 million as of December 31, 2007, to contest these assessments.

1.59

UNITED TECHNOLOGIES CORPORATION (DEC)
Consolidated Statement of Changes in Shareowners’ Equity

(In millions)
December 31, 2006
Effect of changing pension plan measurement
date pursuant to SFAS No. 158, net of taxes
of $193
Adoption of FASB Interpretation No. 48
Opening balance at January 1, 2007, as
adjusted
Common stock issued under employee plans
(13.8 million shares), including tax benefit of
$130
Common stock contributed to defined benefit
pension plans (2.3 million shares)
Common stock repurchased (28.3 million shares)
Dividends on common stock ($1.17 per share)
Dividends on ESOP common stock ($1.17 per
share)
Non-shareowners’ changes in equity:
Net income
Foreign currency translation adjustments
Change in pension and post-retirement
benefit plans, net of income taxes of $419
Adjustment for sale of securities, net of
income taxes of $50
Unrealized cash flow hedging gain, net of
income taxes of $58
December 31, 2007

Common
Stock
$9,622

Treasury
Stock
$ (9,413)

Unearned
ESOP Shares
$(227)

(45)
(19)

NonShareowners’
Changes in
Equity for the
Period
$4,318

470

$ 9,622

$ (9,413)

$18,690

$(227)

863

13

(36)

13

87

63
(2,001)

$ (969)

$4,318

722

4,224
722

776

776

(84)

(84)

139
$ 584

139
$5,777

(1,080)
(47)
4,224

$10,572

$(11,338)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Accounting Principles
Income Taxes
In the ordinary course of business there is inherent uncertainty in quantifying our income tax positions. We assess
our income tax positions and record tax benefits for all years
subject to examination based upon management’s evaluation of the facts, circumstances, and information available at
the reporting dates. For those tax positions where it is morelikely-than-not that a tax benefit will be sustained, we have
recorded the largest amount of tax benefit with a greater
than 50% likelihood of being realized upon ultimate settlement with a taxing authority that has full knowledge of all
relevant information. For those income tax positions where
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Retained
Earnings
$18,754

Accumulated
Other NonShareowners’
Changes in
Equity
$(1,439)

$21,751

$(214)

it is not more-likely-than-not that a tax benefit will be sustained, no tax benefit has been recognized in the financial
statements. Where applicable, associated interest has also
been recognized.
We adopted the provisions of Financial Accounting Standards Board (FASB) Interpretation No. 48, “Accounting for
Uncertainty in Income Taxes,” (FIN 48) on January 1, 2007.
As a result of this adoption, we recognized a charge of
approximately $19 million to the January 1, 2007 retained
earnings balance. We recognize interest accrued related to
unrecognized tax benefits in interest expense. Penalties, if
incurred, would be recognized as a component of income
tax expense.
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Note 9 (In Part): Taxes on Income

Included in the balance at December 31, 2007, are $63 million of tax positions whose tax characterization is highly certain but for which there is uncertainty about the timing of tax
return inclusion. Because of the impact of deferred tax accounting, other than interest and penalties, the timing would
not impact the annual effective tax rate but could accelerate the payment of cash to the taxing authority to an earlier
period.
We conduct business globally and, as a result, UTC or one
or more of our subsidiaries file income tax returns in the U.S.
federal jurisdiction and various state and foreign jurisdictions.
In the normal course of business, we are subject to examination by taxing authorities throughout the world, including
such major jurisdictions as Australia, Canada, China, France,
Germany, Hong Kong, Italy, Japan, Korea, Singapore, Spain,
the United Kingdom and the United States. With few exceptions, we are no longer subject to U.S. federal, state and
local, or non-U.S. income tax examinations for years before
1998.
It is reasonably possible that a reduction in a range of $25
million to $75 million of unrecognized tax benefits may occur within 12 months as a result of projected resolutions of
worldwide tax disputes.

As disclosed in Note 1, we adopted the provisions of FIN 48
as of January 1, 2007. At December 31, 2007, we had gross
tax-affected unrecognized tax benefits of $798 million of
which $613 million, if recognized, would impact the effective
tax rate. During the years ended December 31, 2007, 2006,
and 2005, we recorded interest related to unrecognized tax
benefits of approximately $56 million, $38 million, and $25
million, respectively. Total accrued interest at December 31,
2007 and 2006 was approximately $174 million and $142
million, respectively. A reconciliation of the beginning and
ending amount of unrecognized tax benefits is as follows:
(In millions)
Balance as of January 1, 2007
Additions for tax positions related to the current year
Additions for tax positions of prior years
Reductions for tax positions of prior years
Settlements
Balance as of December 31, 2007

$ 815
78
93
(48)
(140)
$ 798

Defined Benefit Pension and Postretirement Plans
1.60

ADC TELECOMMUNICATIONS, INC. (OCT)
Consolidated Statements of Shareowners’ Investment

Shares
117.2
—

Amount
$23.5
—

Paid-In
Capital
$1,417.4
—

Accumulated
Deficit
$(557.2)
106.3

Deferred
Compensation
$—
—

Accumulated
Other
Comprehensive
Income (Loss)
$(10.2)
—

—

—

—

—

—

7.8

7.8

—

—

—

—

—

4.9

—
0.4
—
117.6

—
—
—
$23.5

—
4.4
10.5
$1,432.3

—
—
—
$(450.9)

—
—
—
$—

0.2
—
—
$ 2.7

4.9
119.0
0.2
4.4
10.5
$1,007.6

Common Stock
(In millions)
Balance, October 31, 2006
Net income
Other comprehensive income, net of tax:
Translation gain, net of taxes of $0.0
Minimum pension liability adjustment, net
of taxes of $0.0
Total comprehensive income
Adoption of SFAS 158
Exercise of common stock options
Share-based compensation expense
Balance, October 31, 2007

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 11 (In Part): Employee Benefit Plans
On October 31, 2007, we adopted SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans, an amendment of FASB Statements
No. 87, 88, 106 and 132(R)”, (“SFAS 158”) which requires
that we recognize the funded status of our defined benefit
and other postretirement benefit plans in our balance sheet,

AICPA Accounting Trends & Techniques

Total
$ 873.5
106.3

with changes in the funded status recognized through comprehensive income, net of tax, in the year in which they occur.
The requirement to measure plan assets and benefit obligations as of the date of the fiscal year-end balance sheet is
consistent with our current accounting treatment. Additional
minimum pension liabilities and related intangible assets are
no longer recognized according to SFAS 158. The provisions
of SFAS 158 require prospective application; thus, prior periods presented are not retroactively adjusted.

•

•

•

•

•

•
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The following table details the incremental impact of adopting
SFAS 158 as of October 31, 2007:

(In millions)
Liability for pension
benefits
Total liabilities
Accumulated other
comprehensive
income (loss), net of
tax
Total shareowners’
investment

Before
Application
of SFAS
158

Adjustments

After
Application of
SFAS 158

$ 71.5
$ 757.4

$(0.2)
$(0.2)

$ 71.3
$ 757.2

$

2.5

$ 0.2

$

$1,007.4

$ 0.2

$1,007.6

2.7

There was an unrecognized net actuarial loss of $0.2 million
that had not previously been recognized in net periodic benefit cost and is included in accumulated other comprehensive
income for the year ended October 31, 2007 as a result of
implementing SFAS 158.

1.61

VF CORPORATION (DEC)
Consolidated Statements of Common Stockholders’ Equity

(In thousands)
Balance, December 2005
Net income
Cash dividends:
Common stock
Series B redeemable preferred stock
Conversion of preferred stock
Purchase of treasury stock
Stock compensation plans, net
Common stock held in trust for deferred compensation plans
Foreign currency translation
Minimum pension liability adjustment
Change in accounting policy (Note A)
Derivative financial instruments
Unrealized losses on marketable securities
Balance, December 2006
Net income
Common stock dividends
Purchase of treasury stock
Stock compensation plans, net
Common stock held in trust for deferred compensation plans
Foreign currency translation
Defined benefit pension plans
Changes in accounting policies (Note A)
Derivative financial instruments
Unrealized losses on marketable securities
Balance, December 2007
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Common Stock
$110,108
—

Additional Paid-In
Capital
$1,277,486
—

—
—
1,209
(2,000)
2,860
8

—
—
—
—
192,278
—

—

—

—
—
112,185
—
—
(4,116)
1,752
(23)
—
—
—
—
—
$109,798

—
—
1,469,764
—
—
—
149,556
—
—
—
—
—
—
$1,619,320

Accumulated Other
Comprehensive
Income (Loss)
$(164,802)
—
—
—
—
—
—
38,662
65,884
(55,468)
(4,848)
(3,080)
(123,652)
—
—
—
—
—
129,958
46,262
22,539
(10,867)
(2,745)
$ 61,495

Retained
Earnings
$1,585,421
533,516
(215,883)
(646)
22,117
(116,582)
(1,228)
160
—
—
—
1,806,875
591,621
(246,634)
(345,884)
(11,641)
(2,036)
—
—
(6,085)
—
—
$1,786,216
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note A (In Part): Significant Accounting Policies
Changes in Accounting Policies (In Part)
Defined Benefit Pension Plans
In September 2006, the Financial Accounting Standards
Board (“FASB”) issued FASB Statement No. 158, Employers’
Accounting for Defined Benefit Pension and Other Postretirement Plans (“Statement 158”). Statement 158, effective for
December 2006, required that (i) the funded status of a defined benefit plan, measured as the difference between the
fair value of plan assets and projected benefit obligations,
be recorded in the balance sheet and (ii) gains and losses
for differences between actuarial assumptions and actual results, and unrecognized prior service costs, be recorded as a
component of Accumulated Other Comprehensive Income.
Accordingly, VF recorded a charge of $55.5 million (net of income taxes of $34.5 million) to Accumulated Other Compre-

hensive Income (Loss) effective at the end of 2006. Statement
158 did not change the measurement of plan assets and benefit obligations or the measurement of benefit expense in the
statement of income.
Further, Statement 158 required VF to change its September measurement date for valuation of plan assets and projected benefit obligations to its December fiscal year-end
date before the end of 2008. VF elected for 2007 to change
its plans’ measurement date to December and accordingly
recorded, effective at the beginning of 2007, (i) a charge of
$3.8 million (net of income taxes of $2.4 million) to Retained
Earnings for pension expense for the period October to December 2006 and (ii) a credit of $22.5 million (net of income
taxes of $14.0 million) to Accumulated Other Comprehensive
Income (Loss) for the changes in plan assets and projected
benefit obligations for that period. See Note N for the effect on the pension plans’ assets and projected benefit obligations of the change in measurement date from September 2006 to December 2006.
Note N (In Part): Retirement and Savings Benefit Plans
The following provides a reconciliation of the changes in fair
value of the pension plans’ assets and projected benefit obligations, and the plans’ funded status, based on a December 31 measurement date in 2007 and a September 30 measurement date in 2006:

(In thousands)
Fair value of plan assets, beginning of year
Effect of eliminating early measurement date (Note A)
Actual return on plan assets
VF contributions
Benefits paid
Fair value of plan assets, end of year
Projected benefit obligations, beginning of year
Effect of eliminating early measurement date (Note A)
Service cost
Interest cost
Partial plan curtailment
Actuarial gain
Benefits paid
Projected benefit obligations, end of year
Funded status, end of year
Amounts included in Consolidated Balance Sheets:
Noncurrent assets
Current liabilities
Noncurrent liabilities
Accumulated other comprehensive (income) loss:
Deferred actuarial loss
Deferred prior service cost

2007
$ 973,733
49,823
90,875
6,019
(53,470)
1,066,980
1,120,523
19,376
21,701
67,653
—
(58,735)
(53,470)
1,117,048
$ (50,068)

2006
$ 847,498
—
91,689
78,270
(43,724)
973,733
1,156,984
—
22,027
66,301
(26,617)
(54,448)
(43,724)
1,120,523
$ (146,790)

$

27,441
(3,152)
(74,357)

$

87,242
16,509
53,683

195,310
20,070
$ 68,590

$

AICPA Accounting Trends & Techniques

—
(3,000)
(143,790)
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Stock-Based Compensation
1.62

XILINX, INC. (MAR)
Consolidated Statements of Stockholders’ Equity
Common Stock
Outstanding
(In thousands)
Balance at April 1, 2006
Components of comprehensive
income:
Net income
Change in net unrealized loss on
available-for-sale securities,
net of tax benefit of $8,267
Change in net unrealized loss on
hedging transactions, net of
taxes
Cumulative translation
adjustment
Total comprehensive income
Issuance of common shares under
employee stock plans
Repurchase and retirement of
common stock
Stock-based compensation
expense
Stock-based compensation
capitalized in inventory
Stock-based compensation related
to prior years
Cash dividends declared ($0.36 per
common share)
Tax benefit from exercise of stock
options
Balance at March 31, 2007

Total
Stockholders’
Equity
$ 2,728,885

Shares
342,618

Amount
$3,426

—

—

—

350,672

—

—

350,672

—

—

—

—

—

(13,520)

(13,520)

—

—

—

—

—

(105)

(105)

—

—

—

—

—

1,417

1,417

Retained
Earnings
$1,334,530

338,464
8,505

85

125,712

—

—

—

125,797

(55,221)

(552)

(781,371)

(648,077)

—

—

(1,430,000)

—

—

90,292

—

—

—

90,292

—

—

2,161

—

—

—

2,161

—

—

2,209

—

—

—

2,209

—

—

—

(120,833)

—

—

(120,833)

—
295,902

—
$2,959

35,765
$ 849,888

—
$ 916,292

—
$—

—
$ 3,601

35,765
$ 1,772,740

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 2 (In Part): Summary of Significant Accounting Policies
Stock-Based Compensation
Effective April 2, 2006, the Company adopted the provisions of SFAS No. 123 (revised 2004), “Share-Based Payment” (SFAS 123(R)). SFAS 123(R) requires employee equity awards to be accounted for under the fair value method.
Accordingly, stock-based compensation is measured at the
grant date, based on the fair value of the award. Prior to
the adoption of SFAS 123(R), the Company accounted for
stock-based compensation under APB 25 and related interpretations, using the intrinsic value method and provided the
required pro forma disclosures in accordance with SFAS No.
123 as amended by SFAS No. 148 “Accounting for StockBased Compensation-Transition and Disclosure” (SFAS 148).
The exercise price of employee stock options is equal to the
market price of Xilinx common stock (defined as the closing
trading price reported by The NASDAQ Global Select Market) on the date of grant. Additionally, Xilinx’s employee stock

ATT-SEC 1.62

Treasury
Stock
$—

Accumulated
Other
Comprehensive
Income (Loss)
$ 15,809

Additional
Paid-In
Capital
$1,375,120

purchase plan is deemed a compensatory plan under SFAS
123(R). Accordingly, the employee stock purchase plan is
included in the computation of stock-based compensation
expense.
The Company applies SFAS 123(R) using the modifiedprospective method and consequently has not retroactively adjusted results for prior periods. Under the modifiedprospective method, the compensation cost recognized by
the Company beginning in fiscal 2007 includes (a) compensation cost for all stock-based awards granted prior to, but
not yet vested as of April 1, 2006, based on the grant-date
fair value estimated in accordance with the original provisions
of SFAS 123, and (b) compensation cost for all stock-based
awards granted subsequent to April 1, 2006, based on the
grant-date fair value estimated in accordance with the provisions of SFAS 123(R). The Company uses the straight-line
attribution method to recognize stock-based compensation
costs over the requisite service period of the award for stockbased awards granted after April 1, 2006. For stock-based
awards granted prior to April 2, 2006, the Company continues to use the accelerated amortization method consistent
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with the amounts disclosed in the pro forma disclosure as
prescribed by SFAS 123. Upon exercise, cancellation or expiration of stock options, deferred tax assets for options with
multiple vesting dates are eliminated for each vesting period
on a first-in, first-out basis as if each award had a separate
vesting period. To calculate the excess tax benefits available
for use in offsetting future tax shortfalls as of the date of
implementation, the Company followed the alternative transition method discussed in FSP 123(R)-3.
Note 3 (In Part): Stock-Based Compensation
Adoption of SFAS 123(R)
Effective April 2, 2006, the Company adopted SFAS 123(R).
SFAS 123(R) requires the Company to measure the cost of
all employee stock-based compensation awards that are expected to be exercised based on the grant-date fair value
of those awards and to record that cost as compensation
expense over the period during which the employee is required to perform service in exchange for the award (generally over the vesting period of the award). SFAS 123(R) addresses all forms of stock-based payment awards, including
shares issued under employee stock purchase plans, stock
options, restricted stock and stock appreciation rights. In addition, the Company is required to record compensation expense (as previous awards continue to vest) for the unvested
portion of previously granted awards that remain outstanding at the date of adoption. The Company implemented the
standard using the modified-prospective method and consequently has not retroactively adjusted results for prior periods. The Company previously accounted for stock-based
compensation under APB 25 and related interpretations, using the intrinsic value method and, as such, generally recognized no compensation cost for employee stock options.
Prior to adopting SFAS 123(R), the Company presented all
tax benefits resulting from the exercise of stock options as
operating cash flows in its statements of cash flows. SFAS
123(R) requires cash flows resulting from excess tax benefits
to be classified as a part of cash flows from financing activities. Excess tax benefits are realized tax benefits from tax
deductions for exercised options in excess of the deferred
tax asset attributable to stock compensation costs for such
options. In addition, the Company provided the required pro
forma disclosures related to its stock plans prescribed by
SFAS 123 as amended by SFAS No. 148.
Under the modified-prospective method of adoption for
SFAS 123(R), the compensation cost recognized by the Company beginning in fiscal 2007 includes (a) compensation cost
for all stock-based awards granted prior to, but not yet vested
as of April 1, 2006, based on the grant-date fair value estimated in accordance with the original provisions of SFAS
123, and (b) compensation cost for all stock-based awards
granted subsequent to April 1, 2006, based on the grantdate fair value estimated in accordance with the provisions
of SFAS 123(R). The Company uses the straight-line attribution method to recognize stock-based compensation costs
over the requisite service period of the award for stock-based
awards granted after April 1, 2006. For stock-based awards
granted prior to April 2, 2006, the Company continues to
use the accelerated amortization method consistent with the
amounts disclosed in the pro forma disclosure as prescribed
by SFAS 123. Upon exercise, cancellation or expiration of
stock options, deferred tax assets for options with multiple
vesting dates are eliminated for each vesting period on a
first-in, first-out basis as if each award had a separate vest-

AICPA Accounting Trends & Techniques

ing period. To calculate the excess tax benefits available for
use in offsetting future tax shortfalls as of the date of implementation, the Company followed the alternative transition
method discussed in FSP 123(R)-3.
Options currently granted by the Company generally expire
ten years from the grant date. Options granted to existing and
newly hired employees generally vest over a four-year period
from the date of grant.
Stock-based compensation recognized in fiscal 2007 as a
result of the adoption of SFAS 123(R) as well as pro forma disclosures according to the original provisions of SFAS 123 for
periods prior to the adoption of SFAS 123(R) use the BlackScholes option pricing model for estimating fair value of options granted under the Company’s stock option plans and
rights to acquire stock granted under the Employee Stock
Purchase Plan.
The following table summarizes the effects of stock-based
compensation resulting from the application of SFAS 123(R)
to options granted under the Company’s stock option plans
and rights to acquire stock granted under the Employee
Stock Purchase Plan:
(In thousands, except per share amounts)
Stock-based compensation included in:
Cost of revenues
Research and development
Selling, general and administrative
Stock-based compensation related to
prior years
Stock-based compensation effect on
income before taxes
Income tax effect
Net stock-based compensation effect on
net income
Stock-based compensation effect on
basic net income per common share
Stock-based compensation effect on
diluted net income per common share
Stock-based compensation effect on
cash flows from operations
Stock-based compensation effect on
cash flows from financing activities

2007

2006

2005

$ 10,345
41,610
38,337

$—
—
—

$—
—
—

2,209

—

—

92,501
(26,876)

—
—

—
—

$ 65,625

$—

$—

$

0.19

$—

$—

$

0.19

$—

$—

$(27,413)

$—

$—

$ 27,413

$—

$—

In accordance with SFAS 123(R), the Company adjusts
stock-based compensation on a quarterly basis for changes
to the estimate of expected equity award forfeitures based
on actual forfeiture experience. The effect of adjusting the
forfeiture rate for all expense amortization after April 1,
2006 is recognized in the period the forfeiture estimate is
changed. The effect of forfeiture adjustments in fiscal 2007
was insignificant.
The amount that the Company would have capitalized to
inventory as of April 1, 2006, if it had applied the provisions of
SFAS 123(R) retrospectively, was $4.5 million. Under the provisions of SFAS 123(R), this $4.5 million has been recorded as
a credit to additional paid-in-capital. The total stock-based
compensation released from the inventory capitalization during fiscal 2007 was $2.3 million, which resulted in an ending
inventory balance of $2.2 million related to stock-based compensation at March 31, 2007. During fiscal 2007, the tax benefit realized for the tax deduction from option exercises and
other awards totaled $35.8 million. As of March 31, 2007,
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total unrecognized stock-based compensation costs related
to stock options and Employee Stock Purchase Plan was
$93.4 million and $19.0 million, respectively. The total unrecognized stock-based compensation cost for stock options
and Employee Stock Purchase Plan is expected to be recognized over a weighted-average period of 2.6 years and 0.9
years, respectively.
Prior to the adoption of SFAS 123(R), the Company
adopted the disclosure-only alternative allowed under SFAS
123, as amended by SFAS 148. Stock-based compensation
expense recognized under SFAS 123(R) was not reflected in
the Company’s results of operations for fiscal 2006 or 2005
for stock option awards as all options were granted with an
exercise price equal to the market value of the underlying
common stock on the date of grant. In addition, the Employee
Stock Purchase Plan was deemed non-compensatory under
the provisions of APB 25. Forfeitures of awards were recognized as they occurred for the period prior to the adoption.
Pro forma information required under SFAS 123 for periods prior to fiscal 2007 as if the Company had applied the

Expected life of options (years)
Expected stock price volatility
Risk-free interest rate
Dividend yield

2007
6.3 to 6.4
0.31 to 0.39
4.4% to 5.2%
1.4% to 1.6%

Stock Options
2006
4.8 to 5.0
0.29 to 0.36
3.7% to 4.8%
1.0% to 1.1%

fair value recognition provisions of SFAS 123 to stock-based
compensation, was as follows:
(In thousands, except per share amounts)
Net income as reported
Deduct: Stock-based employee
compensation expense determined
under fair value method for all awards,
net of tax
Pro forma net income
Net income per common share:
Basic-as reported
Basic-pro forma
Diluted-as reported
Diluted-pro forma

2006
$354,149

2005
$ 312,723

(82,956)
$271,193

(119,237)
$ 193,486

$
$
$
$

$
$
$
$

1.01
0.78
1.00
0.76

0.90
0.56
0.87
0.54

The fair values of stock options and stock purchase plan
rights under the Company’s stock option plans and Employee Stock Purchase Plan were estimated as of the grant
date using the Black-Scholes option-pricing model. In the
first quarter of fiscal 2006, the Company modified its volatility assumption to use implied volatility for options granted.
Previously, the Company used only historical volatility in deriving its volatility assumption. Management determined that
implied volatility is more reflective of market conditions and a
better indicator of expected volatility than historical volatility.
The expected life of options granted is based on the historical
exercise activity as well as the expected disposition of all options outstanding. Calculated under SFAS 123(R) (SFAS 123
for fiscal 2006 and 2005), the per share weighted-average
fair values of stock options granted during fiscal 2007, 2006
and 2005 were $9.02, $7.99 and $16.68, respectively. The
per share weighted-average fair values of stock purchase
rights granted under the Employee Stock Purchase Plan during fiscal 2007, 2006 and 2005 were $6.51, $7.89 and $12.59,
respectively. The fair value of stock options and stock purchase plan rights granted in fiscal 2007, 2006 and 2005 were
estimated at the date of grant using the following weighted
average assumptions:

2005
4.7
0.66
3.6%
0.7%

Employee Stock Purchase Plan
2007
2006
2005
0.5 to 2.0
0.5 to 2.0
0.5 to 2.0
0.27 to 0.38
0.27 to 0.46
0.36 to 0.51
3.6% to 5.2%
1.9% to 4.6%
1.0% to 2.7%
1.4% to 1.8%
1.2% to 1.4%
0.6% to 0.7%

Options outstanding that have vested and are expected to
vest in future periods as of March 31, 2007 are as follows:

(Shares and intrinsic value in thousands)
Vested (i.e., exercisable)
Expected to vest
Total vested and expected to vest
Total outstanding
(1)

Number of
Shares
41,803
13,230
55,033

Weighted-Average
Exercise Price per
Share
$32.68
$26.64
$31.23

Weighted-Average
Remaining
Contractual Term
(Years)
4.60
8.61
5.56

Aggregate
Intrinsic
Value(1)
$110,381
16,602
$126,983

55,942

$31.13

5.62

$128,369

These amounts represent the difference between the exercise price and $25.73, the closing price per share of Xilinx’s stock on March 30,
2007, for all in-the-money options outstanding.
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Options outstanding that are expected to vest are net of estimated future option forfeitures in accordance with the provisions of SFAS 123(R), which are estimated when compensation costs are recognized. Options with a fair value of $103.2
million completed vesting during fiscal 2007.

Prior Period Financial Statement Misstatements
1.63

DATASCOPE CORP. (JUN)
Consolidated Statements of Stockholders’ Equity

Common Stock
(In thousands)
Balance, June 30, 2006
Net earnings
Minimum pension liability
adjustments, net of tax of
($1,164)
Foreign currency translation
Unrealized gain on
available-for-sale securities,
net of tax of ($47)

Shares
18,721

Par Value
$187

Additional
Paid-In
Capital
$103,728

Treasury Stock
Shares
(3,465)

Cost
$(105,319)

Retained
Earnings
$299,255
17,465

Accumulated
Other
Comprehensive
Loss
$(4,113)

1,686
2,127
90

Total comprehensive income
Cumulative effect of SFAS No.
158 adoption, net of tax of
$3,618
Cumulative effect of SAB No.
108 adoption
Common stock transactions
Restricted stock awards
Stock-based compensation
Tax benefit relating to
stock-based awards
Cancellation of restricted stock
awards
Common stock repurchased
Cash dividends declared on
common stock ($1.37 per
share)
Balance, June 30, 2007

Total
$293,738
17,465
1,686
2,127
90
21,368

(5,076)

(5,076)

1,072

695

—
4,663
—
695

300

300

(1,072)
156
4

2

4,661

(14)

18,867

$189

$109,384

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands)
1 (In Part): Summary of Significant Accounting Policies
Recently Adopted Accounting Pronouncement (In Part)
During the fourth quarter of fiscal 2007, we adopted the provisions of the Securities and Exchange Commission’s Staff
Accounting Bulletin (“SAB”) No. 108, Considering the Effects
of Prior Year Misstatements when Quantifying Misstatements
in Current Year Financial Statements. SAB 108 requires registrants to use both a balance sheet approach and an income
statement approach when quantifying and evaluating the

AICPA Accounting Trends & Techniques

(56)

(1,718)

(3,521)

$(107,037)

—
(1,718)
(20,883)
$294,765

$(4,214)

(20,883)
$293,087

materiality of a misstatement and to adjust the financial statements if either approach results in quantifying a misstatement that is material. SAB 108 also contains guidance on
correcting errors under the dual approach and provides transition guidance for correcting errors existing in prior years.
If prior year errors that had been previously considered immaterial (based on the appropriate use of the registrant’s
prior approach) now are considered material based on the
approach in SAB 108, the registrant need not restate prior
period financial statements. During the second quarter we
identified a prior year misstatement that we considered to
be immaterial under our current approach for evaluating the
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materiality of a misstatement. However, upon adoption of
SAB 108 this misstatement was considered material to the
financial statements and was corrected upon adoption during the fourth quarter through a cumulative effect adjustment
impacting beginning retained earnings and cumulative translation adjustments as of the beginning of fiscal 2007. The
misstatement relates to a cumulative translation adjustment
of approximately $1.1 million that was not written-off in fiscal 2002 when a European subsidiary was closed as part of
a restructuring. This adjustment did not have an impact on
total consolidated stockholders’ equity.

Inventories
1.64

AVERY DENNISON CORPORATION (DEC)
Consolidated Statement of Shareholders’ Equity

(Dollars in millions, except per share
amounts)
Fiscal year ended 2004, as
previously stated
Impact of adopting change in
accounting for inventory
Fiscal year ended 2004, as restated
Comprehensive income:
Net income
Other comprehensive income:
Foreign currency translation
adjustment
Minimum pension liability
adjustment, net of tax of $2.2
Effective portion of gains or
losses on cash flow hedges,
net of tax of $(3.1)
Other comprehensive income
Total comprehensive
income
Repurchase of 693,005 shares for
treasury, net of shares issued
Stock issued under option plans,
including $18.8 of tax and
dividends paid on stock held in
stock trusts
Dividends: $1.53 per share
ESOP transactions, net
Employee stock benefit trusts market
value adjustment
Fiscal year ended 2005

Retained
Earnings

Cost of
Unallocated
ESOP
Shares

Employee
Stock
Benefit
Trusts

$766.1

$1,887.6

$(9.7)

766.1

9.3
1,896.9

(9.7)

Common
Stock, $1
Par Value

Capital in
Excess of
Par Value

$124.1

124.1

Treasury
Stock

Accumulated
Other
Comprehensive
Income (Loss)

Total

$(619.1)

$(597.6)

$ (2.7)

$1,548.7

(619.1)

(597.6)

(2.7)

9.3
1,558.0

226.8

226.8
(90.6)

(90.6)

(9)

(9)

5.1
(86.4)

5.1
(86.4)
140.4

(40.6)

11.3

(40.6)

19.2

30.5
(168.7)
2.0

(168.7)
2.0

$124.1

(47.9)
$729.5

$1,955.0

$(7.7)

47.9
$(552.0)

$(638.2)

$(89.1)

—
$1,521.6
(continued)

ATT-SEC 1.64

P1: JyD
ACPA050-01(iib)

AICPA

AICPA-xml-v1.cls

October 6, 2008

11:55

65

Section 1: General

(Dollars in millions, except per share
amounts)
Fiscal year ended 2005

Common
Stock, $1
Par Value
$124.1

Capital in
Excess of
Par Value
$729.5

Comprehensive income:
Net income
Other comprehensive income:
Foreign currency translation
adjustment
Effective portion of gains or
losses on cash flow hedges,
net of tax of $1.8
Minimum pension liability
adjustment, net of tax
of $.6
Other comprehensive income
Total comprehensive
income
Adjustment to initially adopt SFAS
No. 158:
Adjustment to minimum pension
liability to initially apply SFAS
No. 158, net of tax of $(59.2)
Net actuarial loss, prior service
cost and net transition obligation,
net of tax of $62.2
Effects of changing pension plan
measurement date pursuant to
SFAS No. 158:
Service cost, interest cost, and
expected return on plan assets
for December 1–December 30,
2006, net of tax
Amortization of prior service cost
for December 1–December 30,
2006, net of tax
Repurchase of 2,524,194 shares for
treasury, net of shares issued
Stock issued under option plans,
including $22.7 of tax and
dividends paid on stock held in
stock trusts
Dividends: $1.57 per share
ESOP transactions, net
Employee stock benefit trusts market
value adjustment
Fiscal year ended 2006

Retained
Earnings
$1,955.0

Cost of
Unallocated
ESOP
Shares
$(7.7)

Employee
Stock
Benefit
Trusts
$(552.0)

Treasury
Stock
$(638.2)

Accumulated
Other
Comprehensive
Income (Loss)
$(89.1)

373.2

Total
$1,521.6
373.2

101.0

101.0

(3.1)

(3.1)

(2.2)

(2.2)

95.7

95.7
468.9

114.0

114.0

(170.8)

(170.8)

(.8)

(.8)
.1
(168.5)

30.4

(168.5)

71.1

101.5
(171.8)
2.0

(171.8)
2.0

$124.1

121.6
$881.5

$2,155.6

$(5.7)

(121.6)
$(602.5)

.1

$(806.7)

$(50.1)

—
$1,696.2
(continued)
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(Dollars in millions, except per share
amounts)
Fiscal year ended 2006
Comprehensive income:
Net income
Other comprehensive income:
Foreign currency translation
adjustment
Effective portion of gains or
losses on cash flow hedges,
net of tax of $(.1)
Amortization of net actuarial
loss, prior service cost and net
transition asset, net of tax of
$(10)
Other comprehensive income
Total comprehensive
income
Effects of adopting FIN 48
Repurchase of 758,781 shares for
treasury, net of shares issued
Stock issued under option plans,
including $19.3 of tax and
dividends paid on stock held in
stock trusts
Dividends: $1.61 per share
ESOP transactions, net
Employee stock benefit trusts market
value adjustment
Fiscal year ended 2007

11:55
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Common
Stock, $1
Par Value
$124.1

Capital in
Excess of
Par Value
$881.5

Retained
Earnings
$2,155.6

Cost of
Unallocated
ESOP
Shares
$(5.7)

Employee
Stock
Benefit
Trusts
$(602.5)

Treasury
Stock
$(806.7)

Accumulated
Other
Comprehensive
Income (Loss)
$(50.1)

303.5

303.5
105.5

105.5

.2

.2

29.2
134.9

29.2
134.9
438.4
2.9

2.9
(51.5)

19.3

(51.5)

54.0

73.3
(171.8)
1.9

(171.8)
1.9

$124.1

(119.7)
$ 781.1

$2,290.2

Total
$1,696.2

$(3.8)

(119.7)
$(428.8)

$(858.2)

$ 84.8

—
$1,989.4

Certain prior year amounts have been restated to reflect the change in method of accounting for inventory from LIFO to FIFO for certain
businesses operating in the U.S.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Financial Presentation (In Part)
Change in Accounting Method
Beginning in the fourth quarter of 2007, the Company
changed its method of accounting for inventories for the
Company’s U.S. operations from a combination of the use of
the first-in, first-out (“FIFO”) and the last-in, first-out (“LIFO”)
methods to the FIFO method. The inventories for the Company’s international operations continue to be valued using the FIFO method. The Company believes the change
is preferable as the FIFO method better reflects the current
value of inventories on the Consolidated Balance Sheet; provides better matching of revenue and expense in the Consolidated Statement of Income; provides uniformity across
the Company’s operations with respect to the method for inventory accounting; and enhances comparability with peers.
Furthermore, this application of the FIFO method will be consistent with the Company’s accounting of inventories for U.S.
income tax purposes.
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The change in accounting method from LIFO to FIFO
method was completed in accordance with Statement of
Financial Accounting Standards (“SFAS”) No. 154, “Accounting Changes and Error Corrections.” The Company applied
the change in accounting principle by retrospectively restating prior years’ financial statements. The benefit to operating
income from continuing operations for the years ended December 30, 2006 and December 31, 2005 was $9.6 million
and $.7 million, respectively. There was no impact to discontinued operations.
If the Company had not changed its policy for accounting
for inventory, pre-tax income would have been lower by $1.1
million for the year ended December 29, 2007.
The effect of the change on previously reported consolidated operating results for the year ended December 30,
2006 was as follows:
(In millions)
Assets
Inventories, net
Current deferred and refundable income taxes
Liabilities and shareholders’ equity
Non-current deferred and payable income taxes
Retained earnings

As Previously Reported

Effect of Change

As Restated

$ 471.8
95.2

$25.1
6.2

$ 496.9
101.4

$

$15.6
15.7

$

78.5
2,139.9

94.1
2,155.6

Fair Value Measurements
1.65

DEVON ENERGY CORPORATION (DEC)
Consolidated Statements of Operations
(In millions)
Revenues:
Oil sales
Gas sales
NGL sales
Marketing and midstream revenues
Total revenues
Expenses and other income, net:
Lease operating expenses
Production taxes
Marketing and midstream operating costs and expenses
Depreciation, depletion and amortization of oil and gas properties
Depreciation and amortization of non-oil and gas properties
Accretion of asset retirement obligation
General and administrative expenses
Interest expense
Change in fair value of financial instruments
Reduction of carrying value of oil and gas properties
Other income, net
Total expenses and other income, net
Earnings from continuing operations before income tax expense

AICPA Accounting Trends & Techniques

2007

2006

2005

$ 3,493
5,163
970
1,736
11,362

$2,434
4,912
749
1,672
9,767

$ 1,794
5,761
680
1,792
10,027

1,828
340
1,227
2,655
203
74
513
430
(34)
—
(98)
7,138
$ 4,224

1,425
341
1,236
2,058
173
47
397
421
178
36
(115)
6,197
$3,570

1,244
335
1,342
1,767
157
42
291
533
94
42
(198)
5,649
$ 4,378
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Consolidated Statements of Stockholders’ Equity

(In millions)
Balance as of December 31, 2006
Net earnings
Other comprehensive income
Adoption of FASB Statement No. 159
Adoption of FASB Interpretation
No. 48
Adoption of FASB Statement No. 158
Stock option exercises
Restricted stock grants, net of
cancellations
Common stock repurchased
Common stock retired
Common stock dividends
Preferred stock dividends
Share-based compensation
Excess tax benefits on share-based
compensation
Balance as of December 31, 2007

Preferred
Stock
$1
—
—
—

Common Stock
Shares
Amount
444
$44
—
—
—
—
—
—

Retained
Earnings
$ 9,114
3,606
—
364

Accumulated
Other
Comprehensive
Income
$1,444
—
1,309
(364)

Treasury
Stock
$ (1)
—
—
—

Total
Stockholders’
Equity
$17,442
3,606
1,309
—

—
—
—

—
—
3

—
—
1

—
—
90

(11)
(1)
—

—
16
—

—
—
—

(11)
15
91

—
—
—
—
—
—

2
(5)
—
—
—
—

—
—
(1)
—
—
—

—
—
(362)
—
—
131

—
—
—
(249)
(10)
—

—
—
—
—
—
—

—
(362)
363
—
—
—

—
(362)
—
(249)
(10)
131

—
$1

—
444

—
$44

44
$6,743

—
$12,813

—
$2,405

—
$ —

44
$22,006

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Short-Term Investments and Other Marketable Securities
(In Part)
Devon owns approximately 14.2 million shares of Chevron
Corporation (“Chevron”) common stock. The majority of
these shares are held in connection with debt owed by Devon
that contains an exchange option. This exchange option allows the debt holders, prior to the debt’s maturity of August
15, 2008, to exchange the debt for the shares of Chevron
common stock owned by Devon. However, Devon has the
option to settle any exchanges with cash equal to the market value of Chevron common stock at the time of the exchange. As described more fully in Note 4, Devon has paid
the cash equivalent of the Chevron common stock to settle
all exchange requests through December 31, 2007.
The shares of Chevron common stock and the exchange
option embedded in the debt have always been recorded on
Devon’s balance sheet at fair value. However, pursuant to
accounting rules prior to January 1, 2007, only the change
in fair value of the embedded option had historically been
included in Devon’s results of operations. Conversely, the
change in fair value of the Chevron common stock had not
been included in Devon’s results of operations, but instead
had been recorded directly to stockholders’ equity as part of
“accumulated other comprehensive income.”
Effective January 1, 2007, Devon adopted Statement of
Financial Accounting Standards No. 159, The Fair Value Option for Financial Assets and Financial Liabilities—Including
an Amendment of FASB Statement No. 115. Statement No.
159 allows a company the option to value its financial assets and liabilities, on an instrument by instrument basis, at
fair value, and include the change in fair value of such assets and liabilities in its results of operations. Devon chose
to apply the provisions of Statement No. 159 to its shares
of Chevron common stock. Accordingly, beginning with the
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Additional
Paid-In
Capital
$6,840
—
—
—

first quarter of 2007, the change in fair value of the Chevron
common stock owned by Devon, along with the change in
fair value of the related exchange option, are both included
in Devon’s results of operations.
For the year ended December 31, 2007, the change in fair
value of financial instruments caption on Devon’s statement
of operations includes an unrealized gain of $281 million related to the Chevron common stock and an unrealized loss
of $248 million related to the embedded option. For the years
ended December 31, 2006 and 2005, prior to adopting Statement No. 159, unrealized losses of $181 million and $54 million, respectively, related to the change in fair value of the
embedded option were included in the change in fair value
of financial instruments caption on Devon’s statements of
operations.
As of December 31, 2006, $364 million of after-tax unrealized gains related to Devon’s investment in the Chevron
common stock was included in accumulated other comprehensive income. This is the amount of unrealized gains that,
prior to Devon’s adoption of Statement No. 159, had not been
recorded in Devon’s historical results of operations. Upon the
adoption of Statement No. 159 as of January 1, 2007, this
$364 million of unrealized gains was reclassified on Devon’s
balance sheet from accumulated other comprehensive income to retained earnings.
In conjunction with the adoption of Statement No. 159,
Devon also adopted on January 1, 2007 Statement of Financial Accounting Standards No. 157, Fair Value Measurements. Statement No. 157 provides a common definition of
fair value, establishes a framework for measuring fair value
and expands disclosures about fair value measurements, but
does not require any new fair value measurements. The adoption of Statement No. 157 had no impact on Devon’s financial
statements, but the adoption did result in additional required
disclosures as set forth in Note 5.
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Derivative Financial Instruments (In Part)

4 (In Part): Debt and Related Expenses

The majority of Devon’s derivative financial instruments consist of commodity financial instruments used to manage Devon’s cash flow exposure to oil and gas price volatility. Devon
has also entered into interest rate swaps to manage its exposure to interest rate volatility. The interest rate swaps mitigate
either the cash flow effects of interest rate fluctuations on interest expense for variable-rate debt instruments, or the fair
value effects of interest rate fluctuations on fixed-rate debt.
Devon also has an embedded option derivative related to
the fair value of its debentures exchangeable into shares of
Chevron common stock.
All derivative financial instruments are recognized at their
current fair value in the fair value of financial instruments caption on the balance sheet. Changes in the fair value of these
derivative financial instruments are recorded in the statement
of operations unless specific hedge accounting criteria are
met. If such criteria are met for cash flow hedges, the effective portion of the change in the fair value is recorded directly
to accumulated other comprehensive income, a component
of stockholders’ equity, until the hedged transaction occurs.
The ineffective portion of the change in fair value is recorded
in the statement of operations. If such criteria are met for fair
value hedges, the change in the fair value is recorded in the
statement of operations with an offsetting amount recorded
for the change in fair value of the hedged item.

A summary of Devon’s short-term and long-term debt is as
follows:

•

•

•

•

•

•

The following table presents the components of the 2007,
2006 and 2005 change in fair value of financial instruments
presented in the accompanying statement of operations.
Significant items are discussed in more detail following the
table.
(In millions)
Losses (gains) from:
Option embedded in exchangeable
debentures
Chevron common stock
Interest rate swaps
Non-qualifying commodity hedges
Ineffectiveness of commodity hedges
Total change in fair value of financial
instruments

2007

2006

2005

$ 248
(281)
(1)
—
—

$181
—
(3)
—
—

$54
—
(4)
39
5

$ (34)

$178

$94

The change in the fair value of the embedded option relates to the debentures exchangeable into shares of Chevron
common stock (see Note 4). These unrealized losses were
caused primarily by increases in the price of Chevron’s common stock.
As previously discussed in the Short-Term Investments
and Other Marketable Securities section of Note 1, beginning in 2007, the change in fair value of the Chevron common stock owned by Devon is included in Devon’s results
of operations rather than accumulated other comprehensive
income. The unrealized gain on this investment resulted from
the increase in the price of Chevron’s common stock.

AICPA Accounting Trends & Techniques

(In millions)
Senior Credit Facility borrowings
Commercial paper
Debentures exchangeable into shares of
Chevron common stock:
4.90% due August 15, 2008
4.95% due August 15, 2008
Discount on exchangeable debentures
Other debentures and notes:
4.375% due October 1, 2007
10.125% due November 15, 2009
6.875% due September 30, 2011
7.25% due October 1, 2011
8.25% due July 1, 2018
7.50% due September 15, 2027
7.875% due September 30, 2031
7.95% due April 15, 2032
Fair value adjustment on debt related to
interest rate swaps
Net premium on other debentures and notes
Less amount classified as short-term debt
Long-term debt

2007
$1,450
1,004

2006
$ —
1,808

381
271
(11)

444
316
(33)

—
177
1,750
350
125
150
1,250
1,000

400
177
1,750
350
125
150
1,250
1,000

—
31
7,928
1,004
$6,924

(5)
41
7,773
2,205
$5,568

Exchangeable Debentures
The exchangeable debentures consist of $381 million of
4.90% debentures and $271 million of 4.95% debentures.
The exchangeable debentures were issued on August 3,
1998 and mature August 15, 2008. The exchangeable debentures are callable at 100.5% of principal as of December 31,
2007.
The exchangeable debentures are exchangeable at the option of the holders at any time prior to maturity, unless previously redeemed, for shares of Chevron common stock that
Devon owns. In lieu of delivering Chevron common stock
to an exchanging debenture holder, Devon may, at its option, pay to such holder an amount of cash equal to the
market value of the Chevron common stock. At maturity,
holders who have not exercised their exchange rights will
receive an amount in cash equal to the principal amount of
the debentures.
During 2007, certain holders of exchangeable debentures
exercised their option to exchange their debentures for
shares of Chevron common stock prior to the debentures’
August 15, 2008 maturity date. Devon elected to pay the exchanging debenture holders cash totaling $167 million in lieu
of delivering shares of Chevron common stock. As a result of
these exchanges, Devon retired outstanding exchangeable
debentures with a book value totaling $105 million and reduced the related embedded derivative option’s balance by
$62 million.
As of December 31, 2007, Devon owned approximately
14.2 million shares of Chevron common stock. The majority
of these shares are held for possible exchange when holders
redeem their exchangeable debentures. Each $1,000 principal amount of the exchangeable debentures is exchangeable
into 18.6566 shares of Chevron common stock, an exchange
rate equivalent to $53.60 per share of Chevron stock.
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As of December 31, 2007, the exchangeable debentures
are due within one year. However, Devon continues to classify
this debt as long-term because it has the intent and ability
to refinance these debentures on a long-term basis with the
available capacity under its existing credit facilities or other
long-tem financing arrangements.
The exchangeable debentures were assumed as part of the
1999 acquisition of PennzEnergy. As a result, the fair values of
the exchangeable debentures were determined as of August
17, 1999, based on market quotations. In accordance with
derivative accounting standards, the total fair value of the
debentures was allocated between the interest-bearing debt
and the option to exchange Chevron common stock that is
embedded in the debentures. Accordingly, a discount was
recorded on the debentures and is being accreted using the

effective interest method, which raised the effective interest
rate on the debentures to 7.76%.
5 (In Part): Fair Value Measurements
Certain of Devon’s assets and liabilities are reported at fair
value in the accompanying balance sheets. Such assets and
liabilities include amounts for both financial and nonfinancial
instruments. The following tables provide fair value measurement information for such assets and liabilities as of December 31, 2007 and 2006.
The carrying values of cash and cash equivalents, accounts receivable and accounts payable (including income
taxes payable and accrued expenses) included in the accompanying consolidated balance sheets approximated fair
value at December 31, 2007 and 2006. These assets and
liabilities are not presented in the following tables.
2007
Fair Value Measurements Using

(In millions)
Financial assets (liabilities)
Short-term investments
Investment in Chevron common stock
Oil and gas price swaps and collars
Embedded option in exchangeable debentures
Debt
Asset retirement obligation

Carrying
Amount

Total Fair
Value

Quoted Prices in
Active Markets
(Level 1)

Significant Other
Observable Inputs
(Level 2)

Significant
Unobservable
Inputs (Level 3)

$ 372
$ 1,324
$ 12
$ (488)
$(7,928)
$(1,318)

$ 372
$ 1,324
$ 12
$ (488)
$(9,055)
$(1,318)

$ 372
$ 1,324
$
—
$
—
$(1,140)
$
—

$
—
$
—
$ 12
$ (488)
$(7,915)
$
—

$
—
$
—
$
—
$
—
$
—
$(1,318)

2006
Fair Value Measurements Using

(In millions)
Financial assets (liabilities)
Short-term investments
Investment in Chevron common stock
Oil and gas price swaps and collars
Interest rate swaps
Embedded option in exchangeable debentures
Debt
Asset retirement obligation

Carrying
Amount

Total Fair
Value

Quoted Prices in
Active Markets
(Level 1)

$ 574
$ 1,043
$ 39
$
(6)
$ (302)
$(7,773)
$ (857)

$ 574
$ 1,043
$ 39
$
(6)
$ (302)
$(8,725)
$ (857)

$ 574
$ 1,043
$
—
$
—
$
—
$(1,056)
$
—

Statement No. 157 (see Note 1) establishes a fair value hierarchy that prioritizes the inputs to valuation techniques used
to measure fair value. As presented in the table above, this
hierarchy consists of three broad levels. Level 1 inputs on the
hierarchy consist of unadjusted quoted prices in active markets for identical assets and liabilities and have the highest
priority. Level 3 inputs have the lowest priority. Devon uses
appropriate valuation techniques based on the available inputs to measure the fair values of its assets and liabilities.
When available, Devon measures fair value using Level 1
inputs because they generally provide the most reliable evidence of fair value. Devon only uses Level 3 inputs to measure the fair value of its asset retirement obligation.
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Significant Other
Observable Inputs
(Level 2)

Significant
Unobservable
Inputs (Level 3)

$
—
$
—
$ 39
$
(6)
$ (302)
$(7,669)
$
—

$ —
$ —
$ —
$ —
$ —
$ —
$(857)

The following methods and assumptions were used to estimate the fair values of the assets and liabilities in the table
above.
Level 1. Fair Value Measurements (In Part)
Investment in Chevron Corporation Common Stock
The fair value of this investment is based on a quoted market
price.
Level 2. Fair Value Measurements (In Part)
Embedded Option in Exchangeable Debentures
The embedded option is not actively traded in an established
market. Therefore, its fair value is estimated using quotes obtained from a broker for trades near the fair value measurement date.
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CONSOLIDATION POLICIES
1.66 Accounting Research Bulletin (ARB) No. 51, Consolidated Financial Statements, as amended by SFAS No.
160, Noncontrolling Interests in Consolidated Financial
Statements—an amendment of ARB No. 51, states in part:
1. The purpose of consolidated financial statements is
to present, primarily for the benefit of the owners
and creditors of the parent, the results of operations
and the financial position of a parent and all its subsidiaries as if the consolidated group were a single
economic entity. There is a presumption that consolidated financial statements are more meaningful than
separate financial statements and that they are usually necessary for a fair presentation when one of the
entities in the consolidated group directly or indirectly
has a controlling financial interest in the other entities.
2. Consolidated financial statements shall disclose the
consolidation policy that is being followed. In most
cases, this can be made apparent by the headings or
other information in the financial statements, but in
other cases a footnote is required.

1.67 SFAS No. 94, Consolidation of All Majority-Owned
Subsidiaries, amends ARB No. 51 by requiring the consolidation of subsidiaries having nonhomogenous operations.
Consequently, with rare exception, the survey companies
consolidate nonhomogenous operations. Table 1-9 shows
the nature of nonhomogenous operations consolidated by
the survey companies.
1.68

SFAS No. 131 amends SFAS No. 94 to eliminate the
requirement to disclose additional information about subsidiaries that were not consolidated prior to the effective date
of SFAS No. 94.

1.69 Financial Accounting Standards Board Interpretation
(FIN) No. 46(R), Consolidation of Variable Interest Entities,
clarifies the application of ARB No. 51 to certain entities in
which equity investors do not have the characteristics of a
controlling financial interest or do not have sufficient equity
at risk for the entity to finance its activities without additional subordinated financial support. ARB No. 51 requires
that consolidated financial statements include subsidiaries
in which the company has a controlling financial interest, i.e.,
a majority voting interest. Application of the majority voting
interest requirement to certain types of entities may not identify the party with a controlling financial interest because that
interest may be achieved through other arrangements. Under FIN No. 46(R), a company shall consolidate a variable
interest entity if that company has a variable interest that will
absorb a majority of the entity’s expected losses, receive a
majority of the entity’s expected residual returns, or both. In
determining whether it is a primary beneficiary of a variable
interest entity, a company shall treat variable interests in that
same entity held by the company’s related parties as its own
interest.

ment is presented. The statement requires consolidated net
income to be reported at amounts that include the amounts
attributable to both the parent and the noncontrolling interest. It also requires disclosure, on the face of the consolidated statement of income, of the amounts of consolidated
net income attributable to the parent and to the noncontrolling interest. Further, SFAS 160 requires that a change in a
parent’s ownership interest while the parent retains its controlling financial interest in its subsidiary shall be accounted
for as equity transactions (investments by owners and distributions to owners acting in their capacity as owners). Therefore, no gain or loss shall be recognized in consolidated net
income or comprehensive income. The carrying amount of
the noncontrolling interest shall be adjusted to reflect the
change in its ownership interest in the subsidiary. Any difference between the fair value of the consideration received or
paid and the amount by which the noncontrolling interest is
adjusted shall be recognized in equity attributable to the parent. When a change in a parent’s ownership interest results
in a deconsolidation of the subsidiary, the statement requires
that a parent recognize a gain or loss in net income. If a parent retains a noncontrolling equity investment in the former
subsidiary, that investment is measured at its fair value. The
gain or loss on the deconsolidation of the subsidiary is measured using the fair value of the noncontrolling equity investment. Finally, SFAS No. 160 requires expanded disclosures
in the consolidated financial statements that clearly identify
and distinguish between the interests of the parent’s owners
and the interests of the noncontrolling owners of a subsidiary.
Those expanded disclosures include a reconciliation of the
beginning and ending balances of the equity attributable to
the parent and the noncontrolling owners and a schedule
showing the effects of changes in a parent’s ownership interest in a subsidiary on the equity attributable to the parent.
SFAS No. 160 is effective for fiscal years beginning on or after
December 15, 2008 (that is, January 1, 2009, for entities with
calendar year-ends). No examples of consolidation presentations under SFAS No. 160 are provided as early adoption
is prohibited.

1.71 Examples of consolidation practice disclosures follow.
1.72
TABLE 1-9: NONHOMOGENOUS OPERATIONS—
CONSOLIDATED

Credit/Financing.....................
Leasing...................................
Insurance...............................
Real estate.............................

2007
53
11
10
8

Number of Companies
2006
2005
66
61
8
9
15
19
7
11

2004
70
14
16
13

1.70

SFAS No. 160 amends ARB 51 to establish accounting and reporting standards for the noncontrolling interest in
a subsidiary and for the deconsolidation of a subsidiary. It
clarifies that a noncontrolling interest in a subsidiary is an
ownership interest in the consolidated entity that should be
reported as equity in the consolidated financial statements. In
addition, it changes the way the consolidated income state-
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1.73

CORNING INCORPORATED (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Basis of Presentation and Principles of Consolidation
(In Part)
Our consolidated financial statements were prepared in conformity with GAAP and include the assets, liabilities, revenues
and expenses of all majority-owned subsidiaries over which
Corning exercises control and, when applicable, entities for
which Corning has a controlling financial interest.
For variable interest entities, we assess the terms of our
interest in the entity to determine if we are the primary beneficiary as prescribed by FASB Interpretation 46R, “Consolidation of Variable Interest Entities, an Interpretation of Accounting Research Bulletin No. 51” (FIN 46R). The primary
beneficiary of a variable interest entity is the party that absorbs a majority of the entity’s expected losses, receives a
majority of its expected residual returns, or both, as a result
of holding variable interests. Variable interests are the ownership, contractual, or other pecuniary interests in an entity
that change with changes in the fair value of the entity’s net
assets excluding variable interests. We consolidate one variable interest entity in which we are the primary beneficiary.
The equity method of accounting is used for investments
in affiliated companies which are not controlled by Corning
and in which our interest is generally between 20% and 50%
and we have significant influence over the entity. Our share
of earnings or losses of affiliated companies, in which at least
20% of the voting securities is owned and we have significant influence but not control over the entity, is included in
consolidated operating results.
We use the cost method to account for our investments
in companies that we do not control and for which we do
not have the ability to exercise significant influence over operating and financial policies. In accordance with the cost
method, these investments are recorded at cost or fair value,
as appropriate.
All material intercompany accounts, transactions and profits are eliminated in consolidation.
Variable Interest Entities
For variable interest entities, we assess the terms of our interest in each entity to determine if we are the primary beneficiary as prescribed by FIN 46R. The primary beneficiary of
a variable interest entity is the party that absorbs a majority of the entity’s expected losses, receives a majority of its
expected residual returns, or both, as a result of holding variable interests, which are the ownership, contractual, or other
pecuniary interests in an entity that change with changes
in the fair value of the entity’s net assets excluding variable
interests.
Corning leases certain transportation equipment from a
Trust that qualifies as a variable interest entity under FIN 46R.
The sole purpose of this entity is leasing transportation equipment to Corning. Since Corning is the primary beneficiary of
this entity, the financial statements of the entity are included
in Corning’s consolidated financial statements. The entity’s
assets are primarily comprised of fixed assets which are collateral for the entity’s borrowings. These assets, amounting
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to approximately $28 million and $29 million as of December
31, 2007 and 2006, respectively, are classified as long-term
assets in the consolidated balance sheet.
Corning leases certain transportation equipment from two
additional Trusts that qualify as variable interest entities under
FIN 46R. Corning is not the primary beneficiary of these entities. The sole purpose of the entities is leasing transportation
equipment to Corning. Corning has been involved with these
entities as lessee since the inception of the Trusts. Lease
revenue generated by these Trusts was $2 million for each
of the years ended December 31, 2007, 2006 and 2005, respectively. Corning’s maximum exposure to loss as a result of
its involvement with the Trusts is estimated at approximately
$14 million and $16 million at December 31, 2007 and 2006,
respectively.

1.74

D.R. HORTON, INC. (SEP)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note A (In Part): Summary of Significant Accounting Policies
Basis of Presentation
The consolidated financial statements have been prepared in
accordance with U.S. Generally Accepted Accounting Principles (GAAP) and include the accounts of D. R. Horton,
Inc. and all of its wholly-owned, majority-owned and controlled subsidiaries (which are referred to as the Company,
unless the context otherwise requires), as well as certain variable interest entities required to be consolidated pursuant
to Interpretation No. 46, “Consolidation of Variable Interest
Entities—an interpretation of ARB No. 51,” as amended (FIN
46), issued by the Financial Accounting Standards Board
(FASB). All significant intercompany accounts, transactions
and balances have been eliminated in consolidation.
Revenue Recognition
Homebuilding revenue and related profit are generally recognized at the time of the closing of a sale, when title to
and possession of the property are transferred to the buyer.
In situations where the buyer’s financing is originated by
DHI Mortgage, the Company’s wholly-owned mortgage subsidiary, and the buyer has not made an adequate initial or
continuing investment as prescribed by Statement of Financial Accounting Standards (SFAS) No. 66, “Accounting for
Sales of Real Estate,” the profit on such sales is deferred
until the sale of the related mortgage loan to a third-party
investor has been completed. At September 30, 2007 and
2006, the Company had deferred profit on such sales in the
amounts of $32.6 million and $90.6 million, respectively.
Financial services revenues associated with the Company’s title operations are recognized as closing services are
rendered and title insurance policies are issued, both of which
generally occur simultaneously as each home is closed. The
Company transfers substantially all underwriting risk associated with title insurance policies to third-party insurers.
The majority of the revenues associated with the Company’s
mortgage operations is recognized when the mortgage loans
and related servicing rights are sold to third-party investors.
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Origination fees and direct origination costs are deferred and
recognized as revenues and expenses, respectively, along
with the associated gains and losses on the sales of the
loans and related servicing rights, when the loans are sold.
The Company generally does not retain or service the mortgages that it originates but, rather, sells the mortgages and
related servicing rights to third-party investors. Interest income is accrued from the date a mortgage loan is originated
until the loan is sold.
Land Inventory Not Owned
The Company accounts for its land and lot option purchase
contracts in accordance with the provisions of FIN 46. FIN 46
provides guidance for the financial accounting and reporting
of interests in certain variable interest entities, which FIN 46
defines as certain business entities that either have equity
investors with no voting rights or have equity investors that
do not provide sufficient financial resources for the entities to
support their activities. FIN 46 requires consolidation of such
entities by any company that is subject to a majority of the
risk of loss from the entities’ activities or is entitled to receive
a majority of the entities’ residual returns or both, defined
as the primary beneficiary of the variable interest entity. See
Note C.

The consolidation of these variable interest entities added
$65.8 million and $100.4 million in land inventory not owned
and minority interests related to entities not owned to the
Company’s balance sheets at September 30, 2007 and 2006,
respectively. The Company’s obligations related to these land
or lot option contracts are guaranteed by cash deposits totaling $11.3 million and $17.6 million and performance letters
of credit, promissory notes and surety bonds totaling $0.5
million and $2.5 million, as of September 30, 2007 and 2006,
respectively. Creditors, if any, of these variable interest entities have no recourse against the Company.
For the variable interest entities which are unconsolidated
because the Company is not subject to a majority of the risk
of loss or entitled to receive a majority of the entities’ residual
returns, the maximum exposure to loss is generally limited to
the amounts of the Company’s option deposits, which totaled
$67.9 million at September 30, 2007.
Additionally, the Company evaluates land and lot option
purchase contracts in accordance with SFAS No. 49, “Accounting for Product Financing Arrangements,” and added
$56.1 million in land inventory not owned, with a corresponding increase to accrued expenses and other liabilities, to the
Company’s balance sheet at September 30, 2007 as a result
of this evaluation.

Note C. Land Inventory Not Owned
In the ordinary course of its homebuilding business, the Company enters into land and lot option purchase contracts to
procure land or lots for the construction of homes. Under
such option purchase contracts, the Company will fund a
stated deposit in consideration for the right, but not the obligation, to purchase land or lots at a future point in time with
predetermined terms. Under the terms of the option purchase
contracts, many of the option deposits are not refundable at
the Company’s discretion. Under the requirements of FIN 46,
certain of the Company’s option purchase contracts result in
the creation of a variable interest in the entity holding the land
parcel under option.
In applying the provisions of FIN 46, the Company evaluates those land and lot option purchase contracts with variable interest entities to determine whether the Company is
the primary beneficiary based upon analysis of the variability of the expected gains and losses of the entity. Based on
this evaluation, if the Company is the primary beneficiary of
an entity with which the Company has entered into a land
or lot option purchase contract, the variable interest entity is
consolidated.
Since the Company owns no equity interest in any of the
unaffiliated variable interest entities that it must consolidate
pursuant to FIN 46, the Company generally has little or no
control or influence over the operations of these entities or
their owners. When the Company’s requests for financial information are denied by the land sellers, certain assumptions
about the assets and liabilities of such entities are required.
In most cases, the fair value of the assets of the consolidated
entities has been assumed to be the remaining contractual
purchase price of the land or lots the Company is purchasing. In these cases, it is assumed that the entities have no
debt obligations and the only asset recorded is the land or
lots the Company has the option to buy with a related offset
to minority interest for the assumed third party investment in
the variable interest entity.
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MONSANTO COMPANY (AUG)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 2 (In Part): Significant Accounting Policies
Basis of Consolidation
The consolidated financial statements are presented in accordance with accounting principles generally accepted in
the United States. These statements pertain to Monsanto
and its controlled subsidiaries. Intercompany accounts and
transactions have been eliminated in consolidation. Investments in other companies in which Monsanto has the ability
to exercise significant influence (generally through an ownership interest greater than 20 percent) are included in the
other assets item in the Statements of Consolidated Financial Position. The company records minority interest expense
in the Statements of Consolidated Operations for any nonowned portion of consolidated subsidiaries. Minority interest
is recorded in other liabilities in the Statements of Consolidated Financial Position.
Arrangements with other business enterprises are also
evaluated, and those in which Monsanto is determined to
have controlling financial interest are consolidated. In January 2003, the Financial Accounting Standards Board (FASB)
issued FASB Interpretation (FIN) No. 46, Consolidation of
Variable Interest Entities (FIN 46), and amended it by issuing
FIN 46R in December 2003. FIN 46R addresses the consolidation of business enterprises to which the usual condition of
consolidation (ownership of a majority voting interest) does
not apply. This interpretation focuses on controlling financial
interests that may be achieved through arrangements that
do not involve voting interests. It concludes that, in the absence of clear control through voting interests, a company’s
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exposure (variable interest) to the economic risks and potential rewards from the variable interest entity’s assets and
activities are the best evidence of control. If an enterprise
holds a majority of the variable interests of an entity, it would
be considered the primary beneficiary. The primary beneficiary is required to consolidate the assets, liabilities and results of operations of the variable interest entity in its financial
statements.
Monsanto has an arrangement with a special-purpose entity to provide a financing program for selected Monsanto
customers. See Note 6—Customer Financing Programs—for
a description of this arrangement. This special-purpose entity
was consolidated. For other types of variable interest entities,
the company has evaluated its relationships with two entities
and has determined that, although the entities are variable
interest entities and Monsanto holds variable interests in the
entities, these entities are not required to be consolidated in
the company’s financial statements pursuant to FIN 46R because Monsanto is not the primary beneficiary. One entity is
a biotechnology company focused on plant gene research,
development and commercialization, in which the company
had a 9 percent equity investment as of Aug. 31, 2007. Monsanto had an agreement in place under which Monsanto
made payments for research services and receives rights to
intellectual property developed within funded research. The
entity reported total assets of $18 million and total liabilities of $5 million as of Aug. 31, 2007, and revenues of $13
million for the 12 months ended Aug. 31, 2007. The second entity is a joint venture in which the company has a 49
percent equity investment. This joint venture packages and
sells seeds, with a focus on corn and sunflower seeds, and
also sells and distributes agricultural chemical products. The
joint venture reported total assets of $24 million and total liabilities of $10 million as of Aug. 31, 2007, and revenues of
$17 million for the 12 months ended Aug. 31, 2007. As of
Aug. 31, 2007, Monsanto’s total estimate of maximum exposure to loss as a result of its relationships with these entities
was approximately $22 million, which represents Monsanto’s
equity investments in these entities. No other commitments
were required to these entities as of Aug. 31, 2007.
Note 6. Customer Financing Programs
In April 2002, Monsanto established a revolving financing
program to provide financing of up to $500 million for selected customers in the United States through a third-party
specialty lender. Under the financing program, Monsanto
originates customer loans on behalf of the lender, which is
a special purpose entity (SPE) that Monsanto consolidates,
pursuant to Monsanto’s credit and other underwriting guidelines approved by the lender. Under the program as amended
in August 2006, Monsanto services the loans and provides a
first-loss guarantee of up to $130 million. Following origination, the lender transfers the loans to multi-seller commercial
paper conduits through a nonconsolidated qualifying special
purpose entity (QSPE). Monsanto accounts for this transaction as a sale, in accordance with SFAS No. 140, Accounting for Transfers and Servicing of Financial Assets and Extinguishment of Liabilities (SFAS 140).
Monsanto has no ownership interest in the lender, the
QSPE, or the loans. However, because Monsanto substantively originates the loans through the SPE (which it consolidates) and partially guarantees and services the loans, Monsanto accounts for the program as if it were the originator of
the loans and the transferor selling the loans to the QSPE.
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Because QSPEs are excluded from the scope of FIN 46R,
and Monsanto does not have the unilateral right to liquidate
the QSPE, FIN 46R does not have an effect on Monsanto’s
accounting for the U.S. customer financing program.
Monsanto accounts for the guarantee in accordance with
FIN 45, which requires that a guarantor recognize, at the inception of the guarantee, a liability for the fair value of the
guarantee obligation undertaken. Monsanto records its guarantee liability at a value that approximates fair value (except
that it does not discount credit losses because of the shortterm nature of the loans), primarily driven by expected future
credit losses. Monsanto does not recognize any servicing
asset or liability because the servicing fee is considered adequate compensation for the servicing activities. Discounts
on the sale of the customer loans and servicing revenues
collected and earned were not significant during fiscal years
2007, 2006 and 2005.

1.76

TEXTRON INC. (DEC)
NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Principles of Consolidation and Financial Statement
Presentation (In Part)
Our Consolidated Financial Statements include the accounts
of Textron Inc. and all of its majority-owned subsidiaries,
along with variable interest entities for which we are the primary beneficiary.
Our financings are conducted through two separate borrowing groups. The Manufacturing group consists of Textron
Inc., consolidated with the entities that operate in the Bell,
Cessna and Industrial segments, while the Finance group
consists of the Finance segment, comprised of Textron Financial Corporation and its subsidiaries. We designed this
framework to enhance our borrowing power by separating
the Finance group. Our Manufacturing group operations include the development, production and delivery of tangible
goods and services, while our Finance group provides financial services. Due to the fundamental differences between
each borrowing group’s activities, investors, rating agencies
and analysts use different measures to evaluate each group’s
performance. To support those evaluations, we present balance sheet and cash flow information for each borrowing
group within the Consolidated Financial Statements.
Through our Finance group, we provide diversified commercial financing to third parties. In addition, this group finances retail purchases and leases for new and used aircraft and equipment manufactured by our Manufacturing
group, otherwise known as captive financing. In the Consolidated Statements of Cash Flows, cash received from customers or from securitizations is reflected as operating activities when received from third parties. However, in the cash
flow information provided for the separate borrowing groups,
cash flows related to captive financing activities are reflected
based on the operations of each group. For example, when
product is sold by our Manufacturing group to a customer
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and is financed by the Finance group, the origination of the
finance receivable is recorded within investing activities as a
cash outflow in the Finance group’s statement of cash flows.
Meanwhile, in the Manufacturing group’s statement of cash
flows, the cash received from the Finance group on the customer’s behalf is recorded within operating cash flows as
a cash inflow. Although cash is transferred between the two
borrowing groups, there is no cash transaction reported in the
consolidated cash flows at the time of the original financing.
These captive financing activities, along with all significant
intercompany transactions, are reclassified or eliminated in
consolidation.
Securitized Transactions
Securitized transactions involve the sale of finance receivables to qualified special purpose trusts. Through our Finance group, we sell or securitize loans and leases and may
retain an interest in the assets sold in the form of interestonly securities, seller certificates, cash reserve accounts, and
servicing rights and obligations. These retained interests are
subordinate to other investors’ interests in the securitizations.
We do not provide legal recourse to third-party investors that
purchase interests in our securitizations beyond the credit
enhancement inherent in the retained interest-only securities, seller certificates and cash reserve accounts. Gain or
loss on the sale of the loans or leases depends, in part, on
the previous carrying amount of the financial assets involved
in the transfer, which is allocated between the assets sold
and the retained interests based on their relative fair values
at the date of transfer.
Retained interests are recorded at fair value in other assets.
We estimate fair values based on the present value of expected future cash flows using management’s best estimates
of key assumptions—credit losses, prepayment speeds and
discount rates commensurate with the risks involved. We review the fair values of the retained interests quarterly using
updated assumptions and compare such amounts with the
carrying value of the retained interests. When the carrying
value exceeds the fair value of the retained interests, we determine whether the decline in fair value is other than temporary. When we determine that the value of the decline is
other than temporary, we write down the retained interests
to fair value with a corresponding charge to income. When
a change in fair value of retained interests is deemed temporary, we record a corresponding credit or charge to other
comprehensive income for any unrealized gains or losses.
Securitizations
Our Finance group sells primarily its distribution finance receivables and general aviation loans to qualified special purpose trusts through securitization transactions. Distribution
finance receivables represent loans secured by dealer inventories that typically are collected upon the sale of the underlying product. Through a revolving securitization, the proceeds
from collection of the principal balance of these loans are
used by the trust to purchase additional distribution finance
receivables from us each month. This revolving securitization
accounted for approximately 93% of our securitization gains
in 2007.
We received proceeds from securitizations of $731 million in 2007, $50 million in 2006 and $361 million in 2005.
For the revolving securitization, these proceeds include only
amounts received related to incremental increases in the level

AICPA Accounting Trends & Techniques

75

of receivables sold into the securitization. Gains from securitizations were approximately $62 million in 2007, $42 million
in 2006 and $49 million in 2005. At the end of 2007, $2.5
billion in securitized loans were outstanding, with $17 million
in past-due loans.
Generally, we retain an interest in the assets sold in the
form of servicing responsibilities and subordinated interests,
including interest-only securities, seller certificates and cash
reserves. At the end of 2007, we had $203 million in retained
interest recorded in other assets, which included $152 million
in distribution finance receivables and $41 million in general
aviation loans. In comparison, retained interest totaled $179
million at the end of 2006. Cash flows received on these retained interests totaled $71 million in 2007, $63 million in
2006 and $64 million in 2005.
Note 18. Variable Interest Entities
In the normal course of business, we have entered into various joint ventures or investments in other entities that qualify as operating businesses. Generally, these ventures meet
the criteria for exclusion from the scope of FASB Interpretation No. 46(R), “Consolidation of Variable Interest Entities,
an Interpretation of ARB No. 51.” For those ventures or investments that are within the scope of this Interpretation, we
consolidate, as the primary beneficiary, the variable interest
entities in which we absorb a majority of the entity’s expected
losses, receive a majority of the entity’s expected losses or
both, as a result of contractual or other financial interests in
the entity.
BAAC is a joint venture established in 1998 between our
Bell Helicopter unit and a predecessor of Agusta S.p.A.
to share certain costs and profits for the joint design, development, manufacture, marketing, sale, customer training
and product support of the civil tiltrotor Model BA609 and,
through December 2005, the commercial helicopter Model
AB139. This venture is a variable interest entity since it relies on its partners to fund the development and to provide
services for substantially all of the venture’s operations. We
became the primary beneficiary of BAAC on December 20,
2005 when we obtained the controlling voting interest in the
venture, along with the right to absorb more than half of its expected losses and residual returns. BAAC was consolidated
prospectively in our financial statements as of December 20,
2005.
On December 20, 2005, we entered into an agreement with
Agusta to realign BAAC. Under this agreement, we sold our
25% profit interest in the Model AB139 medium twin helicopter program to Agusta. Agusta assumed ownership of all
aspects of the Model AB139 program from BAAC, including
all existing customer obligations. In exchange for our interest, we received $10 million in cash, a $20 million note and
a note for contingent payments from Agusta based on future
Model AB139 sales. We recognized a $30 million pre-tax gain
upon the sale of our interest, which is included in segment
profit. The contingent receipts are expected to begin with
aircraft deliveries in 2008 and will be recorded into income
prospectively as the future sales occur. At the end of 2007
and 2006, Agusta’s profit interest in the Model BA609 was
approximately 32% and 30%, respectively.
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BUSINESS COMBINATIONS
1.80
1.77

SFAS No. 141, Business Combinations, requires that
the purchase method be used for all business combinations
initiated after June 30, 2001. Paragraphs 51–58 set forth required disclosures for business combinations. SFAS No. 141
(Revised), Business Combinations, replaces SFAS No. 141.
It applies prospectively to business combinations for which
the acquisition date is on or after the beginning of the first
annual reporting period beginning on or after December 15,
2008. SFAS No. 141 (Revised) retains the fundamental requirements in SFAS No. 141 that the acquisition method
(called the purchase method in SFAS No. 141) be used for
all business combinations and for an acquirer to be identified for each business combination. SFAS No. 141 (Revised)
requires an acquirer to recognize the assets acquired, the
liabilities assumed, and any noncontrolling interest in the acquiree at the acquisition date, measured at their fair values as
of that date. This replaces the cost-allocation process, which
required the cost of an acquisition to be allocated to the individual assets acquired and liabilities assumed based on their
estimated fair values. Additionally, SFAS No. 141 (Revised)
requires costs incurred to effect the acquisition to be recognized separately from the acquisition rather than included in
the cost allocated to the assets acquired and liabilities assumed. SFAS No. 141 (Revised) also requires the acquirer in
a step acquisition to recognize the identifiable assets and liabilities, as well as the noncontrolling interest in the acquiree,
at the full amounts of their fair values. The statement requires
the acquirer to recognize goodwill as of the acquisition date,
measured as a residual, which in most types of business
combinations will result in measuring goodwill as the excess
of the consideration transferred plus the fair value of any noncontrolling interest in the acquiree at the acquisition date over
the fair values of the identifiable net assets acquired. “Negative goodwill” resulting from a bargain purchase business
combination in which the total acquisition-date fair value of
the identifiable net assets acquired exceeds the fair value
of the consideration transferred plus any noncontrolling interest in the acquiree, is to be recognized in earnings as a
gain. In contrast, SFAS No. 141 required the “negative goodwill” amount to be allocated as a pro rata reduction of the
amounts that otherwise would have been assigned to particular assets acquired. No examples of business combination
presentations under SFAS No. 141 (Revised) are provided as
early adoption is prohibited.

1.78

During 2007, 337 survey companies used the purchase method to account for a business combination.

1.79

The nature of information commonly disclosed for
business combinations is listed in Table 1-10. Examples of
disclosures made by survey companies for business combinations accounted for by the purchase method and for the
formation of jointly owned entities follow.
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TABLE 1-10: BUSINESS COMBINATION DISCLOSURES
Method of payment:
Cash only............................
Cash and stock...................
Stock only...........................
Other—described...............
Intangible assets not subject
to amortization....................
Intangible assets subject to
amortization........................
Preliminary allocation of
acquisition cost...................
Supplemental pro forma
information..........................
Contingent payments.............
Purchased research and
development costs.............

2007

2006

2005

2004

261
20
8
11

251
33
9
6

228
23
9
12

194
31
13
12

240

250

223

184

211

200

173

145

162

159

124

99

89
48

76
48

86
50

78
51

37

39

28

27

Purchase Method
1.81

CLEVELAND-CLIFFS INC (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 2 (In Part): Acquisitions & Other Investments
PinnOak
On July 31, 2007, we completed our acquisition of 100 percent of PinnOak, a privately-owned United States producer of
high-quality, low-volatile metallurgical coal. The acquisition
furthers our growth strategy and expands our diversification
of products for the integrated steel industry. The purchase
price of PinnOak and its subsidiary operating companies was
$450 million in cash, of which $108.4 million is deferred until
December 31, 2009, plus the assumption of approximately
$160 million in debt, which was repaid at closing. The deferred payment was discounted using a six percent creditadjusted risk free rate and was recorded as $93.7 million of
Deferred payment on the Statements of Consolidated Financial Position as of July 31, 2007. The purchase agreement
also includes a contingent earn-out, which ranges from $0 to
approximately $300 million dependent upon PinnOak’s performance in 2008 and 2009. The earn-out, if any, would be
payable in 2010 and treated as additional purchase price.
The assets acquired consist primarily of coal mining rights
and mining equipment and are included in our North American Coal segment.
A portion of the purchase price for the acquisition was
financed through both our Credit Agreement, dated June 23,
2006 and the subsequent Credit Agreement dated July 26,
2007. See NOTE 4—DEBT AND CREDIT FACILITY for further
information.
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PinnOak’s operations include two complexes comprising
three underground mines—the Pinnacle and Green Ridge
mines in southern West Virginia and the Oak Grove mine near
Birmingham, Alabama. Combined, the mines have rated capacity to produce 6.5 million tons of premium-quality metallurgical coal annually.
The Statements of Consolidated Financial Position of the
Company as of December 31, 2007 reflect the acquisition of
PinnOak, effective July 31, 2007, under the purchase method
of accounting. The total cost of the acquisition has been allocated to the assets acquired and the liabilities assumed
based upon their estimated fair values at the date of the acquisition. The preliminary allocation resulted in an excess of
fair value of acquired net assets over cost. As the acquisition
involved a contingent earn-out, a liability has been recorded
totaling $99.5 million, representing the lesser of the maximum
amount of contingent consideration or the excess prior to the
pro rata allocation of purchase price. The estimated purchase
price allocation is preliminary and is subject to revision. Additional valuation work is being conducted on mineral rights,
liability for black lung, property, plant and equipment and real
estate values. A valuation of the assets acquired and liabilities assumed is being conducted and the final allocation will
be made when completed. The following represents the preliminary allocation and revisions of the aggregate purchase
price as of July 31, 2007:

(In millions)
Assets
Current assets
Property, plant and equipment
Mineral rights
Asset held for sale
Other assets
Total assets
Liabilities
Current liabilities
Long-term liabilities
Total liabilities
Purchase price

Revised
Allocation

Initial
Allocation

Change

$ 76.0
149.5
607.7
14.0
3.6
$850.8

$ 77.2
133.0
619.9
—
3.6
$833.7

$ (1.2)
16.5
(12.2)
14.0
—
$ 17.1

$ 63.2
186.4
249.6
$601.2

$ 61.3
171.2
232.5
$601.2

$ 1.9
15.2
17.1
$ 0.0

The adjustment since our initial allocation reduced coal inventory by $1.1 million to reflect inventory survey adjustments, increased property, plant and equipment by $16.5
million and reduced mineral rights by $12.2 million to reflect market-based valuation adjustments. The asset held for
sale represents the estimated fair value less cost to sell of
the Beard-Pinnacle business, a pond fines recovery operation. The sale was completed on February 15, 2008. The
increase in current liabilities reflects additional accruals for
non-income taxes. The increase in long-term liabilities represents an increase in deferred tax liabilities resulting from
further assessment of the purchase price for tax purposes.
The following unaudited pro forma information summarizes
the results of operations for the years ended December 31,
2007 and December 31, 2006, as if the PinnOak acquisition had been completed as of the beginning of each period
presented. The pro forma information gives effect to actual
operating results prior to the acquisition. Adjustments made
to cost of goods sold for depletion, inventory effects and
depreciation for mining equipment, reflecting the preliminary
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allocation of purchase price to coal mining reserves, inventory and plant and equipment, interest expense and income
taxes related to the acquisition, are reflected in the pro forma
information. These pro forma amounts do not purport to be
indicative of the results that would have actually been obtained if the acquisition had occurred as of the beginning of
the periods presented or that may be obtained in the future.
(In millions, except per common share)
Total revenues
Income before cumulative effect of
accounting change
Net income
Earnings per common share—basic
Earnings per common share—diluted

2007
$2,428.7

2006
$2,176.5

252.2
$ 252.2
$
5.95
$
4.80

245.9
$ 245.9
$
5.71
$
4.57

Amapá
On March 5, 2007, we acquired a 30 percent interest in the
Amapá Project, a Brazilian iron ore project, through the acquisition of 100 percent of the shares of Centennial Amapá
for approximately $133 million. The remaining 70 percent of
the Amapá Project is currently owned by MMX, which is managing the construction and operations of the Amapá Project
while we are supplying supplemental technical support.
The Amapá Project consists of a significant iron ore deposit, a 192-kilometer railway connecting the mine location
to an existing port facility and 71 hectares of real estate on
the banks of the Amazon River, reserved for a loading terminal. The Amapá Project began production of sinter fines in
late-December 2007. It is expected that completion of construction of the concentrator and ramp up of production will
occur in 2008. Once fully operational, production is targeted
at 6.5 million tonnes of fines products annually.
In January 2008, Anglo American plc entered into a period
of exclusive discussions with the controlling shareholder of
MMX to purchase controlling interest in 51 percent interest in
the Minos-Rio iron ore project and its 70 percent interest in
the Amapá Project. The proposed transaction is subject to a
number of terms and conditions, including MMX board and
regulatory approvals and the negotiation of definitive transaction documents. In addition, MMX will be required to obtain
security holder approval for the completion of the transaction.
Total project funding requirements are estimated to be between $550 million and $650 million (Company share $165
million to $195 million), including approximately $415 million to $490 million (Company share $125 million to $147
million) to be funded with project debt, and approximately
$135 million to $160 million (Company share $40 million to
$48 million) to be funded with equity contributions. As of December 31, 2007, Amapá had debt outstanding of approximately $419 million, with approximately $83 million representing loans from MMX. These loans will be converted to
permanent financing under existing third party credit facilities during 2008. We are committed to funding 30 percent
of the equity contributions and have guaranteed 30 percent
of the third party project level debt until the project meets
certain performance criteria. As of December 31, 2007, approximately $101 million of project debt was guaranteed by
Cliffs. Capital contributions through December 31, 2007 have
totaled approximately $89 million (Company share $26.7 million). Amapá was in compliance with its debt covenant requirements at December 31, 2007.
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1.82

THERMO FISHER SCIENTIFIC INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 2 (In Part): Mergers, Acquisitions and Dispositions
2007 Acquisitions
In September 2007, the company’s Laboratory Products and
Services segment acquired Qualigens Fine Chemicals, a division of GlaxoSmithKline Pharmaceuticals Ltd. based in
Mumbai, India. Qualigens is India’s largest chemical manufacturer and supplier, serving customers in a variety of industries including pharmaceutical, petrochemical and food and
beverage. The purchase price totaled $59 million. The acquisition provided an established business in a fast-growing region to extend the company’s reach. Revenues of Qualigens
totaled $24 million in 2006. The purchase price exceeded
the fair value of the acquired net assets and, accordingly,
$25 million was allocated to goodwill, none of which is tax
deductible.
In October 2007, the company’s Laboratory Products and
Services segment acquired Priority Solutions International, a
U.S.-based leading third-party logistics provider to the pharmaceutical and healthcare industries. The purchase price
totaled $165 million, net of cash acquired. The acquisition
broadened the segment’s clinical trials management services
offerings. Revenues of Priority Solutions totaled $96 million
in 2006. The purchase price exceeded the fair value of the
acquired net assets and, accordingly, $113 million was allocated to goodwill, $37 million of which is tax deductible.
In October 2007, the company’s Analytical Technologies
segment acquired NanoDrop Technologies, Inc., a U.S.based supplier of UV-Vis spectrophotometry and fluorescence scientific instruments to the life sciences and pharmaceutical industries. The purchase price totaled $148 million,
net of cash acquired and including a deferred payment of
$8.3 million due in 2009, a post-closing adjustment of $1.5
million due in 2008 and contingent consideration of $10 million based on 2007 operating results which was earned and
accrued as an obligation at December 31, 2007 through an
increase to goodwill. The purchase agreement calls for up to
$20 million of additional contingent consideration, of which
$10 million is based upon the achievement of specified operating results in 2008 and $10 million is based on the successful approval of certain pending patent applications. The
acquisition broadened the segment’s technology offerings.
Revenues of NanoDrop totaled $27 million in 2006. The purchase price exceeded the fair value of the acquired net assets
and, accordingly, $77 million was allocated to goodwill, all of
which is tax deductible.
In December 2007, the company’s Laboratory Products
and Services segment acquired La-Pha-Pack, a Europeanbased manufacturer and provider of chromatography consumables and related accessories. The purchase price totaled $46 million, net of cash acquired, plus up to $4 million of
additional contingent consideration based upon the achievement of specified operating results in 2008. The acquisition
broadened the segment’s chromatography consumables offerings and expanded its geographic coverage in Europe.
Revenues of La-Pha-Pack totaled $21 million in 2006. The
purchase price exceeded the fair value of the acquired net
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assets and, accordingly, $8 million was allocated to goodwill,
none of which is tax deductible.
In addition to the acquisitions described above, in 2007
the Analytical Technologies segment acquired a distributor
of mass spectrometry, chromatography and surface science
instruments, a manufacturer of high performance liquid chromatography pumps and software, a manufacturer of electrostatic discharge products, the intellectual property of a
diagnostics business and the assets of a water testing business. The Laboratory Products and Services segment acquired a provider of test, measurement and process control
instruments, an independent test and research laboratory, a
developer of liquid handling pipette tips and a cell culture
product line. The total aggregate consideration was $88 million, net of cash acquired. The company also paid transaction costs and post-closing and contingent purchase price
adjustments aggregating $11 million in 2007 for various acquisitions completed prior to 2007. The company obtained a
refund of $5 million in 2007 related to a post-closing adjustment for a 2006 acquisition.
2006 Merger With Fisher Scientific International Inc.
Thermo Electron Corporation and Fisher Scientific International Inc. announced on May 8, 2006 that the boards of
directors of both companies had unanimously approved a
definitive agreement to combine the two companies in a taxfree, stock-for-stock exchange. The Fisher businesses are a
leading provider of products and services to the scientific research community and clinical laboratories. The Fisher businesses provide a suite of products and services to customers
worldwide from biochemicals, cell-culture media and proprietary RNAi technology to rapid-diagnostic tests, safety products and other consumable supplies. Fisher had revenues of
$5.4 billion in 2005. The transaction was approved by both
companies’ shareholders, in separate meetings, held on August 30, 2006 and, following regulatory approvals, was completed on November 9, 2006. The results of the operations of
Fisher have been included in the results of the company from
the date of acquisition. Following the merger, the company
was renamed Thermo Fisher Scientific Inc.
Under the terms of the agreement, Fisher shareholders received two shares of company common stock for each share
of Fisher common stock they owned. Based on the average
closing price for the two trading days before and after the
announcement date of $38.93 per share, this exchange represented a value of $77.86 per Fisher share, or an aggregate
equity value of $10.28 billion. The company also assumed
Fisher’s debt ($2.28 billion). The merger enabled the two
companies to broaden their customer offerings to include a
full range of analytical instruments, equipment, reagents and
consumables, software and services for research, analysis,
discovery and diagnostics.
Upon completion of the transaction, Thermo’s shareholders owned approximately 39 percent of the combined
company, and Fisher’s shareholders owned approximately
61 percent. Based upon pre-merger members of the company’s board of directors and senior management representing a majority of the composition of the combined company’s
board and senior management and the Fisher shareholders
receiving a premium (as of the date preceding the merger
announcement) over the fair market value of Fisher common
stock on such date, the company is considered to be the
acquirer for accounting purposes.
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The purchase price exceeded the fair value of the acquired
net assets, and accordingly, $6.50 billion was allocated to
goodwill, approximately $450 million of which is deductible
for tax purposes.
The company allocated $15 million of the purchase price
for Fisher to in-process research and development, which
represents the estimated fair value at November 9, 2006 related to in-process projects that had not yet reached technological feasibility and had no alternative future uses as of the
date of the merger. The company recorded as expense the
value attributable to these projects at the date of the merger.
The company uses the income approach to determine the
fair values of its purchased research and development. This
approach determines fair value by estimating the after-tax
cash flows attributable to an in-process project over its useful life and then discounting these after-tax cash flows back
to a present value. In determining the value of the in-process
projects, the company considers, among other factors, the
in-process projects’ stage of completion, the complexity of
the work completed as of the acquisition date, the costs already incurred, the projected costs to complete, the contribution of core technologies and other acquired assets, the
expected introduction date and the estimated useful life of
the technology. The company bases the discount rate used
to arrive at a present value as of the date of acquisition on the
time value of money and life science technology investment
risk factors. The company believes that the estimated purchased research and development amounts so determined
represent the fair value at the date of acquisition and do not
exceed the amount a third-party would pay for the projects.

•

•

•

•

•

•

The components of the preliminary purchase price allocation
for 2007 acquisitions are as follows:
(In millions)
Purchase price:
Cash paid(a)
Purchase price payable
Cash acquired
Allocation:
Current assets
Property, plant and equipment
Customer relationships
Product technology
Tradenames and other
Goodwill
Liabilities assumed
(a)

Qualigens

Priority

NanoDrop

La-Pha-Pack

Other

Total

$59.0
—
—
$59.0

$166.4
—
(1.9)
$164.5

$129.6
19.8
(1.3)
$148.1

$ 46.9
—
(0.9)
$ 46.0

$ 90.0
—
(2.2)
$ 87.8

$491.9
19.8
(6.3)
$505.4

$10.7
0.1
22.7
—
2.5
25.1
(2.1)
$59.0

$ 17.0
4.7
44.0
—
23.1
113.1
(37.4)
$164.5

$ 7.9
0.2
23.6
39.5
1.8
77.4
(2.3)
$148.1

$ 11.8
3.6
33.9
0.6
4.2
8.1
(16.2)
$ 46.0

$ 19.9
6.0
26.0
16.9
6.2
30.7
(17.9)
$ 87.8

$ 67.3
14.6
150.2
57.0
37.8
254.4
(75.9)
$505.4

Includes transaction costs.

The weighted-average amortization periods for the customer
relationships, product technology and tradenames acquired
in 2007 are 7 years, 8 years and 11 years, respectively. The
weighted-average amortization period for all intangible assets acquired in 2007 is 8 years.
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During 2007, the company refined estimates recorded in
the fourth quarter of 2006 of acquisition-related intangible
assets related to the November 2006 merger with Fisher
Scientific International Inc. and the December 2006 acquisition of Cohesive Technologies Inc. and finalized the valuation
of such intangible assets. The purchase price allocation for
Fisher, as revised, is as follows:
(In millions)
Purchase price:
Fair value of common stock issued to Fisher
shareholders
Fair value of Fisher stock options and
warrants converted into options in company
common stock
Debt assumed
Cash paid including transaction costs
Cash acquired
Allocation:
Current assets
Property, plant and equipment
Acquired intangible assets
Goodwill
Other assets
Liabilities assumed
Fair value of convertible debt allocable to
equity
(a)

$ 9,777.8
502.3
2,284.7
37.5(a)
(392.0)
$12,210.3
$ 1,928.9
949.4
7,048.8
6,500.6
357.1
(4,027.7)
(546.8)
$12,210.3

Of the transaction costs, $32.1 million were paid in 2006 and the
remainder was paid in 2007.

The acquired intangible assets from the merger with Fisher
are as follows:
(In millions)
Indefinite lives:
Trademarks
Definite lives:
Customer relationships
Product technology
Tradenames

$1,326.9
4,262.3
827.5
632.1
$7,048.8

The weighted-average amortization periods for intangible
assets with definite lives are: 14 years for customer relationships, 9 years for product technology and 10 years for
tradenames. The weighted-average amortization period for
all intangible assets with definite lives in the above table is
13 years.

ATT-SEC 1.82

The components of the purchase price allocation for the
company’s 2006 acquisitions, as revised in 2007 for finalization of the purchase price allocation, are as follows:
(In millions)
Purchase price:
Cash paid(a)
Cash acquired
Allocation:
Current assets
Property, plant and equipment
Customer relationships
Product technology
Tradenames
Goodwill
Other assets
Liabilities assumed
(a)

Cohesive

Other

Total

$71.2
(0.3)
$70.9

$ 59.5
(1.8)
$ 57.7

$130.7
(2.1)
$128.6

$ 5.6
1.0
19.0
14.6
3.4
32.8
—
(5.5)
$70.9

$ 19.7
1.2
16.4
12.4
—
42.5
2.4
(36.9)
$ 57.7

$ 25.3
2.2
35.4
27.0
3.4
75.3
2.4
(42.4)
$128.6

Includes transaction costs, subsequent payments of contingent
consideration and cash settlements of post-closing adjustments.

The weighted-average amortization periods for intangible assets with definite lives acquired in 2006; excluding those
acquired in the merger with Fisher, are: 9 years for customer relationships and 6 years for product technology. The
weighted-average amortization period for all intangible assets with definite lives acquired in 2006, including the merger
with Fisher, is 13 years.
Restructuring Activities at Acquired Businesses
The company has undertaken restructuring activities at acquired businesses. These activities, which were accounted
for in accordance with Emerging Issues Task Force (EITF) Issue No. 95-3, “Recognition of Liabilities in Connection with
a Purchase Business Combination,” have primarily included
reductions in staffing levels and the abandonment of excess
facilities. In connection with these restructuring activities, as
part of the cost of acquisitions, the company established
reserves, primarily for severance and excess facilities. In accordance with EITF Issue No. 95-3, the company finalizes its
restructuring plans no later than one year from the respective
dates of the acquisitions. Upon finalization of restructuring
plans or settlement of obligations for less than the expected
amount, any excess reserves are reversed with a corresponding decrease in goodwill or other intangible assets when no
goodwill exists. Accrued acquisition expenses are included in
other accrued expenses in the accompanying balance sheet.
No accrued acquisition expenses have been established for
2007 acquisitions.
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Formation of Jointly Owned Companies
1.83

AGCO CORPORATION (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
2 (In Part): Acquisitions and Joint Venture
On September 28, 2007, the Company acquired 50% of
Laverda S.p.A. (“Laverda”) for approximately €46.0 million
(or approximately $65.6 million), thereby creating an operating joint venture between the Company and the Italian ARGO
group. Laverda is located in Breganze, Italy and manufactures harvesting equipment. In addition to producing Laverda
branded combines, the Breganze factory has been manufacturing mid-range combine harvesters for AGCO’s Massey
Ferguson, Fendt and Challenger brands for distribution in
Europe, Africa and the Middle East since 2004. The joint venture also includes Laverda’s ownership in Fella-Werke GMBH
(“Fella”), a German manufacturer of grass and hay machinery, and its 50% stake in Gallignani S.p.A. (“Gallignani”),
an Italian manufacturer of balers. The addition of the Fella
and Gallignani product lines enables the Company to provide a comprehensive harvesting offering to its customers.
The investment was financed with available cash on hand.
The Company has accounted for the operating joint venture in accordance with APB Opinion No. 18, “The Equity
Method of Accounting for Investments in Common Stock”
(“APB No. 18”). In accordance with APB No. 18, the Company
identified approximately $17.6 million of goodwill and $12.9
million of other identifiable intangible assets as the Company’s investment was greater than the preliminary estimate
of the fair value of the underlying equity in the net assets
received. The goodwill and intangible asset balances are included in the recorded balance of the “Investments in Affiliates” line of the Company’s Consolidated Balance Sheet. The
amortization of the other identifiable intangible assets is included in the Company’s share of its earnings or losses from
its investment within the “Equity in net earnings of affiliates”
line item of the Company’s Consolidated Statements of Operations. In addition, the Company allocated approximately
$28.2 million of its investment as an addition to the joint venture’s property, plant and equipment to reflect land, buildings,
and machinery and equipment at their preliminary respective
fair values as compared to their historical net book values.
The depreciation expense associated with the increase in
recorded amounts with respect to property, plant and equipment is also included in the Company’s share of its earnings
or losses from its investment. The investment balance as of
December 31, 2007 includes transaction costs and related
fees incurred during 2007. The acquired other identifiable
assets are summarized in the following table (in millions):
Weighted-Average
Intangible Asset
Tradenames
Technology and patents
Distribution network

Amount
$ 4.3
0.8
7.8
$12.9

AICPA Accounting Trends & Techniques

81

The Company determined that the Laverda and Fella tradenames have an indefinite useful life. The Laverda tradename
has been in existence since 1890 and is currently sold in
over 35 countries worldwide. The Fella tradename has been
in existence since 1918. Both the Laverda brand and the Fella
brand are primary product lines of the Company’s Laverda
operating joint venture and the joint venture partners plan
to use these tradenames for an indefinite period of time. The
joint venture partners plan to continue to make investments in
product development to enhance the value of these brands
into the future. There are no legal, regulatory, contractual,
competitive, economic or other factors that the joint venture
partners are aware of that they believe would limit the useful
lives of the tradenames. The Laverda and Fella tradename
registrations can be renewed at a nominal cost in the countries in which the operating joint venture operates.

CONTINGENCIES
1.84 SFAS No. 5, Accounting for Contingencies, defines a
contingency as “an existing condition, situation or set of circumstances involving uncertainty as to possible gain or loss
to an enterprise that will ultimately be resolved when one or
more future events occur or fail to occur.” Paragraphs 8–16
of SFAS No. 5 set forth standards of financial accounting and
reporting for loss contingencies. Paragraph 17 of SFAS No. 5
states the accounting and reporting standards for gain contingencies. During 2007, 409 survey companies presented a
caption for contingencies in the balance sheet. Table 1-11
lists the loss and gain contingencies disclosed in the annual
reports of the survey companies.
1.85

Examples of contingency disclosures, except for tax
carryforwards, follow. Examples of operating loss carryforwards are presented in Section 3.

Useful Life
Indefinite
5 years
17 years
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19 (In Part): Commitments and Contingencies

1.86
TABLE 1-11: CONTINGENCIES
2007
Loss Contingencies
Litigation...................................
Environmental..........................
Possible tax assessments........
Insurance..................................
Government investigations......
Other—described.....................
Gain Contingencies
Operating loss carryforward.....
Tax credits and other tax credit
carryforwards........................
Capital loss carryforward .........
Alternative minimum tax
carryforward..........................
Plaintiff litigation.......................
Potential tax refund..................
Asset sale receivable...............
Investment credit carryforward
Charitable contribution
carryforward..........................
Other—described.....................

Number of Companies
2006
2005
2004

489
266
185
176
153
45

476
263
117
152
138
70

521
254
134
154
127
80

511
213
112
112
99
38

499

496

487

438

278
83

265
85

246
76

215
78

51
40
12
10
9

57
40
5
11
6

50
40
7
8
13

71
33
4
4
15

7
6

6
5

11
7

4
6

Litigation
The Company is involved in various legal proceedings, including competition, environmental, health, safety, product
liability, and insurance matters. In particular, during the second quarter of 2007, a unit of the Brazilian Ministry of Justice
issued a report on its investigation of the Company’s Brazilian subsidiary, Air Products Brazil, and several other Brazilian
industrial gas companies (subsequently, this report was recalled by such unit due to certain technical issues related
to its release and has not been rereleased). The report recommended that the Brazilian Administrative Council for Economic Defense impose sanctions on Air Products Brazil and
the other industrial gas companies for alleged anticompetitive activities. The Company intends to defend this action
and cannot, at this time, reasonably predict the ultimate outcome of the proceedings or sanctions, if any, that will be imposed. While the Company does not expect that any sums
it may have to pay in connection with this or any other legal
proceeding would have a materially adverse effect on its consolidated financial position or net cash flows, a future charge
for regulatory fines or damage awards could have a significant impact on the Company’s net income in the period in
which it is recorded.

1.88

FEDEX CORPORATION (MAY)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

LOSS CONTINGENCIES

Litigation
1.87

AIR PRODUCTS AND CHEMICALS, INC. (SEP)
NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS
1 (In Part): Major Accounting Policies
Litigation
In the normal course of business, the Company is involved in
legal proceedings. The Company accrues a liability for such
matters when it is probable that a liability has been incurred
and the amount can be reasonably estimated. When only a
range of possible loss can be established, the most probable
amount in the range is accrued. If no amount within this range
is a better estimate than any other amount within the range,
the minimum amount in the range is accrued. The accrual
for a litigation loss contingency might include, for example,
estimates of potential damages, outside legal fees and other
directly related costs expected to be incurred.

ATT-SEC 1.86

Note 17. Contingencies
Wage-and-Hour
We are a defendant in a number of lawsuits filed in federal or
California state courts containing various class-action allegations under federal or California wage-and-hour laws. The
plaintiffs in these lawsuits allege, among other things, that
they were forced to work “off the clock,” were not paid overtime and were not provided work breaks or other benefits.
The plaintiffs generally seek unspecified monetary damages,
injunctive relief, or both. We have denied any liability and
intend to vigorously defend ourselves. Given the nature and
preliminary status of these wage-and-hour claims, we cannot
yet determine the amount or a reasonable range of potential
loss in these matters, if any.
Independent Contractor
FedEx Ground is involved in numerous purported classaction lawsuits and other proceedings that claim that the
company’s owner-operators should be treated as employees, rather than independent contractors. These matters include Estrada v. FedEx Ground, a class action involving single
work area contractors that was filed in California state court.
Although the trial court granted some of the plaintiffs’ claims
for relief in Estrada ($18 million, inclusive of attorney’s fees,
plus equitable relief), the appellate court has reversed the trial
court’s issuance of equitable relief. The plaintiffs petitioned
the California Supreme Court for a review of the appellate
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court decision, and that petition was denied. The rest of the
appeal is pending.
Adverse determinations in these matters could, among
other things, entitle certain of our contractors to the reimbursement of certain expenses and to the benefit of wageand-hour laws and result in employment and withholding tax
liability for FedEx Ground. On August 10, 2005, the Judicial
Panel on Multi-District Litigation granted our motion to transfer and consolidate the majority of the class-action lawsuits
for administration of the pre-trial proceedings by a single federal court—the U.S. District Court for the Northern District
of Indiana. We strongly believe that FedEx Ground’s owneroperators are properly classified as independent contractors
and that we will prevail in these proceedings. Given the nature
and preliminary status of these claims, we cannot yet determine the amount or a reasonable range of potential loss in
these matters, if any.

tions” at undiscounted amounts. Accruals for related insurance or other third-party recoveries for environmental liabilities are recorded when it is probable that a recovery will be
realized and are included in the consolidated balance sheets
as “Accounts and notes receivable—Other.”
Environmental costs are capitalized if the costs extend
the life of the property, increase its capacity, and/or mitigate or prevent contamination from future operations. Environmental costs are also capitalized in recognition of legal
asset retirement obligations resulting from the acquisition,
construction and/or normal operation of a long-lived asset.
Costs related to environmental contamination treatment and
cleanup are charged to expense. Estimated future incremental operations, maintenance and management costs directly
related to remediation are accrued when such costs are probable and reasonably estimable.
Note J (In Part): Commitments and Contingent Liabilities

Race Discrimination
During the fourth quarter of 2007, we settled Satchell v. FedEx
Express, a class action lawsuit in California that alleged discrimination by FedEx Express in the Western region of the
United States against certain current and former minority
employees in pay and promotion. The settlement will require
a payment of approximately $55 million by FedEx Express,
which is covered by insurance. The court has granted preliminary approval of the settlement, and a hearing is scheduled
for August 2007 for the court to consider final approval of the
settlement.
Other
FedEx and its subsidiaries are subject to other legal proceedings that arise in the ordinary course of their business.
In the opinion of management, the aggregate liability, if any,
with respect to these other actions will not materially adversely affect our financial position, results of operations or
cash flows.

Environmental Matters
1.89

THE DOW CHEMICAL COMPANY (DEC)
NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS
Note A (In Part): Summary of Significant Accounting Policies
and Recent Accounting Pronouncements
Summary of Significant Accounting Policies (In Part)
Environmental Matters
Accruals for environmental matters are recorded when it is
probable that a liability has been incurred and the amount
of the liability can be reasonably estimated based on current
law and existing technologies. These accruals are adjusted
periodically as assessment and remediation efforts progress
or as additional technical or legal information becomes available. Accruals for environmental liabilities are included in the
consolidated balance sheets as “Other noncurrent obliga-

AICPA Accounting Trends & Techniques

Litigation (In Part)
Environmental Matters
Accruals for environmental matters are recorded when it is
probable that a liability has been incurred and the amount
of the liability can be reasonably estimated, based on current law and existing technologies. At December 31, 2007,
the Company had accrued obligations of $322 million for
environmental remediation and restoration costs, including
$28 million for the remediation of Superfund sites. This is
management’s best estimate of the costs for remediation and
restoration with respect to environmental matters for which
the Company has accrued liabilities, although the ultimate
cost with respect to these particular matters could range up
to twice that amount. Inherent uncertainties exist in these estimates primarily due to unknown conditions, changing governmental regulations and legal standards regarding liability, and evolving technologies for handling site remediation
and restoration. At December 31, 2006, the Company had
accrued obligations of $347 million for environmental remediation and restoration costs, including $31 million for the
remediation of Superfund sites.
The following table summarizes the activity in the Company’s accrued obligations for environmental matters for the
years ended December 31, 2007 and 2006:
(In millions)
Balance at January 1
Additional accruals
Charges against reserve
Adjustments to reserve
Balance at December 31

2007
$ 347
113
(152)
14
$ 322

2006
$ 339
130
(124)
2
$ 347

The amounts charged to income on a pretax basis related to
environmental remediation totaled $92 million in 2007, $125
million in 2006 and $79 million in 2005. Capital expenditures
for environmental protection were $189 million in 2007, $193
million in 2006 and $150 million in 2005.
Midland Site Environmental Matters
On June 12, 2003, the Michigan Department of Environmental Quality (“MDEQ”) issued a Hazardous Waste Operating
License (the “License”) to the Company’s Midland, Michigan manufacturing site (the “Midland site”), which included
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provisions requiring the Company to conduct an investigation
to determine the nature and extent of off-site contamination
in Midland area soils; Tittabawassee and Saginaw River sediment and floodplain soils; and Saginaw Bay. The License
required the Company, by August 11, 2003, to propose a detailed Scope of Work for the off-site investigation for the City
of Midland and the Tittabawassee River and floodplain for
review and approval by the MDEQ. Revised Scopes of Work
were approved by the MDEQ on October 18, 2005. The Company was required to submit a Scope of Work for the investigation of the Saginaw River and Saginaw Bay by August 11,
2007. The Company submitted the Scope of Work for the
Saginaw River and Saginaw Bay on July 13, 2007. The Company received a Notice of Deficiency dated August 29, 2007,
from the MDEQ with respect to the Scope of Work for the
Saginaw River and Saginaw Bay. The Company submitted a
revised Scope of Work for the Saginaw River and Saginaw
Bay to the MDEQ on October 15, 2007.
Discussions between the Company and the MDEQ that
occurred in 2004 and early 2005 regarding how to proceed
with off-site corrective action under the License resulted in
the execution of the Framework for an Agreement Between
the State of Michigan and The Dow Chemical Company (the
“Framework”) on January 20, 2005. The Framework committed the Company to propose a remedial investigation work
plan by the end of 2005, conduct certain studies, and take
certain immediate interim remedial actions in the City of Midland and along the Tittabawassee River.
Remedial Investigation Work Plans
The Company submitted Remedial Investigation Work Plans
for the City of Midland and for the Tittabawassee River on December 29, 2005. By letters dated March 2, 2006 and April 13,
2006, the MDEQ provided two Notices of Deficiency (“Notices”) to the Company regarding the Remedial Investigation
Work Plans. The Company responded, as required, to some
of the items in the Notices on May 1, 2006, and as required responded to the balance of the items and submitted revised
Remedial Investigation Work Plans on December 1, 2006.
In response to subsequent discussions with the MDEQ, the
Company submitted further revised Remedial Investigation
Work Plans on September 17, 2007, for the Tittabawassee
River and on October 15, 2007, for the City of Midland.
Studies Conducted
On July 12, 2006, the MDEQ approved the sampling for the
first six miles of the Tittabawassee River. On December 1,
2006, the MDEQ approved the Sampling and Analysis Plan in
Support of Bioavailability Study for Midland (the “Plan”). The
results of the Plan were provided to the MDEQ on March 22,
2007. On May 3, 2007, the MDEQ approved the GeoMorph®
Pilot Site Characterization Report for the first six miles and
approved this approach for the balance of the Tittabawassee
River with some qualifications. On July 12, 2007, the MDEQ
approved, with qualifications, the sampling for the next 11
miles of the Tittabawassee River.
Interim Remedial Actions
The Company has been working with the MDEQ to implement
Interim Response Activities and Pilot Corrective Action Plans
in specific areas in and along the Tittabawassee River, where
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elevated levels of dioxins and furans were found during the
investigation of the first six miles of the river.
Removal Actions
On June 27, 2007, the U.S. Environmental Protection Agency
(“EPA”) sent a letter to the Company demanding that the
Company enter into consent orders under Section 106 of
the Comprehensive Environmental Response, Compensation, and Liability Act (“CERCLA”) for three areas identified
during investigation of the first six miles of the Tittabawassee
River as areas for interim remedial actions under MDEQ oversight. The EPA sought a commitment that the Company immediately engage in remedial actions to remove soils and
sediments. Three removal orders were negotiated and were
signed on July 12, 2007, and the soil and sediment required
to be removed by these orders has been completed. On
November 15, 2007, the Company and the EPA entered into
a CERCLA removal order requiring the Company to remove
sediment in the Saginaw River where elevated concentrations were identified during investigative work conducted on
the Saginaw River. The sediment removal work was completed in December 2007.
The Framework also contemplates that the Company, the
State of Michigan and other federal and tribal governmental
entities will negotiate the terms of an agreement or agreements to resolve potential governmental claims against the
Company related to historical off-site contamination associated with the Midland site. The Company and the governmental parties began to meet in the fall of 2005 and entered into a Confidentiality Agreement in December 2005.
The Company continues to conduct negotiations with the
governmental parties under the Federal Alternative Dispute
Resolution Act.
On September 12, 2007, the EPA issued a press release
reporting that they were withdrawing from the alternative dispute resolution process. On September 28, 2007, the Company entered into a Funding and Participation Agreement
with the natural resource damage trustees that addressed the
Company’s payment of past costs incurred by the trustees,
payment of the costs of a trustee coordinator and a process
to review additional cooperative studies that the Company
might agree to fund or conduct with the natural resource
damage trustees.
On October 10, 2007, the EPA presented a Special Notice
letter to the Company offering to enter into negotiations for an
administrative order on consent for the Company to conduct
or fund a remedial investigation, a feasibility study, interim
remedial actions and a remedial design for the Tittabawassee
River, Saginaw River, and Saginaw Bay. The Company agreed
to enter into negotiations and submitted its Good Faith Offer
to the EPA on December 10, 2007. On January 4, 2008, the
EPA terminated negotiations under the Special Notice Letter.
At the end of 2007, the Company had an accrual for off-site
corrective action of $5 million (included in the total accrued
obligation of $322 million at December 31, 2007) based on
the range of activities that the Company proposed and discussed implementing with the MDEQ and which is set forth
in the Framework. At December 31, 2006, the accrual for
off-site corrective action was $7 million (included in the total
accrued obligation of $347 million at December 31, 2006).
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Environmental Matters Summary
It is the opinion of the Company’s management that the possibility is remote that costs in excess of those disclosed will
have a material adverse impact on the Company’s consolidated financial statements.

1.90

GOODRICH CORPORATION (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Significant Accounting Policies
Environmental Liabilities
The Company establishes a liability for environmental liabilities when it is probable that a liability has been incurred
and the Company has the ability to reasonably estimate
the liability. The Company capitalizes environmental costs
only if the costs are recoverable and (1) the costs extend
the life, increase the capacity, or improve the safety or efficiency of property owned by the Company as compared with
the condition of that property when originally constructed or
acquired; (2) the costs mitigate or prevent environmental contamination that has yet to occur and that otherwise may result
from future operations or activities and the costs improve the
property compared with its condition when constructed or
acquired; or (3) the costs are incurred in preparing the property for sale. All other environmental costs are expensed.
Note 17 (In Part): Contingencies
General
There are pending or threatened against the Company or its
subsidiaries various claims, lawsuits and administrative proceedings, arising from the ordinary course of business, which
seek remedies or damages. Although no assurance can be
given with respect to the ultimate outcome of these matters,
the Company believes that any liability that may finally be
determined with respect to commercial and non-asbestos
product liability claims should not have a material effect on
its consolidated financial position, results of operations or
cash flow. Legal costs are expensed as incurred.
Environmental
The Company is subject to environmental laws and regulations which may require that the Company investigate and
remediate the effects of the release or disposal of materials at sites associated with past and present operations. At
certain sites, the Company has been identified as a potentially responsible party under the federal Superfund laws and
comparable state laws. The Company is currently involved in
the investigation and remediation of a number of sites under
applicable laws.
Estimates of the Company’s environmental liabilities are
based on current facts, laws, regulations and technology.
These estimates take into consideration the Company’s prior
experience and professional judgment of the Company’s environmental specialists. Estimates of the Company’s environmental liabilities are further subject to uncertainties regarding
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the nature and extent of site contamination, the range of remediation alternatives available, evolving remediation standards, imprecise engineering evaluations and cost estimates,
the extent of corrective actions that may be required and the
number and financial condition of other potentially responsible parties, as well as the extent of their responsibility for the
remediation.
Accordingly, as investigation and remediation proceed, it
is likely that adjustments in the Company’s accruals will be
necessary to reflect new information. The amounts of any
such adjustments could have a material adverse effect on the
Company’s results of operations or cash flows in a given period. Based on currently available information, however, the
Company does not believe that future environmental costs
in excess of those accrued with respect to sites for which
the Company has been identified as a potentially responsible party are likely to have a material adverse effect on the
Company’s financial condition.
Environmental liabilities are recorded when the liability is
probable and the costs are reasonably estimable, which generally is not later than at completion of a feasibility study
or when the Company has recommended a remedy or has
committed to an appropriate plan of action. The liabilities
are reviewed periodically and, as investigation and remediation proceed, adjustments are made as necessary. Liabilities
for losses from environmental remediation obligations do not
consider the effects of inflation and anticipated expenditures
are not discounted to their present value. The liabilities are
not reduced by possible recoveries from insurance carriers
or other third parties, but do reflect anticipated allocations
among potentially responsible parties at federal Superfund
sites or similar state-managed sites, third party indemnity
obligations, and an assessment of the likelihood that such
parties will fulfill their obligations at such sites.
The Company’s Consolidated Balance Sheet includes an
accrued liability for environmental remediation obligations of
$69.6 million and $74.3 million at December 31, 2007 and
2006, respectively. At December 31, 2007 and 2006, $18.6
million and $17.7 million, respectively, of the accrued liability for environmental remediation were included in current
liabilities as accrued expenses. At December 31, 2007 and
2006, $29.4 million and $31 million, respectively, was associated with ongoing operations and $40.2 million and $43.3
million, respectively, was associated with previously owned
businesses.
The Company expects that it will expend present accruals
over many years, and will generally complete remediation in
less than 30 years at sites for which it has been identified as a
potentially responsible party. This period includes operation
and monitoring costs that are generally incurred over 15 to
25 years.
There has recently been an increase by certain states in
the U.S. and countries globally to promulgate or propose
regulations or legislation impacting the use of various chemical substances by all companies. The Company is currently
evaluating the potential impact, if any, of such regulations
and legislation.
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Possible Tax Assessments
1.91

BRUNSWICK CORPORATION (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 10 (In Part): Income Taxes

Taxing authorities in various jurisdictions are in the process
of reviewing the Company’s tax returns. Except for the California Franchise Tax Board, where the Company has filed
protests for the 1996–2003 tax years, taxing authorities are
generally reviewing tax returns for post-2001 tax years, including the IRS, which has begun its audit of the Company’s
tax returns for the 2002–2005 tax years. As part of this audit,
the IRS is examining the pricing of the Company’s crossborder arrangements. While the Company believes that the
pricing of these arrangements is appropriate and that its reserves are adequate with respect to such pricing, it is possible that the IRS will propose adjustments in excess of such
reserves and that conclusion of the audit will result in adjustments in excess of such reserves. An unfavorable resolution
for open tax years could have a material effect on the Company’s results of operations or cash flows in the period in
which an adjustment is recorded and in future periods. The
Company believes that an unfavorable resolution for open tax
years would not be material to the financial position of the
Company; however, each year, the Company records significant tax benefits with respect to its cross-border arrangements, and the possibility of a resolution that is material to
the financial position of the Company cannot be excluded.

The Company is regularly audited by federal, state and foreign tax authorities. In the fourth quarter of 2006, the IRS
completed its audit of the Company’s taxable years 2002 and
2003. As discussed in Note 11—Commitments and Contingencies, the Company and the IRS reached settlements in
2005 for taxable years 1986 through 2001, and the statute of
limitations related to these taxable years expired on March 9,
2006. The Company’s taxable years 2004 through 2006 are
currently open for IRS examination and the IRS has begun its
audit of 2004 and 2005. Primarily as a result of filing amended
tax returns, which were generated by the closing of federal
income tax audits, the Company is still open to state and
local tax audits in major tax jurisdictions dating back to the
1999 taxable year. With the exception of Germany, where
the Company is currently undergoing a tax audit for taxable
years 1998 through 2001, the Company is no longer subject
to income tax examinations by any other major foreign tax
jurisdiction for years prior to 2001.

Insurance Coverage/Self-Insurance

Note 11 (In Part): Commitments and Contingencies

1.93

Tax Case
In February 2003, the United States Tax Court issued a ruling
upholding the disallowance by the Internal Revenue Service
(IRS) of capital losses and other expenses for 1990 and 1991
related to two partnership investments entered into by the
Company. In 2003 and 2004, the Company made payments
to the IRS comprised of $33 million in taxes due and $39
million of pre-tax interest (approximately $25 million after-tax)
to avoid future interest costs. Subsequently, the Company
and the IRS settled all issues involved in and related to this
case. As a result, the Company reversed $42.6 million of tax
reserves in 2006, primarily related to the reassessment of
underlying exposures, received a refund of $12.9 million from
the IRS, and recorded an additional tax receivable of $4.1
million for interest related to these tax years. Additionally,
these tax years will be subject to tax audits by various state
jurisdictions to determine the state tax effect of the IRS’s
audit adjustments.

WERNER ENTERPRISES, INC. (DEC)

1.92

WYETH (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
10 (In Part): Income Taxes
The Company files tax returns in the U.S. federal jurisdiction and various state and foreign jurisdictions. In 2007, the
Company completed and effectively settled an audit for the
1998–2001 tax years with the Internal Revenue Service (IRS).

ATT-SEC 1.91

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Insurance and Claims Accruals
Insurance and claims accruals (both current and noncurrent)
reflect the estimated cost (including estimated loss development and loss adjustment expenses) for (i) cargo loss and
damage, (ii) bodily injury and property damage (“BI/PD”),
(iii) group health and (iv) workers’ compensation claims not
covered by insurance. The costs for cargo and BI/PD insurance and claims are included in insurance and claims expense in the Consolidated Statements of Income; the costs
of group health and workers’ compensation claims are included in salaries, wages and benefits expense. The insurance and claims accruals are recorded at the estimated
ultimate payment amounts. Such insurance and claims accruals are based upon individual case estimates (including
negative development) and estimates of incurred-but-notreported losses using loss development factors based upon
past experience. Actual costs related to insurance and claims
have not differed materially from estimated accrued amounts
for all years presented. An actuary reviews our self-insurance
reserves for bodily injury and property damage claims and
workers’ compensation claims every six months.
We were responsible for liability claims up to $500,000,
plus administrative expenses, for each occurrence involving bodily injury or property damage since August 1, 1992.
For the policy year beginning August 1, 2004, we increased
our self-insured retention (“SIR”) and deductible amount to
$2.0 million per occurrence. We are also responsible for
varying annual aggregate amounts of liability for claims in
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excess of the SIR/deductible. The following table reflects the
SIR/deductible levels and aggregate amounts of liability for
bodily injury and property damage claims since August 1,
2004:

Coverage Period
August 1, 2004–July 31, 2005
August 1, 2005–July 31, 2006
August 1, 2006–July 31, 2007
August 1, 2007–July 31, 2008
(1)

(2)

(3)

Primary
Coverage
$5.0 million
$5.0 million
$5.0 million
$5.0 million

Primary Coverage
SIR/Deductible
$2.0 million(1)
$2.0 million(2)
$2.0 million(2)
$2.0 million(3)

Subject to an additional $3.0 million aggregate in the $2.0 to $3.0
million layer, no aggregate (meaning that we were fully insured) in
the $3.0 to $5.0 million layer, and a $5.0 million aggregate in the
$5.0 to $10.0 million layer.
Subject to an additional $2.0 million aggregate in the $2.0 to $3.0
million layer, no aggregate (meaning that we were fully insured) in
the $3.0 to $5.0 million layer, and a $5.0 million aggregate in the
$5.0 to $10.0 million layer.
Subject to an additional $8.0 million aggregate in the $2.0 to $5.0
million layer and a $5.0 million aggregate in the $5.0 to $10.0
million layer.

Our primary insurance covers the range of liability under
which we expect most claims to occur. If any liability claims
are substantially in excess of coverage amounts listed in the
table above, such claims are covered under premium-based
policies (issued by reputable insurance companies) to coverage levels that our management considers adequate. We are
also responsible for administrative expenses for each occurrence involving bodily injury or property damage.
We assumed responsibility for workers’ compensation up
to $1.0 million per claim. Effective April 2007, we were no
longer responsible for the additional $1.0 million aggregate
for claims between $1.0 million and $2.0 million. For the years
2005 and 2006 we were responsible for a $1.0 million aggregate for claims between $1.0 million and $2.0 million. We
also maintain a $25.4 million bond and obtained insurance
for individual claims above $1.0 million.
Under these insurance arrangements, we maintain $33.6
million in letters of credit as of December 31, 2007.

Governmental Investigations
1.94

CAMERON INTERNATIONAL CORPORATION (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Major Accounting Policies
Contingencies
The Company accrues for costs relating to litigation, including litigation defense costs, claims and other contingent
matters, including liquidated damage liabilities, when such
liabilities become probable and reasonably estimable. Such
estimates may be based on advice from third parties or on
management’s judgment, as appropriate. Revisions to contingent liability reserves are reflected in income in the period
in which different facts or information become known or cir-
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cumstances change that affect the Company’s previous assumptions with respect to the likelihood or amount of loss.
Amounts paid upon the ultimate resolution of contingent liabilities may be materially different from previous estimates
and could require adjustments to the estimated reserves to
be recognized in the period such new information becomes
known.
Note 18 (in Part): Contingencies
The Company is subject to a number of contingencies,
including environmental matters, litigation and tax contingencies.
Regulatory Contingencies
In January 2007, the Company underwent a Pre-Assessment
Survey as part of a Focused Assessment initiated by the Regulatory Audit Division of the U.S. Customs and Border Protection, Department of Homeland Security. The Pre-Assessment
Survey resulted in a finding that the Company had deficiencies in its U.S. Customs compliance processes. The Company is taking corrective action and will undergo Assessment
Compliance Testing in the first half of 2008. At December 31,
2007, the Company’s consolidated balance sheet included
a liability of $750,000 for the estimated additional customs
duties which may be due.
In July 2007, the Company was one of a number of companies to receive a letter from the Criminal Division of the U.S.
Department of Justice (DOJ) requesting information on their
use of a freight forwarder and customs clearance broker. The
DOJ is inquiring into whether certain of the services provided
to the Company by the freight forwarder may have involved
violations of the U.S. Foreign Corrupt Practices Act (FCPA).
The Company is conducting an internal investigation in response, as discussed below, and is providing the requested
information to the DOJ.
The Company engaged special counsel reporting to the
Audit Committee of the Board of Directors to conduct an
investigation into its dealings with the freight forwarder to
determine if any payment made to or by the freight forwarder
and customs clearing broker on the Company’s behalf constituted a violation of the FCPA. The investigation is also looking into activities of Company employees and agents with
respect to immigration matters and importation permitting.
To date, the special counsel has found that the Company
utilized certain services in Nigeria offered by the customs
broker that appear to be similar to services that have been
under review by the DOJ. Special counsel is reviewing these
and other services and activities to determine whether they
were conducted in compliance with all applicable laws and
regulations. Special counsel is also reviewing the extent, if
any, of the Company’s knowledge, and its involvement in the
performance, of these services and activities and whether
the Company fulfilled its obligations under the FCPA.
In addition, the U.S. Securities and Exchange Commission
(SEC) is conducting an informal inquiry into the same matters
currently under review by the DOJ. As part of this inquiry the
SEC has requested that the Company provide to them the
information and documents that have been requested by and
are being provided to the DOJ. The Company is cooperating
fully with the SEC, as it is doing with the DOJ, and is providing
the requested materials. At this stage of the internal investigation, the Company cannot predict the ultimate outcome of
either the internal investigation or the government inquiries.
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The Company has also undertaken an enhanced compliance
training effort for its personnel, including foreign operations
personnel dealing with customs clearance regulations.

GAIN CONTINGENCIES

Plaintiff Litigation
1.96

HUNTSMAN CORPORATION (DEC)

Product Labeling
1.95

CHURCH & DWIGHT CO., INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
16 (In Part): Commitments, Contingencies and Guarantees
The Company’s distribution of condoms under the TROJAN
and other trademarks is regulated by the U.S. Food and
Drug Administration (FDA). Certain of the Company’s condoms and similar condoms sold by its competitors contain
the spermicide nonoxynol-9 (N-9). The World Health Organization and other interested groups have issued reports suggesting that N-9 should not be used rectally or for multiple
daily acts of vaginal intercourse, given the ingredient’s potential to cause irritation to human membranes. In 2005, the FDA
issued non-binding draft guidance concerning the labeling
of condoms in general and those with N-9 in particular. The
Company filed a response recommending alternative labeling
to the FDA. While awaiting further FDA guidance, the Company implemented an interim label statement change cautioning against rectal use and more-than-once-a-day vaginal
use of condoms with N-9 and launched a public information
campaign to communicate these messages to the affected
communities. The Company believes that its present labeling
for condoms with N-9 is compliant with the overall objectives
of the FDA’s draft guidance and that condoms with N-9 will
remain a viable contraceptive choice for those couples who
wish to use them. However, the Company cannot predict the
nature of the labeling that ultimately will be required by the
FDA. If the FDA or state governments eventually promulgate
rules which prohibit or restrict the use of N-9 in condoms
(such as new labeling requirements), the Company could incur costs from obsolete products, packaging or raw materials, and sales of condoms could decline, which, in turn, could
decrease the Company’s operating income.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
21 (In Part): Commitments and Contingencies
Legal Matters (In Part)
Port Arthur Plant Fire Insurance Litigation
On August 31, 2007, an action was brought against our
Company and IRIC, our captive insurer, in the United States
District Court, Southern District of Texas, by the Reinsurers
under the property insurance policy issued by IRIC to our
Company for the period covering the April 29, 2006 fire at
our manufacturing facility in Port Arthur, Texas. The action
seeks to compel our Company and IRIC to arbitrate with the
Reinsurers to resolve disputes related to the claim for losses
caused by the fire or, in the alternative, to declare judgment in
favor of the Reinsurers. Motions to dismiss that action filed by
our Company and IRIC were heard December 21, 2007, but
have not been decided by the Court. In a second and related
action filed by our Company against IRIC in state court in Jefferson County, Texas, IRIC filed a third party petition against
the Reinsurers, who then removed that action to the United
States District Court for the Eastern District of Texas. Some
of the Reinsurers have filed answers and motions to compel
arbitration, to stay these proceedings, and to change venue
to the Southern District of Texas in order to consolidate the
two actions. Our Company has filed a motion to remand that
action to the state court and opposition to the Reinsurers’
motions in that action. Our Company has paid its deductible
on the claim of $60 million and has been advanced $325 million to date (of which $20 million was advanced subsequent
to December 31, 2007) by the Reinsurers. Our Company has
claimed an additional $216 million as presently due and owing and unpaid under the Policy for losses caused by the fire,
and anticipates filing additional claims.
23 (In Part): Casualty Losses and Insurance Recoveries
Port Arthur, Texas Plant Fire
On April 29, 2006, our Port Arthur, Texas olefins manufacturing plant experienced a major fire. With the exception of cyclohexane operations at the site, which were restarted in June
2006, the remaining operations at the site were shutdown
until we restarted operations in the fourth quarter of 2007.
The Port Arthur manufacturing plant is covered by property
damage and business interruption insurance. With respect
to coverage for this outage, the deductible for property damage is $10.0 million and business interruption coverage does
not apply for the first 60 days, subject to a combined deductible for property damage and business interruption of
$60.0 million.
During the fourth quarter of 2006, we received insurance
recovery advances of $150.0 million, of which $56.4 million
was applied to our insurance receivable related to recovery of costs already incurred and $93.6 million was recorded
as deferred insurance recovery gain in Accrued liabilities in
our consolidated balance sheet (as of December 31, 2006).
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During 2007, we received additional recovery advances of
$155.0 million, totaling $305.0 million of recovery advances
through December 31, 2007. In addition, in December 2007,
reinsurers agreed to pay an additional $20.0 million in recovery advances all of which was received by mid-February,
2008. The reinsurers have failed to process additional requests for interim claim recovery advances pending their further review and adjusting of the overall claim. On August 31,
2007, the reinsurers filed suit against us and IRIC, our captive insurance company, in the United States District Court for
the Southern District of Texas seeking to compel arbitration
of certain disputed claims or alternatively seeking a declaratory judgment on disputed claims. See “Note 21. Commitment and Contingencies—Legal Matters—Port Arthur Plant
Fire Insurance Litigation.”
During 2007, we incurred expenditures and losses for both
property damage and business interruption as a result of the
Port Arthur fire. During 2007, we incurred $51.6 million in repair and maintenance costs and $79.9 million of fixed costs
during the business interruption period, all of which were
charged to the deferred insurance recovery gain. The deferred insurance recovery gain is included in Accrued liabilities on our consolidated balance sheet. The following table
describes changes to the deferred insurance recovery gain
during the years ended December 31, 2007 and 2006 (dollars
in millions):

Balance as of January 1
Insurance recovery advances
Incurrence of repair and maintenance costs
during the period
Incurrence of fixed costs during the business
interruption period
Balance as of December 31

2007
$ 93.6
175.0

2006
$ —
150.0

(51.6)

(17.2)

(79.9)
$137.1

(39.2)
$ 93.6

Future insurance recovery advances, if any, in excess of accrued fixed costs and other expenses relating to the damaged facilities will be recorded as a deferred gain, and any
remaining deferred gains associated with this event will not
be recognized in our consolidated statements of operations
until final settlement is reached with our insurance carriers.

and a substantial amount of related work. The Company substantially completed the Project in January 2004, and its work
on the Project was accepted by the NYSDOT as finally complete in February 2006.
Because of numerous design errors, undisclosed utility
conflicts, lack of coordination with local agencies and other
interferences for which the Company believes that the NYSDOT is responsible, the Company suffered impacts involving
every structure. As a result, the Company incurred significant additional costs in completing its work and suffered a
significantly extended Project schedule.
The initial Project schedule contemplated substantial completion in 28 months from the Project commencement in
September, 2000. Ultimately, the time for substantial completion was extended by 460 days. While the Project was
under construction, the NYSDOT made $8.5 million of payments to the Company for its extended overhead costs.
The Company sought approximately $33 million of additional relief from the NYSDOT for the delay and extra work
it experienced. The NYSDOT, however, declined to grant the
Company any further relief. Moreover, it is the Company’s
understanding that the NYSDOT will seek an adjustment of
an unspecified amount of the $8.5 million it previously paid
to the Company for its extended overhead costs.
Since the NYSDOT has accepted the Company’s work
as complete, it must take certain steps to close out the
Project contract. To date, the NYSDOT has not completed
that process.
After the closeout of the Project contract by the NYSDOT,
which is expected soon, the Company will file a formal claim
with the NYSDOT for the delay and extra work it experienced,
as a condition precedent to filing an action in the New York
Court of Claims.
Management has made an estimate of the total anticipated
cost recovery on the Project and it is included in revenue
recorded to date. To the extent new facts become known or
the final cost recovery included in the claim settlement varies
from this estimate, the impact of the change will be reflected
in the financial statements at that time.

Potential Tax Refund
1.98

1.97

PERINI CORPORATION (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
2 (In Part): Contingencies and Commitments
Long Island Expressway/Cross Island Parkway Matter
The Company reconstructed the Long Island Expressway/Cross Island Parkway Interchange for the New York
State Department of Transportation (the “NYSDOT”). The
$130 million project (the “Project”) included the complete
reconstruction and/or new construction of fourteen bridges
and numerous retaining and barrier walls; reconfiguration of
the existing interchange with the addition of three flyover
bridges; widening and resurfacing of three miles of highway;

AICPA Accounting Trends & Techniques

GENERAL DYNAMICS CORPORATION (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
E (In Part): Income Taxes
Tax Uncertainties (In Part)
On November 27, 2001, General Dynamics filed a refund suit
in the U.S. Court of Federal Claims, titled General Dynamics
v. United States, for the years 1991 to 1993. The company
added the years 1994 to 1998 to the litigation on June 23,
2004. The suit seeks recovery of refund claims that were disallowed by the Internal Revenue Service (IRS) at the administrative level. On December 30, 2005, the court issued its
opinion regarding one of the issues in the case. The court
held that the company could not treat the A-12 contract as
complete for federal income tax purposes in 1991, the year
the contract was terminated. The company is considering
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whether to appeal this decision. With respect to the other
issues in the suit, the company has reached a basis for settlement with the Department of Justice. However, the settlement is pending final approval by the Department of Justice
and the Joint Committee on Taxation of the Congress. If the
settlement is approved, the company expects the refund to
be approximately $39, including after-tax interest. The company has recognized no income from this matter.

RISKS AND UNCERTAINTIES
1.99 Statement of Position (SOP) 94-6, Disclosure of Certain Significant Risks and Uncertainties, issued by the Accounting Standards Division of the American Institute of Certified Public Accountants (AICPA), requires reporting entities
to disclose information about the nature of their operations, the use of estimates in preparing financial statements,
certain significant estimates, and vulnerabilities due to certain concentrations.
1.100

Examples of disclosures made by the survey companies to conform to the requirements of SOP 94-6 follow.

Nature of Operations
1.101

CIRCUIT CITY STORES, INC. (FEB)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

ters are located in Barrie, Ontario, Canada, and it operates
through retail stores and dealer outlets in Canada primarily
under the trade name The Source By Circuit City. At February 28, 2007, the international segment conducted business
through 806 retail stores and dealer outlets, which consisted
of 509 company-owned stores, 296 dealer outlets and 1 Battery Plus store. The international segment also operates a
Web site at www.thesource.ca.
Effective January 28, 2007, the company returned the management of 92 Rogers Plus® stores to Rogers Wireless Inc. in
accordance with the Amending Agreement dated March 27,
2004, between Rogers Wireless Inc. and InterTAN Canada
Ltd. Results from the Rogers Plus® stores are presented as
results from discontinued operations in all periods presented.
In February 2007, the board of directors authorized management to explore strategic alternatives for InterTAN, Inc.,
which could include the sale of the operation.
The company closed a domestic segment operation in fiscal 2007 that previously had been held for sale. The company sold a domestic segment subsidiary, MusicNow, LLC,
in fiscal 2006. Results from these operations are presented
as results from discontinued operations on the consolidated
statements of operations.
On May 25, 2004, the company completed the sale of its
private-label finance operation, comprised of its private-label
and co-branded Visa credit card programs, to Chase Card
Services. Results from the private-label finance operation are
included in finance income on the consolidated statement of
operation. The company entered into a consumer credit card
program agreement under which Chase Card Services is offering private-label and co-branded credit cards to new and
existing customers. The company is compensated under the
program agreement primarily based on the number of new
accounts opened less promotional financing costs that exceed a negotiated base amount. The net results from the
program agreement are included in net sales on the consolidated statements of operations.

1 (In Part): Basis of Presentation
Description of Business
Circuit City Stores, Inc. is a leading specialty retailer of
consumer electronics, home office products, entertainment
software, and related services. The company has two reportable segments: its domestic segment and its international segment.
The domestic segment is engaged in the business of
selling brand-name consumer electronics, personal computers, entertainment software, and related services in Circuit City stores in the United States and via the Web at
www.circuitcity.com and www.firedog.com. At February 28,
2007, the company’s domestic segment operated 642 Superstores and 12 other stores in 158 U.S. media markets.
The international segment, which is comprised of the operations of InterTAN, Inc., is engaged in the business of selling private-label and brand-name consumer electronics in
Canada. On May 12, 2004, the company acquired a controlling interest in InterTAN, Inc. and on May 19, 2004, completed its acquisition of 100 percent of the common stock of
InterTAN for cash consideration of $259.3 million, which includes transaction costs and is net of cash acquired of $30.6
million. In addition to giving Circuit City a greater productsourcing capability and the ability to accelerate the offering of private-label merchandise to its customers, the acquisition of InterTAN gave the company its first presence in
the Canadian market. The international segment’s headquar-
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COMCAST CORPORATION (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1. Organization and Business
We are a Pennsylvania corporation and were incorporated in
December 2001. Through our predecessors, we have developed, managed and operated cable systems since 1963. We
classify our operations in two reportable segments: Cable
and Programming.
Our Cable segment is primarily involved in the management and operation of cable systems in the United States.
As of December 31, 2007, we served approximately 24.1
million video subscribers, 13.2 million high-speed Internet
subscribers and 4.6 million phone subscribers. Our regional
sports and news networks are also included in our Cable
segment.
Our Programming segment operates our consolidated national programming networks, including E!, The Golf Channel,
VERSUS, G4 and Style.
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Our other businesses consist primarily of Comcast Spectacor and Comcast Interactive Media. Comcast Spectacor
owns the Philadelphia Flyers, the Philadelphia 76ers and
two large, multipurpose arenas in Philadelphia, and manages other facilities for sporting events, concerts and other
events. Comcast Interactive Media develops and operates
Comcast’s Internet businesses focused on entertainment, information and communication, including Comcast.net, Fancast, thePlatform and Fandango. We also own equity method
investments in other programming networks.

1.103

UNITED STATES STEEL CORPORATION (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1.105

PEPSICO, INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Basis of Presentation and Our Divisions
Basis of Presentation (In Part)
The preparation of our consolidated financial statements in
conformity with generally accepted accounting principles requires us to make estimates and assumptions that affect
reported amounts of assets, liabilities, revenues, expenses
and disclosure of contingent assets and liabilities. Estimates
are used in determining, among other items, sales incentives
accruals, tax reserves, stock-based compensation, pension and retiree medical accruals, useful lives for intangible
assets, and future cash flows associated with impairment
testing for perpetual brands, goodwill and other long-lived
assets. Actual results could differ from these estimates.

1 (In Part): Nature of Business and Significant Accounting
Policies
Nature of Business
United States Steel Corporation (U.S. Steel or the Company)
produces and sells steel mill products, including flat-rolled
and tubular products, in North America and Central Europe.
Operations in North America also include iron ore mining and
processing to supply steel producing units, real estate management and development, transportation services, and engineering and consulting services.

Significant Estimates
1.106

GOODRICH CORPORATION (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Significant Accounting Policies

Use of Estimates
1.104

INTEL CORPORATION (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 2 (In Part): Accounting Policies
Use of Estimates
The preparation of financial statements in conformity with
U.S. generally accepted accounting principles requires us to
make estimates and judgments that affect the amounts reported in our consolidated financial statements and the accompanying notes. The accounting estimates that require our
most significant, difficult, and subjective judgments include:
• the valuation of non-marketable equity investments;
• the assessment of recoverability of long-lived assets;
• the recognition and measurement of current and deferred income tax assets and liabilities (including the
measurement of uncertain tax positions);
• the valuation of inventory; and
• the valuation and recognition of share-based compensation.
The actual results that we experience may differ materially
from our estimates.

AICPA Accounting Trends & Techniques

Revenue and Income Recognition
For revenues not recognized under the contract method of
accounting, the Company recognizes revenues from the sale
of products at the point of passage of title, which is generally at the time of shipment. Revenues earned from providing maintenance service are recognized when the service is
complete.
For revenues recognized under the contract method of accounting, the Company recognizes sales and profits on each
contract in accordance with the percentage-of-completion
method of accounting, generally using the units-of-delivery
method. The Company follows the requirements of the American Institute of Certified Public Accountants Statement of
Position 81-1, “Accounting for Performance of ConstructionType and Certain Production-Type Contracts” (SOP 81-1).
The contract method of accounting involves the use of various estimating techniques to project costs at completion and
includes estimates of recoveries asserted against the customer for changes in specifications. These estimates involve
various assumptions and projections relative to the outcome
of future events, including the quantity and timing of product
deliveries. Also included are assumptions relative to future
labor performance and rates, and projections relative to material and overhead costs. These assumptions involve various
levels of expected performance improvements.
The Company re-evaluates its contract estimates periodically and reflects changes in estimates in the current period using the cumulative catch-up method. A significant
portion of the Company’s sales in the aerostructures business in the Nacelles and Interior Systems segment are under
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long-term, fixed-priced contracts, many of which contain escalation clauses, requiring delivery of products over several
years and frequently providing the buyer with option pricing
on follow-on orders.
Included in Accounts Receivable at December 31, 2007
and 2006, were receivable amounts under contracts in
progress of $100.4 million and $90.6 million, respectively,
that represent amounts earned but not billable at the respective Balance Sheet dates. These amounts become billable
according to their contract terms, which usually consider the
passage of time, achievement of milestones or completion
of the project. Of the $100.4 million at December 31, 2007,
$32.6 million is expected to be collected after December 31,
2008.
Use of Estimates
The preparation of financial statements in conformity with
generally accepted accounting principles requires management to make estimates and assumptions that affect the
amounts reported in the financial statements and accompanying notes. Actual results could differ from those estimates.
Environmental Liabilities
The Company establishes a liability for environmental liabilities when it is probable that a liability has been incurred
and the Company has the ability to reasonably estimate
the liability. The Company capitalizes environmental costs
only if the costs are recoverable and (1) the costs extend
the life, increase the capacity, or improve the safety or efficiency of property owned by the Company as compared with
the condition of that property when originally constructed or
acquired; (2) the costs mitigate or prevent environmental contamination that has yet to occur and that otherwise may result
from future operations or activities and the costs improve the
property compared with its condition when constructed or
acquired; or (3) the costs are incurred in preparing the property for sale. All other environmental costs are expensed.
Note 17 (In Part): Contingencies
Environmental (In Part)
The Company is subject to environmental laws and regulations which may require that the Company investigate and
remediate the effects of the release or disposal of materials at sites associated with past and present operations. At
certain sites, the Company has been identified as a potentially responsible party under the federal Superfund laws and
comparable state laws. The Company is currently involved in
the investigation and remediation of a number of sites under
applicable laws.
Estimates of the Company’s environmental liabilities are
based on current facts, laws, regulations and technology.
These estimates take into consideration the Company’s prior
experience and professional judgment of the Company’s environmental specialists. Estimates of the Company’s environmental liabilities are further subject to uncertainties regarding
the nature and extent of site contamination, the range of remediation alternatives available, evolving remediation standards, imprecise engineering evaluations and cost estimates,
the extent of corrective actions that may be required and the
number and financial condition of other potentially responsible parties, as well as the extent of their responsibility for the
remediation.

ATT-SEC 1.106

Accordingly, as investigation and remediation proceed, it
is likely that adjustments in the Company’s accruals will be
necessary to reflect new information. The amounts of any
such adjustments could have a material adverse effect on the
Company’s results of operations or cash flows in a given period. Based on currently available information, however, the
Company does not believe that future environmental costs
in excess of those accrued with respect to sites for which
the Company has been identified as a potentially responsible party are likely to have a material adverse effect on the
Company’s financial condition.
Environmental liabilities are recorded when the liability is
probable and the costs are reasonably estimable, which generally is not later than at completion of a feasibility study
or when the Company has recommended a remedy or has
committed to an appropriate plan of action. The liabilities
are reviewed periodically and, as investigation and remediation proceed, adjustments are made as necessary. Liabilities
for losses from environmental remediation obligations do not
consider the effects of inflation and anticipated expenditures
are not discounted to their present value. The liabilities are
not reduced by possible recoveries from insurance carriers
or other third parties, but do reflect anticipated allocations
among potentially responsible parties at federal Superfund
sites or similar state-managed sites, third party indemnity
obligations, and an assessment of the likelihood that such
parties will fulfill their obligations at such sites.
The Company’s Consolidated Balance Sheet includes an
accrued liability for environmental remediation obligations of
$69.6 million and $74.3 million at December 31, 2007 and
2006, respectively. At December 31, 2007 and 2006, $18.6
million and $17.7 million, respectively, of the accrued liability for environmental remediation were included in current
liabilities as accrued expenses. At December 31, 2007 and
2006, $29.4 million and $31 million, respectively, was associated with ongoing operations and $40.2 million and $43.3
million, respectively, was associated with previously owned
businesses.
The Company expects that it will expend present accruals
over many years, and will generally complete remediation in
less than 30 years at sites for which it has been identified as a
potentially responsible party. This period includes operation
and monitoring costs that are generally incurred over 15 to
25 years.
There has recently been an increase by certain states in
the U.S. and countries globally to promulgate or propose
regulations or legislation impacting the use of various chemical substances by all companies. The Company is currently
evaluating the potential impact, if any, of such regulations
and legislation.
Aerostructures Long-Term Contracts
The Company’s aerostructures business in the Nacelles and
Interior Systems segment has several long-term contracts
in the pre-production phase including the Boeing 787 and
Airbus A350 XWB, and in the early production phase including the Airbus A380. These contracts are accounted for in
accordance with the provisions of SOP 81-1.
The pre-production phase includes design of the product
to meet customer specifications as well as design of the
processes to manufacture the product. Also involved in this
phase is securing the supply of material and subcomponents produced by third party suppliers that are generally
accomplished through long-term supply agreements.
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Contracts in the early production phase include excessover-average inventories, which represent the excess of current manufactured cost over the estimated average manufactured cost during the life of the contract.
Cost estimates over the lives of contracts are affected by
estimates of future cost reductions including learning curve
efficiencies. Because these contracts cover manufacturing
periods of up to 20 years or more, there is risk associated with
the estimates of future costs made during the pre-production
and early production phases. These estimates may be different from actual costs due to the following:
• ability to recover costs incurred for change orders and
claims;
• costs, including material and labor costs and related
escalation;
• labor improvements due to the learning curve
experience;
• anticipated cost productivity improvements related to
new manufacturing methods and processes;
• supplier pricing including escalation where applicable
and the supplier’s ability to perform;
• the cost impact of product design changes that frequently occur during the flight test and certification
phases of a program; and
• effect of foreign currency exchange fluctuations.
Additionally, total contract revenue is based on estimates of
future units to be delivered to the customer and sales price
escalation where applicable. There is a risk that there could
be differences between the actual units delivered and the
estimated total units to be delivered under the contract and
differences in actual sales escalation compared to estimates.
Changes in estimates could have a material impact on the
Company’s results of operations and cash flows.
Provisions for estimated losses on uncompleted contracts
are recorded to the extent total estimated costs exceed estimated contract revenues in the period such losses are determined.

1.107

LEUCADIA NATIONAL CORPORATION (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
2 (In Part): Significant Accounting Policies
Critical Accounting Estimates
The preparation of financial statements in conformity with accounting principles generally accepted in the United States
(“GAAP”) requires the Company to make estimates and assumptions that affect the reported amounts in the financial
statements and disclosures of contingent assets and liabilities. On an on-going basis, the Company evaluates all of
these estimates and assumptions. The following areas have
been identified as critical accounting estimates because they
have the potential to have a material impact on the Company’s financial statements, and because they are based on
assumptions which are used in the accounting records to
reflect, at a specific point in time, events whose ultimate outcome won’t be known until a later date. Actual results could
differ from these estimates.

AICPA Accounting Trends & Techniques
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Income Taxes
The Company records a valuation allowance to reduce its
deferred tax asset to the amount that is more likely than not
to be realized. If in the future the Company were to determine that it would be able to realize its deferred tax asset in
excess of its net recorded amount, an adjustment would increase income in such period or, if such determination were
made in connection with an acquisition, an adjustment would
be made in connection with the allocation of the purchase
price to acquired assets and liabilities. If in the future the
Company were to determine that it would not be able to realize all or part of its deferred tax asset, an adjustment would
be charged to income in such period. The determination of
the amount of the valuation allowance required is based, in
significant part, upon the Company’s projection of future taxable income at any point in time. The Company also records
reserves for contingent tax liabilities based on the Company’s
assessment of the probability of successfully sustaining its
tax filing positions. See Note 16 for more information.
Impairment of Long-Lived Assets
In accordance with Financial Accounting Standards No. 144,
“Accounting for the Impairment or Disposal of Long-Lived
Assets”, the Company evaluates its long-lived assets for impairment whenever events or changes in circumstances indicate, in management’s judgment, that the carrying value of
such assets may not be recoverable. When testing for impairment, the Company groups its long-lived assets with other
assets and liabilities at the lowest level for which identifiable
cash flows are largely independent of the cash flows of other
assets and liabilities (or asset group). The determination of
whether an asset group is recoverable is based on management’s estimate of undiscounted future cash flows directly
attributable to the asset group as compared to its carrying
value. If the carrying amount of the asset group is greater
than the undiscounted cash flows, an impairment loss would
be recognized for the amount by which the carrying amount
of the asset group exceeds its estimated fair value.
As more fully discussed in Note 5, during 2005 an impairment loss of $42,400,000 was recorded to reduce the carrying amount of WilTel Communications Group, LLC’s (“WilTel”), former headquarters facility to its estimated fair value.
Impairment of Securities
Investments with an impairment in value considered to be
other than temporary are written down to estimated fair value.
The write-downs are included in net securities gains in the
consolidated statements of operations. The Company evaluates its investments for impairment on a quarterly basis.
The Company’s determination of whether a security is other
than temporarily impaired incorporates both quantitative and
qualitative information; GAAP requires the exercise of judgment in making this assessment, rather than the application of fixed mathematical criteria. The Company considers
a number of factors including, but not limited to, the length
of time and the extent to which the fair value has been less
than cost, the financial condition and near term prospects of
the issuer, the reason for the decline in fair value, changes in
fair value subsequent to the balance sheet date, the ability
and intent to hold investments to maturity, and other factors specific to the individual investment. The Company’s
assessment involves a high degree of judgment and accordingly, actual results may differ materially from the Company’s
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estimates and judgments. The Company recorded impairment charges for securities of $36,800,000, $12,900,000 and
$12,200,000 for the years ended December 31, 2007, 2006
and 2005, respectively.

in the Company’s consolidated statement of operations, the
Company is exposed to volatility in securities markets.

Business Combinations

The Company accrues for contingent losses when the contingent loss is probable and the amount of loss can be reasonably estimated. Estimates of the likelihood that a loss will
be incurred and of contingent loss amounts normally require
significant judgment by management, can be highly subjective and are subject to material change with the passage of
time as more information becomes available. As of December 31, 2007, the Company’s accrual for contingent losses
was not material. See Note 18 for more information.

At acquisition, the Company allocates the cost of a business
acquisition to the specific tangible and intangible assets acquired and liabilities assumed based upon their relative fair
values. Significant judgments and estimates are often made
to determine these allocated values, and may include the
use of appraisals, consider market quotes for similar transactions, employ discounted cash flow techniques or consider
other information the Company believes relevant. The finalization of the purchase price allocation will typically take a
number of months to complete, and if final values are materially different from initially recorded amounts adjustments
are recorded. Any excess of the cost of a business acquisition
over the fair values of the net assets and liabilities acquired
is recorded as goodwill which is not amortized to expense.
Recorded goodwill of a reporting unit is required to be tested
for impairment on an annual basis, and between annual testing dates if events or circumstances change that would more
likely than not reduce the fair value of a reporting unit below
its net book value.
Subsequent to the finalization of the purchase price allocation, any adjustments to the recorded values of acquired
assets and liabilities would be reflected in the Company’s
consolidated statement of operations. Once final, the Company is not permitted to revise the allocation of the original
purchase price, even if subsequent events or circumstances
prove the Company’s original judgments and estimates to
be incorrect. In addition, long-lived assets like property and
equipment, amortizable intangibles and goodwill may be
deemed to be impaired in the future resulting in the recognition of an impairment loss; however, under GAAP the methods, assumptions and results of an impairment review are
not the same for all long-lived assets. The assumptions and
judgments made by the Company when recording business
combinations will have an impact on reported results of operations for many years into the future.
Purchase price allocations for all of the Company’s recent
acquisitions have been finalized. Adjustments to the initial
purchase price allocations were not material.
Use of Fair Value Estimates
Substantially all of the Company’s investment portfolio is
classified as either available for sale or as trading securities,
both of which are carried at estimated fair value in the Company’s consolidated balance sheet. The estimated fair values are principally based on publicly quoted market prices,
which can rise or fall in reaction to a wide variety of factors
or events, and as such are subject to market-related risks
and uncertainties. The Company also invests in limited partnerships or limited liability companies which are accounted
for under the equity method of accounting. These investees
hold investments in publicly and non-publicly traded securities, and as such are also subject to market-related risks
and uncertainties and the risks inherent in estimating the fair
values of such securities. Since changes in the fair value of
all of these investments are recognized in the Company’s
consolidated balance sheet, and with respect to trading securities or securities owned by equity method investees also
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Contingencies

Vulnerability Due to Certain Concentrations
1.108

ARDEN GROUP, INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
5. Significant Supplier
During 2007, the Company procured approximately 17% of
its product through Unified Western Grocers, Inc. (Unified)
(formerly Certified Grocers), a grocery wholesale cooperative.
As a member-patron, the Company is required to provide
Unified with certain minimum deposits and credit in order
to purchase product from the cooperative. As of December
29, 2007, the Company had approximately $1,659,000 on
deposit with Unified in addition to approximately $503,000
related to ownership of equity shares in Unified. The deposit is recorded under other assets on the Consolidated
Balance Sheets. The minimum deposit requirement is satisfied through a combination of cash, credit and ownership of
equity shares in Unified.

1.109

SEALY CORPORATION (NOV)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Significant Accounting Policies
Concentrations of Credit and Other Risk (In Part)
The Company is presently dependent upon a single supplier for certain polyethylene structural components in its
mattress units manufactured in the Americas. Such components are purchased under a measured supply agreement,
and are manufactured in accordance with proprietary process designs exclusive to the supplier. The Company has
incorporated these methods of construction into many of its
branded products. The Company continues to develop alternative supply sources, allowing acquisition of similar component parts which meet the functional requirement of various product lines. The Company also purchases a portion
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of its box spring parts from third party sources and manufacture the remainder of these parts. The Company is also
dependent on a single supplier for the visco-elastic components and assembly of its TrueForm product line. Except
for its dependence regarding certain polyethylene structural
and visco-elastic components and assembly of its TrueForm
product line, the Company does not consider itself to be dependent upon any single outside vendor as a source of supply
to its conventional bedding or specialty businesses, and the
Company believes that sufficient sources of supply for the
same, similar or alternative components are available.
Approximately 67% of the employees at the Company’s
26 North American plants are represented by various labor
unions with separate collective bargaining agreements. The
Company’s current collective bargaining agreements, which
are typically three years in length, expire at various times
beginning in fiscal 2008 through 2010. Of the employees
covered by collective bargaining agreements, approximately
22% are under contracts expiring in fiscal 2008. Certain employees at the Company’s international facilities are also covered by collective bargaining agreements which expire at various terms between fiscal 2008 and 2010.

1.110

QWEST COMMUNICATIONS INTERNATIONAL
INC. (DEC)

customer since that is the level at which purchasing decisions
are made.
At December 31, 2007, Sprint Spectrum L. P. and T-Mobile
USA, Inc. accounted for approximately 16% and 15%, respectively, of the total accounts receivable of the Company.
At December 31, 2006 Jiangsu province had an accounts receivable balance of approximately 11% of the total accounts
receivable of the Company.
The following customers accounted for 10% or more of
the Company’s net revenues:

Verizon Wireless
T-Mobile USA, Inc.
Sprint Spectrum L.P.
Softbank

2007
22%
15%
13%
—

2006
14%
11%
—
—

2005
12%
—
—
14%

Approximately 17%, 23%, and 22% of the Company’s net
sales during 2007, 2006, and 2005, respectively, were to entities affiliated with the government of China. Accounts receivable balances from these China government affiliated entities
or state owned enterprises were $129.5 million and $170.4
million, respectively, as of December 31, 2007 and 2006. The
Company extends credit to its customers in China generally
without requiring collateral. In global sales outside of China,
the Company may require letters of credit from its customers.
The Company monitors its exposure for credit losses and
maintains allowances for doubtful accounts.
Country Risks

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 19. Labor Union Contracts
We are a party to collective bargaining agreements with
our labor unions, the Communications Workers of America
and the International Brotherhood of Electrical Workers. Our
three-year labor agreements with the unions expire on August
16, 2008. As of December 31, 2007, employees covered under these collective bargaining agreements totaled 20,672,
or 56%, of all our employees.

1.111

UTSTARCOM, INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 17 (In Part): Concentration of Credit Risk
Concentration of Credit Risk and Major Customers
Most Chinese carriers have three levels of operations: the
central headquarters level, the provincial level and the local
city/county level. Both central and provincial levels are independent legal entities and have their own corporate mandate.
The purchasing decision making process may take various
forms for different projects and may also differ significantly
from carrier to carrier. The Company groups all China customers together by province and treats each province as one

AICPA Accounting Trends & Techniques

Approximately 23%, 32%, and 30% of the Company’s sales
for the year ended December 31, 2007, 2006, and 2005,
respectively, were made in China. Accordingly, the political, economic and legal environment, as well as the general state of China’s economy may influence the Company’s
business, financial condition and results of operations. The
Company’s operations in China are subject to special considerations and significant risks not typically associated with
companies in the United States. These include risks associated with, among others, the political, economic and legal environments and foreign currency exchange. The Company’s results may be adversely affected by, among other
things, changes in the political, economic and social conditions in China, and by changes in governmental policies with
respect to laws and regulations, changes in China’s telecommunications industry and regulatory rules and policies, antiinflationary measures, currency conversion and remittance
abroad, and rates and methods of taxation.
Approximately 3%, 5%, and 17% of the Company’s sales
for the year ended December 31, 2007, 2006, and 2005, respectively, were made in Japan. Accordingly, the political,
economic and legal environment and the general state of
Japan’s economy may influence the Company’s business,
financial condition and results of operations.
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COMMITMENTS
1.112 Paragraph 18 of SFAS No. 5 requires the disclosure
of commitments such as those for capital expenditures or an
obligation to restrict dividends. Table 1-12 lists the various
commitments disclosed in the annual reports of the survey
companies.
1.113

Examples of commitment disclosures follow.

interest expense, rental expense, dividends and scheduled
funded debt payments. At November 30, 2007, the Company maintained such a fixed charge coverage ratio of 3.09
times. Under the most restrictive provisions of the Company’s
lending agreements, approximately $27.3 million of retained
earnings was not restricted, at November 30, 2007, as to the
declaration of cash dividends or the repurchase of Company
stock. At November 30, 2007, the Company was in compliance with all covenants.

1.114
1.116

TABLE 1-12: COMMITMENTS

Debt covenant restrictions.................
Purchase agreements........................
Capital expenditures..........................
Additional payments related to
acquisitions.....................................
Financing/support agreements..........
Sales agreements..............................
Employment contracts.......................
Licensing agreements........................
Other—described...............................
∗

Number of Companies
2007 2006 2005 2004
390
401
384
408
254
250
239
240
87
80
71
68
61
50
50
41
36
33

50
41
48
45
45
31

49
43
33
37
41
46

59
N/C*
27
35
40
80

N/C = Not compiled. Line item was not included in the table for
the year shown.

Debt Covenant Restrictions
1.115

AMERON INTERNATIONAL CORPORATION (NOV)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 11 (In Part): Debt
The Company’s lending agreements contain various restrictive covenants, including the requirement to maintain specified amounts of net worth and restrictions on cash dividends,
borrowings, liens, investments, guarantees, and financial
covenants. The Company is required to maintain consolidated net worth of $181.4 million plus 50% of net income and
75% of proceeds from any equity issued after January 24,
2003. The Company’s consolidated net worth exceeded the
covenant amount by $157.1 million as of November 30,
2007. The Company is required to maintain a consolidated
leverage ratio of consolidated funded indebtedness to earnings before interest, taxes, depreciation and amortization
(“EBITDA”) of no more than 2.5 times. At November 30, 2007,
the Company maintained a consolidated leverage ratio of
.83 times EBITDA. Lending agreements require that the
Company maintain qualified consolidated tangible assets at
least equal to the outstanding secured funded indebtedness.
At November 30, 2007, qualifying tangible assets equaled
2.68 times funded indebtedness. Under the most restrictive
fixed charge coverage ratio, the sum of EBITDA and rental expense less cash taxes must be at least 1.50 times the sum of
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THOMAS & BETTS CORPORATION (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
8 (In Part): Debt
The indentures underlying the unsecured notes contain standard covenants such as restrictions on mergers, liens on certain property, sale-leaseback of certain property and funded
debt for certain subsidiaries. The indentures also include
standard events of default such as covenant default and
cross-acceleration.
In October 2007, the Corporation amended and restated
its unsecured, senior credit facility. No material changes were
made in the amendment process other than increasing the
amount of available credit, the term of the facility, and the
timing of the applicable maximum leverage ratios. The revolving credit facility has total availability of $750 million,
through a five year term expiring in October 2012. Prior to
this amendment, the Corporation’s facility had total availability of $300 million through a five-year term expiring in December 2011. All borrowings and other extensions of credit
under the Corporation’s revolving credit facility are subject to
the satisfaction of customary conditions, including absence
of defaults and accuracy in material respects of representations and warranties. The proceeds of any loans under the
revolving credit facility may be used for general operating
needs and for other general corporate purposes in compliance with the terms of the facility. The Corporation pays an
annual commitment fee to maintain this facility of 10 basis
points. At December 31, 2007, $420 million was outstanding under this facility. At December 31, 2006, no borrowings
were outstanding under this facility.

•

•

•

•

•

•

The Corporation’s amended and restated revolving credit facility requires that it maintain:
• a maximum leverage ratio of 4.00 to 1.00 from October 16, 2007 through December 31, 2008, then a ratio
of 3.75 to 1.00 thereafter; and
• a minimum interest coverage ratio of 3.00 to 1.00.
It also contains customary covenants that could restrict
the Corporation’s ability to: incur additional indebtedness;
grant liens; make investments, loans, or guarantees; declare
dividends; or repurchase company stock. The Corporation
does not expect these covenants to restrict its liquidity, financial condition, or access to capital resources in the foreseeable future.
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1.117

1.118

USG CORPORATION (DEC)

WYNDHAM WORLDWIDE CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTES TO CONSOLIDATED AND COMBINED
FINANCIAL STATEMENTS

10 (In Part): Debt
Senior Notes (In Part)
The 7.75% senior notes and the 6.3% senior notes are senior unsecured obligations and rank equally with all of our
other existing and future unsecured senior indebtedness.
The indenture governing the notes contains events of default, covenants and restrictions that are customary for similar transactions, including a limitation on our ability and the
ability of certain of our subsidiaries to create or incur secured
indebtedness. The notes also contain a provision requiring
us to offer to purchase the notes at 101% of their principal
amount (plus accrued and unpaid interest) in the event of
a change in control and a rating on the notes at below investment grade by both Moody’s Investor Services Inc. and
Standard & Poor’s Ratings Services.
Credit Facility (In Part)
The credit agreement, as amended in February 2008, requires that we meet and maintain certain financial ratios and
tests and comply with certain restrictions and conditions,
including:
• through 2010, we are required to maintain aggregate
liquidity of at least $300 million, including at least
$100 million of cash, cash equivalents and marketable
securities;
• through 2010, we will be prohibited from paying a dividend on, or repurchasing, our stock if our earnings
before interest, taxes, depreciation, amortization and
other non-cash adjustments, or EBITDA, are below $75
million;
• through 2010, we will be required to maintain specified
minimum levels of EBITDA;
• our ratio of debt to total capitalization will be limited to
45% in 2008, 47.5% in 2009 and 50% in 2010;
• beginning in 2010, we will be required to have a minimum interest coverage ratio (as defined in the credit
agreement) starting at not less than 1.00-to-1.00 and
increasing to not less than 2.00-to-1.00 in 2011; and
• beginning in 2011, we will be required to have a maximum leverage ratio (as defined in the credit agreement)
of no more than 4.25-to-1.00.
Also, our material U.S. subsidiaries will be required to guarantee our obligations under the credit facility if our senior
unsecured notes are rated below a specified level. The credit
agreement contains other covenants and events of default
that are customary for similar agreements and may limit our
ability to take various actions. We were in compliance with
all financial ratios, tests and covenants as in effect as of
December 31, 2007.

AICPA Accounting Trends & Techniques

13 (In Part): Long-Term Debt and Borrowing Arrangements
The revolving credit facility and unsecured term loan include
covenants, including the maintenance of specific financial
ratios. These financial covenants consist of a minimum interest coverage ratio of at least 3.0 times as of the measurement date and a maximum leverage ratio not to exceed
3.5 times on the measurement date. The interest coverage
ratio is calculated by dividing EBITDA (as defined in the credit
agreement and Note 19 to the Consolidated and Combined
Financial Statements) by Interest Expense (as defined in the
credit agreement), excluding interest expense on any Securitization Indebtedness and on Non-Recourse Indebtedness (as the two terms are defined in the credit agreement),
both as measured on a trailing 12 month basis preceding
the measurement date. The leverage ratio is calculated by
dividing Consolidated Total Indebtedness (as defined in the
credit agreement) excluding any Securitization Indebtedness
and any Non-Recourse Secured debt as of the measurement
date by EBITDA as measured on a trailing 12 month basis
preceding the measurement date. Covenants in these credit
facilities also include limitations on indebtedness of material subsidiaries; liens; mergers, consolidations, liquidations,
dissolutions and sales of all or substantially all assets; and
sale and leasebacks. Events of default in these credit facilities include nonpayment of principal when due; nonpayment
of interest, fees or other amounts; violation of covenants;
cross payment default and cross acceleration (in each case,
to indebtedness (excluding securitization indebtedness) in
excess of $50 million); and a change of control (the definition
of which permitted the Company’s Separation from Cendant).
The 6.00% senior unsecured notes contain various
covenants including limitations on liens, limitations on sale
and leasebacks, and change of control restrictions. In addition, there are limitations on mergers, consolidations and
sales of all or substantially all assets. Events of default in the
notes include nonpayment of interest, nonpayment of principal, breach of a covenant or warranty, cross acceleration of
debt in excess of $50 million, and bankruptcy related matters.
As of December 31, 2007, the Company was in compliance with all of the covenants described above including the
required financial ratios.

ATT-SEC 1.118

P1: ICD
ACPA050-01(iv)

AICPA

AICPA-xml-v1.cls

October 5, 2008

98

15:40

Accounting Trends & Techniques

Purchase Agreements
1.119

THE BOEING COMPANY (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in millions)
Note 13 (In Part): Other Commitments and Contingencies
Purchase Obligations
As of December 31, 2007 and 2006 we had $104,023
and $86,254 of production related purchase obligations not
recorded on the Consolidated Statement of Financial Position. Such obligations include agreements for production
goods, tooling costs, electricity and natural gas contracts,
property, plant and equipment, inventory procurement contracts, and other miscellaneous production related obligations. As of December 31, 2007, the amounts of production
related purchase obligations for each of the next five years
were as follows: $37,922 in 2008, $23,704 in 2009, $17,081
in 2010, $10,976 in 2011, and $7,305 in 2012.
Commercial Aircraft Commitments
In conjunction with signing a definitive agreement for the sale
of new aircraft, we have entered into specified-price tradein commitments with certain customers that give them the
right to trade in their used aircraft for the purchase of Sale
Aircraft. The total contractual trade-in value was $924 and
$1,162 as of December 31, 2007 and 2006. We anticipate
that a significant portion of these commitments will not be
exercised by customers. There were no probable contractual trade-in commitments as of December 31, 2007. These
trade-in commitment agreements have expiration dates from
2008 through 2015.

customers under these long-term electricity sale contracts. Under our fuel supply take-or-pay contracts, we
are generally obligated to pay for a minimum amount of
waste or conventional fuel at a stated rate even if such
quantities are not required in our operations.
Our unconditional obligations are established in the ordinary
course of our business and are structured in a manner that
provides us with access to important resources at competitive, market-driven rates. Our actual future obligations under
these outstanding agreements are generally quantity driven,
and, as a result, our associated financial obligations are not
fixed as of December 31, 2007. We currently expect the products and services provided by these agreements to continue
to meet the needs of our ongoing operations. Therefore, we
do not expect these established arrangements to materially
impact our future financial position, results of operations or
cash flows.
14 (In Part): Capital Stock, Share Repurchases
and Dividends
In November 2007, we entered into a plan under SEC Rule
10b5-1 to effect market purchases of our common stock in
2008. These common stock repurchases were made in accordance with our Board approved capital allocation program. We repurchased $175 million of our common stock
pursuant to the plan, which was completed on February 7,
2008.

Capital Expenditures
1.121

STEELCASE INC. (FEB)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In millions)

1.120

WASTE MANAGEMENT, INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
10 (In Part): Commitments and Contingencies
Other Commitments
We have the following unconditional obligations:
• Share Repurchases: In November 2007, we entered into
a plan under SEC Rule 10b5-1 to effect market purchases of our common stock during the first quarter of
2008. See Note 14 for additional information related to
this agreement.
• Fuel Supply: We have purchase agreements expiring at
various dates through 2011 that require us to purchase
minimum amounts of waste and conventional fuels at
our independent power production plants. These fuel
supplies are used to produce electricity for sale to electric utilities, which is generally subject to the terms and
conditions of long-term contracts. Our purchase agreements have been established based on the plants’ anticipated fuel supply needs to meet the demands of our
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13 (In Part): Financial Instruments, Concentrations of Credit
Risk, Commitments, Guarantees and Contingencies
Commitments (In Part)
We have an outstanding commitment to purchase a new corporate aircraft that is intended to replace an existing aircraft.
We currently have $1.7 on deposit toward this purchase and
are committed to make additional payments of $10.4 in 2008
and $22.6 in 2009. The deposit is recorded in Other assets
on the Consolidated Balance Sheets and will be moved to
construction in progress, within Property and equipment, net
when construction on the aircraft begins during 2008. We expect to take delivery of the aircraft in 2009, and we expect to
sell an existing aircraft near the same time.
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Additional Payments Related to Acquisitions
1.122

OXFORD INDUSTRIES, INC. (APR)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 6 (In Part): Commitments and Contingencies
During fiscal 2007, 2006, 2005 and 2004, the selling stockholders of Tommy Bahama earned the maximum amount
specified in the related earn-out agreement as the performance targets were met in each year. All of these amounts
have been paid except for the fiscal 2007 earn-out of $12.5
million which will be paid in cash in fiscal 2008. Additionally,
as the cumulative earnings exceeded the cumulative targets
from the date of acquisition through June 1, 2007, the selling stockholders of Tommy Bahama will receive an additional
cash payment of $10.5 million in fiscal 2008 subject to the
terms of the earn-out agreement. After considering all payments, the total purchase price for Tommy Bahama was approximately $339.5 million, consisting of $240 million in cash
and $10 million in our common stock at closing, approximately $3.4 million in transaction costs and total earn-out
payments of $86.1 million, of which $38.4 million was paid in
common stock. Other than the payment of the $23.0 million
noted above, no additional payments are required to be paid
under the earn-out agreement.
Approximately 95% of the total value of the contingent
payments, paid to selling stockholders was treated as additional purchase price and recorded as goodwill in our consolidated balance sheets. The remaining 5% of the total value of
all consideration that was due and payable under the earnout agreement has been designated to be paid toward an
employee cash bonus plan to be distributed to employees of
Tommy Bahama under the terms of the plan. The contingent
payments designated toward the employee cash bonus plan
were charged to selling, general and administrative expense
in our consolidated statements of earnings in the respective
period.

Financing/Support Agreement
1.123

CONOCOPHILLIPS (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 16 (In Part): Joint Venture Acquisition Obligation
On January 3, 2007, we closed on a business venture with
EnCana Corporation. As a part of the transaction, we are obligated to contribute $7.5 billion, plus accrued interest, over
a 10-year period, beginning in 2007, to the upstream business venture, FCCL Oil Sands Partnership, formed as a result of the transaction. An initial cash contribution of $188
million was made upon closing in January of 2007, and was
included in the “Capital expenditures and investments” line
on our consolidated statement of cash flows.

AICPA Accounting Trends & Techniques

Quarterly principal and interest payments of $237 million
began in the second quarter of 2007, and will continue until the balance is paid. Of the principal obligation amount,
approximately $593 million was short-term at December 31,
2007, and is included in the “Accounts payable—related parties” line on our consolidated balance sheet. The principal
portion of these payments, which totaled $425 million in
2007, is presented on our consolidated statement of cash
flows as an other financing activity. Interest accrues at a fixed
annual rate of 5.3 percent on the unpaid principal balance.
Fifty percent of the quarterly interest payment is reflected as
an additional capital contribution and is included in the “Capital expenditures and investments” line on our consolidated
statement of cash flows.

Marketing Agreement
1.124

NOVELL, INC. (OCT)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
B (In Part): Summary of Significant Accounting Policies
Microsoft Agreements-Related Revenue
On November 2, 2006, we entered into a Business Collaboration Agreement, a Technical Collaboration Agreement, and
a Patent Cooperation Agreement with Microsoft Corporation
that collectively are designed to build, market and support a
series of new solutions to make Novell and Microsoft products work better together for customers. Each of the agreements is scheduled to expire on January 1, 2012.
Under the Business Collaboration Agreement, we are marketing a combined offering with Microsoft. The combined
offering consists of SLES and a subscription for SLES support along with Microsoft Windows Server, Microsoft Virtual
Server and Microsoft Viridian, and is offered to customers desiring to deploy Linux and Windows in a virtualized setting.
Microsoft made an upfront payment to us of $240 million for
SLES subscription “certificates,” which Microsoft may use,
resell or otherwise distribute over the term of the agreement,
allowing the certificate holder to redeem single or multi-year
subscriptions for SLES support from us (entitling the certificate holder to upgrades, updates and technical support).
Microsoft agreed to spend $60 million over the term of the
agreement for marketing Linux and Windows virtualization
scenarios and also agreed to spend $34 million over the term
of the agreement for a Microsoft sales force devoted primarily to marketing the combined offering. Microsoft agreed that
for three years following the initial date of the agreement it will
not enter into an agreement with any other Linux distributor
to encourage adoption of non-Novell Linux/Windows Server
virtualization through a program substantially similar to the
SLES subscription “certificate” distribution program.
The Technical Collaboration Agreement focuses primarily
on four areas:
• development of technologies to optimize SLES and
Windows, each running as guests in a virtualized setting
on the other operating system;
• development of management tools for managing heterogeneous virtualization environments, to enable each
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party’s management tools to command, control and
configure the other party’s operating system in a virtual
machine environment;
• development of translators to improve interoperability
between Microsoft Office and OpenOffice document
formats; and
• collaboration on improving directory and identity interoperability and identity management between Microsoft Active Directory software and Novell eDirectory
software.
Under the Technical Collaboration Agreement, Microsoft
agreed to provide funding to help accomplish these broad
objectives, subject to certain limitations.
Under the Patent Cooperation Agreement, Microsoft
agreed to covenant with our customers not to assert its
patents against our customers for their use of our products
and services for which we receive revenue directly or indirectly, with certain exceptions, while we agreed to covenant
with Microsoft’s customers not to assert our patents against
Microsoft’s customers for their use of Microsoft products
and services for which Microsoft receives revenue directly
or indirectly, with certain exceptions. In addition, we and Microsoft each irrevocably released the other party, and its customers, from any liability for patent infringement arising prior
to November 2, 2006, with certain exceptions. Both we and
Microsoft have payment obligations under the Patent Cooperation Agreement. Microsoft made an upfront net balancing payment to us of $108 million, and we will make ongoing
payments to Microsoft totaling a minimum of $40 million over
the five-year term of the agreement based on a percentage
of our Open Platform Solutions and Open Enterprise Server
revenues.
As the three agreements are interrelated and were negotiated and executed simultaneously, for accounting purposes we considered all of the agreements to constitute one
arrangement containing multiple elements. The SLES subscription purchases of $240 million were within the scope
of Statement of Position (“SOP”) 97-2, “Software Revenue
Recognition,” and are being accounted for based on vendor
specific objective evidence of fair value. We will recognize the
revenue ratably over the respective subscription terms beginning upon customer activation, or for subscriptions which
expire un-activated, if any, we will recognize revenue upon
subscription expiration. Objective evidence of the fair value
of elements within the Patent Cooperation Agreement and
Technical Collaboration Agreement did not exist. As such, we
combined the $108 million for the Patent Cooperation Agreement payment and amounts we will receive for the Technical Collaboration Agreement and are recognizing this revenue ratably over the contractual term of the agreements of
5 years. Our periodic payments to Microsoft will be recorded
as a reduction of revenue. The contractual expenditures by
Microsoft, including the dedicated sales force of $34 million
and the marketing funds of $60 million, do not obligate us to
perform, and, therefore, do not have an accounting consequence to us.
F. Microsoft Agreements
On November 2, 2006, we entered into a Business Collaboration Agreement, a Technical Collaboration Agreement, and
a Patent Cooperation Agreement with Microsoft Corporation,
discussed above in Significant Accounting Policies.
During fiscal 2007, we recorded revenue of $43.6 million,
net related to the Microsoft agreements. At October 31, 2007,
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we had deferred revenue relating to these agreements of
$307.8 million, of which $92.4 million is classified as current
deferred revenue and $215.4 million is classified as long-term
deferred revenue.

Employment Contracts
1.125

VALASSIS COMMUNICATIONS, INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
7 (In Part): Commitments
Future commitments pursuant to senior executive employment agreements, which include non-compete clauses, are
as follows:

(In thousands)
2008
2009
2010
2011
2012
Thereafter

Base
Salary
$2,614
2,380
1,280
1,280
890
2,170

Maximum
Cash
Bonus
$2,614
1,600
500
500
500
—

Our obligation to pay the maximum cash bonus is based on
Valassis attaining certain earnings per share and/or sales and
cost targets.

Licensing Agreement
1.126

VF CORPORATION (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note S (In Part): Commitments
VF has entered into licensing agreements that provide VF
rights to market products under trademarks owned by other
parties. Royalties under these agreements are recognized in
Cost of Goods Sold in the Consolidated Statements of Income. Certain of these agreements contain minimum royalty
and minimum advertising requirements. Future minimum royalty payments, including any required advertising payments,
are $65.5 million, $77.0 million, $80.6 million, $78.6 million
and $78.7 million for the years 2008 through 2012, respectively, and $102.1 million thereafter.
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FINANCIAL INSTRUMENTS
1.127 The Financial Accounting Standards Board (FASB)
has issued several statements concerning financial instruments. SFAS No. 107, Disclosures About Fair Value of Financial Instruments, requires reporting entities to disclose
the fair value of financial instruments, and as amended by
SFAS No. 133, Accounting for Derivative Instruments and
Hedging Activities, includes the disclosure requirements of
credit risk concentrations from SFAS No. 105, Disclosure of
Information About Financial Instruments With Off-BalanceSheet Risk and Financial Instruments With Concentrations
of Credit Risk. SFAS No. 133 establishes accounting and
reporting standards for derivative instruments, including certain derivative instruments embedded in other contracts (collectively referred to as derivatives), and for hedging activities.
The Statement requires that an entity recognize all derivatives as either assets or liabilities in the statement of financial
position and measure those instruments at fair value. SFAS
No. 138, Accounting for Certain Derivative Instruments and
Certain Hedging Activities, which amended SFAS No. 133,
addresses implementation issues for certain derivative instruments and hedging activities. SFAS No. 150, Accounting
for Certain Financial Instruments with Characteristics of both
Liabilities and Equity, requires that an issuer classify certain
financial instruments with characteristics of both liabilities
and equity as liabilities. Prior to SFAS No. 150, many of these
freestanding financial instruments were classified as equity.
Effective for all financial instruments acquired or issued after
the beginning of an entity’s first fiscal year that begins after
September 15, 2006, SFAS No. 155, Accounting for Certain
Hybrid Financial Instruments, amends SFAS No. 133. SFAS
No. 155 simplifies the accounting for certain hybrid financial instruments by permitting fair value remeasurement of
any hybrid financial instrument that contains an embedded
derivative that would require bifurcation, including beneficial
interests in securitized financial assets.
1.128 Effective for financial statements issued for fiscal
years beginning after November 15, 2008 with earlier application encouraged, SFAS No. 161, Disclosures about Derivative Instruments and Hedging Activities—an amendment of
FASB Statement No. 133, amends and expands the disclosure requirements of SFAS No. 133 to enable users of financial statements to understand (a) how and why an entity uses
derivative instruments, (b) how derivative instruments and related hedged items are accounted for under this statement
and related interpretations, (c) how derivative instruments
and related hedged items affect an entity’s financial position,
financial performance, and cash flows. To meet those objectives, SFAS No. 161 requires qualitative disclosures about
objectives and strategies for using derivatives, qualitative
disclosures about fair value amounts of gains and losses
on derivative instruments, and disclosures about credit-riskrelated contingent features in derivative agreements. Information about those instruments shall be disclosed in the context of each instrument’s primary underlying risk exposure:
for example, interest rate risk, credit risk, foreign currency
exchange rate risk, commodity price risk or equity price risk.
Further, those instruments shall be distinguished between
those used for risk management purposes and those used
for other purposes. SFAS No. 161 requires disclosure of the
location and fair value amounts of derivative instruments reported in the statement of financial position. The fair value of
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those instruments shall be presented on a gross basis. Fair
value amounts shall be presented as separate asset and liability values segregated between derivatives that are designated and qualifying as hedging instruments and those that
are not. The disclosure shall identify the line item(s) in the
statement of financial position in which the fair value amounts
for these categories of derivative instruments are included.
Also, the statement requires disclosure of the location and
amount of the gains and losses on derivative instruments
and related hedged items in the statement of financial performance or when applicable, in other comprehensive income.
These gain and loss disclosures shall be presented separately by type of derivative contract. These quantitative disclosures are generally required to be presented in tabular
format. Additionally, SFAS No. 161 requires disclosure of the
nature and fair value amounts of derivative instruments that
contain credit-risk-related features.

1.129 Effective for financial statements issued for fiscal
years beginning after November 15, 2007 with earlier application encouraged, SFAS No. 157, Fair Value Measurements,
defines fair value, establishes a framework for measuring
fair value, and expands disclosures about fair value measurements. While SFAS No. 157 does not require any new
fair value measurements, it applies under other pronouncements that require or permit fair value measurements, such
as SFAS No. 107, 133, 150, and 155. SFAS No. 157 clarifies the definition of fair value as an exit price, i.e., a price
that would be received to sell, as opposed to acquire, an
asset or transfer a liability. SFAS No. 157 emphasizes that
fair value is a market-based measurement. It establishes a
fair value hierarchy that distinguishes between assumptions
developed based on market data obtained from independent
external sources and the reporting entity’s own assumptions.
Further, SFAS No. 157 specifies that fair value measurement
should consider adjustment for risk, such as the risk inherent in a valuation technique or its inputs. For assets and liabilities measured at fair value on a recurring basis, SFAS
No. 157 expands the required disclosures concerning the inputs used to measure fair value, and encourages the combination of fair value information disclosed under the standard
with those disclosed under other pronouncements, such as
SFAS No. 107.
1.130 Effective for financial statements issued for fiscal
years beginning after November 15, 2007 with conditioned
earlier application allowed, SFAS No. 159, The Fair Value
Option for Financial Assets and Liabilities, permits entities
to choose to measure many financial instruments and certain other items at fair value that are not currently required
to be measured at fair value. Further, under SFAS No. 159
a business entity shall report unrealized gains and losses on
eligible items for which the fair value option has been elected
in earnings at each subsequent reporting date. The irrevocable election of the fair value option is made on an instrument
by instrument basis, and applied to the entire instrument,
not just a portion of it. SFAS No. 159 also establishes presentation and disclosure requirements designed to facilitate
comparison between entities that choose different measurement attributes for similar types of assets and liabilities. SFAS
No. 159 does not affect any existing pronouncements that require assets and liabilities to be carried at fair value, nor does
it eliminate disclosure requirements included in pronouncements, such as SFAS Nos. 107 and 157.

ATT-SEC 1.130

P1: ICD
ACPA050-01(iv)

AICPA

AICPA-xml-v1.cls

October 5, 2008

102

15:40

Accounting Trends & Techniques

1.131 Table 1-13 lists the frequencies of the various types
of financial instruments of the survey companies. 267 survey companies entered into interest rate swaps. 304 survey
companies entered into forward foreign currency contracts,
options, or foreign exchange contracts. Swaps, futures, forward contracts, collars, and options were common types of
commodity contracts reported by the survey companies. 123
survey companies entered into these types of contracts. The
most frequent bases used by the survey companies to estimate fair value were broker quotes or market quotes.
1.132 Examples of fair value disclosure for financial instruments and of disclosures for concentration of credit risk
follow.
1.133
TABLE 1-13: FINANCIAL INSTRUMENTS

Foreign currency contracts..................
Interest rate contracts..........................
Commodity contracts...........................
Guarantees/indemnifications:
Debt...................................................
Lease payments...............................
Contract performance.......................
Environmental...................................
Employee related..............................
Product/service related.....................
Intellectual property related..............
Tax....................................................
Other.................................................
Letters of credit.....................................
Sale of receivables with recourse........

Number of Companies
2007 2006 2005 2004
323
330
326
309
289
297
309
331
128
128
107
112
237
124
121
58
52
47
46
39
37
370
30

238
102
94
61
49
49
39
39
56
353
26

233
100
90
44
38
10
35
23
34
343
30

232
91
65
45
36
20
60
46
33
326
33

DERIVATIVE FINANCIAL INSTRUMENTS
1.134

ANADARKO PETROLEUM CORPORATION (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Derivative Instruments
Anadarko utilizes derivative instruments in conjunction with
its marketing and trading activities and to manage the price
risk attributable to the Company’s forecasted sales of oil,
natural gas and NGLs production. Anadarko also periodically utilizes derivatives to manage its exposure associated
with NGLs processing, interest rates and foreign currency
exchange rates. All derivatives that do not satisfy the normal purchases and sales exception criteria are carried on
the balance sheet at fair value and are included in other current assets, other assets, accrued expenses or other long-
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term liabilities, depending on the position and expected timing of settlement. To the extent a legal right of offset with a
counterparty exists, the Company reports derivative assets
and liabilities net.
The Company’s derivative instruments are either exchange
traded or traded through an over-the-counter market. Valuation is determined by reference to available market data. Option valuations are based on the Black-Scholes option pricing
model. See Note 10.
Through the end of 2006, Anadarko applied hedge accounting to certain commodity and interest rate derivatives
whereby gains and losses on these instruments were recognized in earnings in the same period in which the hedged
transactions affected earnings. Effective January 1, 2007,
Anadarko discontinued its application of hedge accounting
to all commodity and interest rate derivatives. As a result of
this change, both realized and unrealized gains and losses
on derivative instruments are recognized in gas sales, oil
and condensate sales or interest expense as they occur. Net
derivative losses attributable to derivatives previously subject to hedge accounting and residing in accumulated other
comprehensive income as of December 31, 2007 will be reclassified to earnings in future periods as the economic transactions to which the derivatives relate affect earnings.
As a result of discontinuing its application of hedge accounting, the Company’s reported earnings are potentially
more volatile, since unrealized derivative gains and losses
are being recognized in earnings in periods preceding the
period in which the hedged transactions affect earnings.
10 (In Part): Financial Instruments
The following information provides the carrying value and
estimated fair value of the Company’s financial instruments.
The carrying amount of cash and cash equivalents, accounts
receivable and accounts payable reported on the balance
sheet approximates fair value.
(In millions)
2007
Total debt
Derivative instruments:
Asset
Liability
2006
Total debt
Derivative instruments:
Asset
Liability

Carrying Amount

Fair Value

$14,747

$15,237

139
(393)

139
(393)

$22,991

$23,455

420
(326)

420
(326)

Derivative Instruments
The Company is exposed to price risk inherent with changing commodity prices. Management believes it is prudent
to periodically reduce the Company’s exposure to cash flow
variability resulting from changing commodity prices by entering into various derivative financial instruments to manage
price risk associated with a portion of the Company’s oil and
gas production or gas processing operations. The types of
derivative financial instruments utilized by the Company include futures, swaps and options. In addition to derivative
financial instruments, the Company may also enter into fixedprice physical delivery sales contracts to manage cash flow
variability. The Company’s marketing and trading business
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routinely enters into derivative financial instruments (futures,
swaps and options) and physical delivery contracts for trading purposes with the objective of generating profits from exposure to changes in market prices of natural gas, NGLs and
crude oil. Derivative financial instruments are also used to
manage price risk that is incurred to meet customers’ pricing
requirements and to fix margins on the future sale of natural
gas and NGLs from the Company’s leased storage facilities.
In addition, the Company may use options and swaps to
manage exposure associated with changes in interest rates
and foreign currency exchange rates. As discussed in Note 1,
Anadarko discontinued hedge accounting for all of its commodity and interest derivatives prospectively, effective January 1, 2007.
Futures contracts are generally used to fix the price of expected future gas sales and oil sales at major industry trading locations; for example, Henry Hub, Louisiana for gas and
Cushing, Oklahoma for oil. Commodity swap agreements are
generally used to fix or float the price of oil and gas at major trading locations. Basis swaps are used to fix or float the
price differential between the price of gas at Henry Hub and
various other market locations. Physical delivery purchase
and sale agreements require the receipt or delivery of physical product at a specified location and price. The pricing can
be fixed or market-based. Options are generally used to fix
a floor and a ceiling price (collar) for expected future oil and
gas sales. Interest rate swaps are used to fix or float interest
rates attributable to the Company’s existing or anticipated
debt issuances.
Settlements of exchange-traded contracts are guaranteed
by the New York Mercantile Exchange (NYMEX) or the Intercontinental Exchange and have nominal credit risk. Over-thecounter traded swaps, options and physical delivery contracts expose the Company to credit risk to the extent the
counterparty is unable to meet its settlement commitment.
The Company monitors the creditworthiness of each counterparty and assesses the impact, if any, on fair value. In addition, the Company routinely exercises its contractual right to
net realized gains against realized losses when settling with
its swap and option counterparties.
At December 31, 2007 and 2006, the Company had unrealized derivative amounts recorded in other current assets
in the consolidated balance sheet of $84 million and $271
million, respectively.
Oil and Gas Activities
At December 31, 2007 and 2006, the Company had option
and swap contracts in place to manage price risk associated
with a portion of its expected future sales of its oil and gas
production. Effective January 1, 2007, the Company discontinued its application of hedge accounting. As a result of this
change, both realized and unrealized gains and losses related
to derivative financial instruments entered into to economically hedge the sales price of the Company’s future sales of
its gas and oil production are recorded to gas sales and oil
and condensate sales as they occur. During 2007, unrealized
losses of $(1,048) million and realized gains of $576 million
were recognized in natural gas, oil and NGLs sales. During
2006 and 2005, unrealized gains (losses) of $837 million and
$(7) million, respectively, and realized gains (losses) of $294
million and $(287) million, respectively, were recognized in
natural gas, oil and NGLs sales.
The fair value of all oil and gas related derivative instruments (excluding physical delivery sales contracts) and
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the accumulated other comprehensive income balance attributable to unrealized gains and losses on oil and gas
derivative financial instruments previously designated as
cash flow hedges are as follows:
(In millions)
Fair value
Current asset
Current liability
Long-term asset
Long-term liability
Total
Accumulated other comprehensive income (loss)
before income taxes
Accumulated other comprehensive income (loss)
after income taxes

2007

2006

$ 47
(156)
52
(207)
$(264)

$ 134
(229)
143
(13)
$ 35

$ (21)

$ (10)

$ (14)

$ (6)

Below is a summary of the Company’s financial derivative
instruments related to its oil and gas production as of December 31, 2007. The natural gas prices are NYMEX Henry
Hub. The crude oil prices reflect a combination of NYMEX
Cushing and Brent Dated.

Natural gas
Three-way collars (thousand
MMBtu/d)
Average price per MMBtu
Ceiling sold price
Floor purchased price
Floor sold price
Basis Swaps (thousand MMBtu/d)
Price per MMBtu

2008

2009

2010

1,400

190

—

$10.97
$ 7.50
$ 5.32
1,405
$ (0.85)

$11.54
$ 7.50
$ 5.37
1,030
$ (0.87)

$
$
$

—
—
—
345
$ (1.08)

MMBtu—million British thermal units.
MMBtu/d—million British thermal units per day.

Crude oil
Three-way collars (MBbls/d)
Average price per barrel
Ceiling sold price
Floor purchased price
Floor sold price

2008

2009

2010

Average
2011–2012

86

48

18

2

$92.98 $87.04 $86.76
$56.07 $52.51 $49.19
$41.07 $37.51 $34.18

$88.17
$50.00
$35.00

MBbls/d—thousand barrels per day.

A three-way collar is a combination of options; a sold call, a
purchased put and a sold put. The sold call establishes the
maximum price that the Company will receive for the contracted commodity volumes. The purchased put establishes
the minimum price that the Company will receive for the contracted volumes unless the market price for the commodity
falls below the sold put strike price, at which point the minimum price equals the reference price (i.e., NYMEX) plus the
excess of the purchased put strike price over the sold put
strike price.
Marketing and Trading Activities
Gains and losses attributable to the Company’s marketing
and trading derivative instruments (both physically and financially settled) are recognized currently in earnings. The
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marketing and trading gains and losses attributable to the
Company’s production are reported in gas sales, oil and condensate sales and NGLs sales. The marketing and trading
gains and losses attributable to third-party production are
reported in gathering, processing and marketing sales. The
fair values of these derivatives as of December 31, 2007 and
2006 are as follows:
(In millions)
Fair value
Current asset
Current liability
Long-term asset
Long-term liability
Total

2007

2006

$ 37
(25)
4
(5)
$ 11

$137
(80)
6
(4)
$ 59

Interest Rate Swap
An interest rate swap entered into in March 2006 having an
initial term of 25 years on a notional amount of $600 million was settled in September 2007 at a cost of $10 million.
This swap was initially designated for fair value hedge accounting. Effective January 1, 2007, hedge accounting was
discontinued for this swap. The change in the fair value of the
hedged debt from the date of inception of the swap through
December 31, 2006 was $8 million and is being amortized to
interest expense over the remaining term of the debt. As of
December 31, 2007, $8 million of this fair value remained to
be amortized.
In anticipation of the debt financing associated with the August 2006 acquisitions, Anadarko entered into swap agreements to fix interest rates, thereby mitigating the Company’s
exposure to interest rate risk resulting from unfavorable
changes in interest rates prior to the Company’s issuance of
debt. These swap transactions qualified for cash flow hedge
accounting and were accounted for as such. Due to interest
rate movements during the hedge period, the Company realized a pretax loss of $211 million ($132 million after tax) upon
the settlement of these swap agreements, which occurred in
September 2006 at the time of the Company’s debt issuance.
This loss was recorded to accumulated other comprehensive
income, and is being amortized to interest expense over the
term of the hedged debt. At December 31, 2007, the unamortized balance of the accumulated other comprehensive
loss was $187 million pretax, or $119 million after tax. At December 31, 2006, the unamortized balance of the accumulated other comprehensive loss was $206 million pretax, or
$131 million after tax.

1.135

HANESBRANDS INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in thousands)
2 (In Part): Summary of Significant Accounting Policies
Financial Instruments
The Company uses financial instruments, including forward
exchange, option and swap contracts, to manage its expo-

ATT-SEC 1.135

sures to movements in interest rates, foreign exchange rates
and commodity prices. The use of these financial instruments
modifies the exposure of these risks with the intent to reduce
the risk or cost to the Company. The Company does not use
derivatives for trading purposes and is not a party to leveraged derivative contracts.
The Company formally documents its hedge relationships,
including identifying the hedging instruments and the hedged
items, as well as its risk management objectives and strategies for undertaking the hedge transaction. This process includes linking derivatives that are designated as hedges of
specific assets, liabilities, firm commitments or forecasted
transactions. The Company also formally assesses, both at
inception and at least quarterly thereafter, whether the derivatives that are used in hedging transactions are highly effective
in offsetting changes in either the fair value or cash flows of
the hedged item. If it is determined that a derivative ceases to
be a highly effective hedge, or if the anticipated transaction
is no longer likely to occur, the Company discontinues hedge
accounting, and any deferred gains or losses are recorded
in the “Selling, general and administrative expenses” line of
the Consolidated Financial Statements.
Derivatives are recorded in the Consolidated Balance
Sheets at fair value in other assets and other liabilities. The
fair value is based upon either market quotes for actively
traded instruments or independent bids for nonexchange
traded instruments.
On the date the derivative is entered into, the Company
designates the type of derivative as a fair value hedge,
cash flow hedge, net investment hedge or a mark to market
hedge, and accounts for the derivative in accordance with its
designation.
Mark to Market Hedge
A derivative used as a hedging instrument whose change in
fair value is recognized to act as an economic hedge against
changes in the values of the hedged item is designated a
mark to market hedge. For derivatives designated as mark to
market hedges, changes in fair value are reported in earnings
in the “Selling, general and administrative expenses” line of
the Consolidated Statements of Income. Forward exchange
contracts are recorded as mark to market hedges when the
hedged item is a recorded asset or liability that is revalued
in each accounting period, in accordance with SFAS No. 52,
Foreign Currency
Translation
Cash Flow Hedge
A hedge of a forecasted transaction or of the variability of
cash flows to be received or paid related to a recognized
asset or liability is designated as a cash flow hedge. The effective portion of the change in the fair value of a derivative
that is designated as a cash flow hedge is recorded in the
“Accumulated other comprehensive loss” line of the Consolidated Balance Sheets. When the hedged item affects the
income statement, the gain or loss included in accumulated
other comprehensive income (loss) is reported on the same
line in the Consolidated Statements of Income as the hedged
item. In addition, both the fair value of changes excluded
from the Company’s effectiveness assessments and the ineffective portion of the changes in the fair value of derivatives used as cash flow hedges are reported in the “Selling,
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general and administrative expenses” line in the Consolidated Statements of Income.
14. Financial Instruments and Risk Management
Interest Rate Derivatives
In connection with the spin off from Sara Lee on September 5, 2006, the Company incurred debt of $2,600,000 plus
an unfunded revolver with capacity of $500,000, all of which
bears interest at floating rates. During the year ended December 29, 2007 and the six months ended December 30,
2006, the Company has executed certain interest rate cash
flow hedges in the form of swaps and caps in order to mitigate the Company’s exposure to variability in cash flows
for the future interest payments on a designated portion of
borrowings.
The Company records gains and losses on these derivative
instruments using hedge accounting. Under this accounting method, gains and losses are deferred into accumulated
other comprehensive loss until the hedged transaction impacts the Company’s earnings. However, on a quarterly basis hedge ineffectiveness will be measured and any resulting
ineffectiveness will be recorded as gains or losses in the respective measurement period.
During the year ended December 29, 2007 and the six
months ended December 30, 2006, the Company deferred
losses of $16,357 and $2,743, respectively, into accumulated other comprehensive loss. There was no gain or loss
recorded in earnings as a result of hedge ineffectiveness for
the year ended December 29, 2007 and the six months ended
December 30, 2006.
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fort to reduce the earnings volatility resulting from fluctuating
foreign currency exchange rates and fluctuating commodity
prices.
Historically, the principal currencies hedged by the Company include the European euro, Mexican peso, Canadian
dollar and Japanese yen. The following table summarizes
by major currency the contractual amounts of the Company’s foreign exchange forward contracts in U.S. dollars.
The bought amounts represent the net U.S. dollar equivalent of commitments to purchase foreign currencies, and
the sold amounts represent the net U.S. dollar equivalent of
commitments to sell foreign currencies. The foreign currency
amounts have been translated into a U.S. dollar equivalent
value using the exchange rate at the reporting date. Forward
exchange contracts mature on the anticipated cash requirement date of the hedged transaction, generally within one
year. There were no open foreign exchange forward contracts
at December 30, 2006.
2007
Foreign currency sold:
Canadian dollar
Japanese yen

$(20,577)
(19,931)

The Company uses foreign exchange option contracts to reduce the foreign exchange fluctuations on anticipated purchase transactions. There were no open foreign exchange
option contracts at December 29, 2007 and December 30,
2006.
Commodity Derivatives

Interest Rate Swaps

Notional
Principal

3 year: Receive variable-pay fixed

$200,000

4 year: Receive variable-pay fixed

100,000

5 year: Receive variable-pay fixed

200,000

1 year: Receive variable-pay fixed

100,000

Interest Rate Caps
2 year: Receive excess of index
over cap
2 year: Receive excess of index
over cap
3-year: Receive excess of index
over cap

Notional
Principal
$400,000
300,000
250,000

Interest Rates
Receive
3-month
LIBOR
3-month
LIBOR
3-month
LIBOR
6-month
LIBOR

Pay
5.18%
5.14%
5.15%
4.44%

Cotton is the primary raw material the Company uses to
manufacture many of its products and is purchased at market prices. In the year ended July 1, 2006, the Company
started to use commodity financial instruments to hedge the
price of cotton, for which there is a high correlation between
the hedged item and the hedged instrument. There were
no amounts outstanding under cotton futures contracts at
December 29, 2007 and December 30, 2006. The notional
amounts outstanding under the options contracts were 41
and 108 bales of cotton at December 29, 2007 and December 30, 2006, respectively.

Interest Rates
Receive
3-month
LIBOR
3-month
LIBOR
6-month
LIBOR

Pay
5.75%
5.75%
5.75%

Foreign Currency Derivatives
The Company uses forward exchange and option contracts to reduce the effect of fluctuating foreign currencies
on short-term foreign currency-denominated transactions,
foreign currency-denominated investments, other known
foreign currency exposures and to reduce the effect of fluctuating commodity prices on raw materials purchased for production. Gains and losses on these contracts are intended to
offset losses and gains on the hedged transaction in an ef-

AICPA Accounting Trends & Techniques

ATT-SEC 1.135

P1: ICD
ACPA050-01(iv)

AICPA

AICPA-xml-v1.cls

October 5, 2008

106

15:40

Accounting Trends & Techniques

Net Derivative Gain or Loss
For the interest rate swaps and caps and all forward exchange and option contracts, the following table summarizes
the net derivative gains or losses deferred into accumulated
other comprehensive loss and reclassified to earnings in the
year ended December 29, 2007, the six months ended December 30, 2006 and the years ended July 1, 2006 and July
2, 2005.
Six Months Ended
December 30, 2006

July 1, 2006

July 2, 2005

$ (6,626)

$(5,576)

$ 475

$ 1,883

(18,455)
7,187
$(17,894)

(2,604)
1,554
$(6,626)

(4,452)
(1,599)
$(5,576)

(1,620)
212
$ 475

Net accumulated derivative gain (loss) deferred
at beginning of year
Deferral of net derivative loss in accumulated other
comprehensive loss
Reclassification of net derivative loss (gain) to income
Net accumulated derivative gain (loss) at end of year
The Company expects to reclassify into earnings during the
next 12 months net loss from accumulated other comprehensive loss of approximately $10,659 at the time the underlying
hedged transactions are realized. During the year ended December 29, 2007 and the six months ended December 30,
2006 and the years ended July 1, 2006 and July 2, 2005, the
Company recognized income (expense) of $80, $0, $0, and
$(554), respectively, for hedge ineffectiveness related to cash
flow hedges. Amounts reported for hedge ineffectiveness are
not included in accumulated other comprehensive loss and
therefore, not included in the above table.
There were no derivative losses excluded from the assessment of effectiveness or gains or losses resulting from the
disqualification of hedge accounting for the year ended December 29, 2007 and the six months ended December 30,
2006 and the years ended July 1, 2006 and July 2, 2005.
Fair Values (In Part)
The carrying amounts of cash and cash equivalents, trade
accounts receivable, notes receivable, accounts payable and
long term debt approximated fair value as of December 29,
2007, December 30, 2006, and July 1, 2006. The fair value
of long term debt approximates the carrying value as all the
credit facilities are at floating rates. The carrying amounts of
the Company’s notes payable to parent companies, notes
payable to banks, notes payable to related entities and funding receivable/payable with parent companies approximated
fair value as of December 29, 2007, December 30, 2006, and
July 1, 2006, primarily due to the short-term nature of these
instruments. The fair values of the remaining financial instruments recognized in the Consolidated Balance Sheets of the
Company at the respective year ends were:

Interest rate swaps
Foreign currency forwards and options
Interest rate caps
Commodity forwards and options

2007
$(16,590)
196
304
266

2006
$(2,743)
—
711
1,597

The fair value of the swaps is determined based upon externally developed pricing models, using financial market data
obtained from swap dealers. The fair value of the forwards
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Years Ended

Year Ended
December 29, 2007

and options is based upon quoted market prices obtained
from third-party institutions.

1.136

JOHNSON CONTROLS, INC. (SEP)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Derivative Financial Instruments
The Company has written policies and procedures that place
all financial instruments under the direction of corporate treasury and restrict all derivative transactions to those intended
for hedging purposes. The use of financial instruments for
speculative purposes is strictly prohibited. The Company
uses financial instruments to manage the market risk from
changes in foreign exchange rates, commodity prices, compensation liabilities and interest rates.
The fair values of all derivatives are recorded in the consolidated statement of financial position. The change in a derivative’s fair value is recorded each period in current earnings or
accumulated other comprehensive income (OCI), depending
on whether the derivative is designated as part of a hedge
transaction and if so, the type of hedge transaction.
The Company hedges 70% to 90% of the nominal amount
of each of its known foreign exchange transactional net
exposures. The Company primarily enters into forward exchange contracts to reduce the earnings and cash flow impact of non-functional currency denominated receivables
and payables. Gains and losses resulting from these contracts offset the foreign exchange gains or losses on the underlying assets and liabilities being hedged. The maturities
of the forward exchange contracts generally coincide with
the settlement dates of the underlying exposure. Gains and
losses on these contracts are recorded in cost of sales in the
consolidated statement of income and are recognized in the
same period as gains and losses on the hedged items.
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Cash Flow Hedges

11. Financial Instruments

The Company selectively hedges anticipated transactions
that are subject to foreign exchange exposure or commodity price exposure, primarily using foreign currency exchange
contracts and commodity contracts, respectively. These instruments are designated as cash flow hedges in accordance
with Statement of Financial Accounting Standards (SFAS)
No. 133, “Accounting for Derivative Instruments and Hedging Activities,” as amended by SFAS No. 137, No. 138 and
No. 149 and are recorded in the consolidated statement of
financial position at fair value. The effective portion of the
contracts’ gains or losses due to changes in fair value are
initially recorded as a component of accumulated OCI and
are subsequently reclassified into earnings when the hedged
transactions, typically sales or costs related to sales, occur and affect earnings. These contracts are highly effective in hedging the variability in future cash flows attributable
to changes in currency exchange rates or commodity price
changes. As of September 30, 2005, the Company entered
into three forward treasury lock agreements designated as
cash flow hedges to reduce the market risk associated with
changes in interest rates related to the Company’s fixed-rate
note issuance (see Note 11).
For the fiscal years ended September 30, 2007, 2006 and
2005, the net amounts recognized in earnings due to ineffectiveness were not material. The amount reported as unrealized gains/losses on derivatives in the accumulated OCI account within shareholders’ equity represents the net gain/loss
on derivatives designated as cash flow hedges.

The Company selectively uses derivative instruments to reduce market risk associated with changes in foreign currency,
commodities, compensation expense and interest rates. Under Company policy, the use of derivatives is restricted to
those intended for hedging purposes; the use of any derivative instrument for speculative purposes is strictly prohibited. See Note 1 for additional information regarding the
Company’s objectives for holding certain derivative instruments, its strategies for achieving those objectives, and its
risk management and accounting policies applicable to these
instruments.
The Company has global operations and participates in
the foreign exchange markets to minimize its risk of loss from
fluctuations in currency exchange rates. The Company primarily uses foreign currency exchange contracts to hedge
certain of its foreign currency exposure.
The Company selectively uses interest rate swaps to reduce market risk associated with changes in interest rates
(fair value hedges). In October 2003, the Company entered
into a four-year and three-month interest rate swap to hedge
the Company’s 6.3% notes maturing in February 2008 ($175
million). Under the swap, the Company receives interest
based on a fixed U.S. dollar rate of 6.3% and pays interest based on a floating three-month U.S. dollar LIBOR rate
plus 283.5 basis points. A second interest rate swap that was
outstanding as of September 30, 2006 matured in conjunction with the maturity of the hedged debt on November 15,
2006.
The Company also selectively uses cross-currency interest
rate swaps to hedge the foreign currency exposure associated with its net investment in certain non-U.S. operations
(net investment hedges). Under the swaps, the Company receives interest based on a variable U.S. dollar rate and pays
interest based on variable euro rates on the outstanding notional principal amounts in dollars and euro, respectively.
In addition, the Company selectively uses equity swaps
to reduce market risk associated with certain of its stockbased compensation plans, such as its deferred compensation plans and stock appreciation rights. These equity
compensation liabilities increase as the Company’s stock
price increases and decrease as the Company’s stock price
decreases. In contrast, the value of the swap agreement
moves in the opposite direction of these liabilities, allowing the Company to fix a portion of the liabilities at a stated
amount. In March 2004, the Company entered into an equity
swap agreement. In connection with the swap agreement,
as amended, a third party may purchase shares of the Company’s stock in the market or in privately negotiated transactions up to an amount equal to $200 million in aggregate
market value at any given time. Although the swap agreement has a stated expiration date, the Company’s intention
is to continually renew the swap agreement with the counterparty’s consent. The net effect of the change in the fair value
of the swap agreement and the change in equity compensation liabilities was not material to the Company’s earnings
for the fiscal years ended September 30, 2007 or 2006. The
Company does not apply hedge accounting for this particular
hedge.
In September 2005, the Company entered into three forward treasury lock agreements to reduce the market risk associated with changes in interest rates associated with the
Company’s anticipated fixed-rate note issuance to finance
the acquisition of York (cash flow hedge). The three forward

Fair Value Hedges
The Company had one interest rate swap outstanding at
September 30, 2007 designated as a hedge of the fair value
of a portion of fixed-rate bonds (see Note 11). Both the swap
and the hedged portion of the debt are recorded in the consolidated statement of financial position. The change in fair
value of the swaps exactly offsets the change in fair value of
the hedged debt, with no net impact on earnings. A second
interest rate swap that was outstanding as of September 30,
2006 matured in conjunction with the maturity of the hedged
debt on November 15, 2006.
Net Investment Hedges
The Company has cross-currency interest rate swaps and
foreign currency-denominated debt obligations that are designated as hedges of the foreign currency exposure associated with its net investments in non-U.S. operations. The
currency effects of the debt obligations are reflected in the
accumulated OCI account where they offset translation gains
and losses recorded on the Company’s net investments in
Europe and Japan. The cross-currency interest rate swaps
are recorded in the consolidated statement of financial position at fair value, with changes in value attributable to
changes in foreign exchange rates recorded in the foreign
currency translation adjustments component of accumulated
OCI. Net interest payments or receipts from the interest rate
swaps are recorded as adjustments to interest expense in
earnings on a current basis. A net loss of approximately $38
million associated with hedges of net investments in non-U.S.
operations was recorded in the accumulated OCI account for
the periods ended September 30, 2007 and 2006.

AICPA Accounting Trends & Techniques

ATT-SEC 1.136

P1: ICD
ACPA050-01(iv)

AICPA

AICPA-xml-v1.cls

October 5, 2008

108

15:40

Accounting Trends & Techniques

treasury lock agreements, which had a combined notional
amount of $1.3 billion, fixed a portion of the future interest
cost for 5-year, 10-year and 30-year bonds. The fair value
of each treasury lock agreement, or the difference between
the treasury lock reference rate and the fixed rate at time of
note issuance, is being amortized to interest expense over
the life of the respective note issuance. In January 2006, in
connection with the Company’s debt refinancing, the three
forward lock treasury agreements were terminated.
The Company uses commodity contracts in the financial
derivatives market in cases where commodity price risk cannot be naturally offset or hedged through supply base fixed
price contracts. Commodity risks are systematically managed pursuant to policy guidelines. As a cash flow hedge,
gains and losses resulting from the hedging instruments offset the gains or losses upon purchase of the underlying commodities that will be used in the business. The maturities of
the commodity contracts coincide with the expected purchase of the commodities. Realized and unrealized gains and
losses on these contracts are recognized in the same period
as gains and losses on the sales.
The Company’s derivative instruments are recorded at fair
value in the consolidated statement of financial position as
follows (in millions at U.S. dollar equivalent):
2007

Other current assets
Foreign currency
exchange contracts
Interest rate swap
Commodity contracts
Other noncurrent assets
Commodity contracts
Other current liabilities
Cross-currency interest
rate swaps
Interest rate swap
Equity swap
Other noncurrent
liabilities
Interest rate swap

2006

Notional
Amount

Fair
Value
Asset
(Liability)

Notional
Amount

Fair
Value
Asset
(Liability)

$1,634
—
333

$ (3)
—
64

$2,801
150
278

$ 3
2
34

5

17

20

5

1,301
175
189

(63)
(2)
—

1,162
—
123

(63)
—
(1)

—

—

175

(5)

It is important to note that the Company’s derivative instruments are hedges protecting against underlying changes
in foreign currency, interest rates, compensation liabilities and commodity price changes. Accordingly, the implied gains/losses associated with the fair values of foreign
currency exchange contracts and cross-currency interest
rate swaps would be offset by gains/losses on underlying
payables, receivables and net investments in non-U.S. subsidiaries. Similarly, implied gains/losses associated with interest rate swaps offset changes in interest rates and the fair
value of long-term debt. The Company will not enter into any
derivative for speculative purposes.
The fair values of interest rate swaps were determined using dealer quotes. The fair values of cross-currency interest
rate swaps and foreign currency exchange contracts were
determined using the Company’s treasury management system, which is based on market exchange rates.
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EASTMAN KODAK COMPANY (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Significant Accounting Policies
Foreign Currency (In Part)
Foreign exchange gains and losses arising from transactions denominated in a currency other than the functional
currency of the entity involved are included in net earnings
(loss) in the accompanying Consolidated Statement of Operations. The effects of foreign currency transactions, including related hedging activities, are included in other income
(charges), net, in the accompanying Consolidated Statement
of Operations.
Derivative Financial Instruments
The Company accounts for derivative financial instruments
in accordance with SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities.” All derivative instruments are recognized as either assets or liabilities and are
measured at fair value. Certain derivatives are designated
and accounted for as hedges. The Company does not use
derivatives for trading or other speculative purposes.
Note 13. Financial Instruments
The following table presents the carrying amounts of the
assets (liabilities) and the estimated fair values of financial
instruments:

(In millions)
Marketable securities:
Current
Long-term
Long-term borrowings
Foreign currency forwards
Silver forwards

2007
Carrying
Fair
Amount
Value

2006
Carrying
Fair
Amount
Value

$

$

29
—
(1,289)
(22)
3

$

29
—
(1,285)
(22)
3

18
4
(2,714)
(18)
—

$

18
4
(2,740)
(18)
—

Marketable securities are valued at quoted market prices.
The fair values of long-term borrowings are determined by
reference to quoted market prices. The fair values for the
remaining financial instruments in the above table are determined by reference to quoted market prices and reflect
the estimated amounts the Company would pay or receive
to terminate the contracts. The carrying values of cash and
cash equivalents, trade receivables, short-term borrowings
and payables approximate their fair values.
The Company, as a result of its global operating and financing activities, is exposed to changes in foreign currency
exchange rates, commodity prices and interest rates, which
may adversely affect its results of operations and financial
position. The Company manages such exposures, in part,
with derivative financial instruments. The fair values of these
derivative contracts are reported in other current assets or
accounts payable and other current liabilities in the accompanying Consolidated Statement of Financial Position.
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Foreign currency forward contracts are used to hedge existing foreign currency denominated assets and liabilities,
especially those of the Company’s International Treasury
Center, as well as forecasted foreign currency denominated
intercompany sales. Silver forward contracts are used to mitigate the Company’s risk to fluctuating silver prices. The Company’s exposure to changes in interest rates results from its
investing and borrowing activities used to meet its liquidity
needs. Long-term debt is generally used to finance long-term
investments, while short-term debt is used to meet working
capital requirements. The Company does not utilize financial
instruments for trading or other speculative purposes.
The Company may enter into foreign currency forward contracts that are designated as cash flow hedges of exchange
rate risk related to forecasted foreign currency denominated
intercompany sales. Hedge gains and losses are reclassified
from accumulated other comprehensive income (loss) into
cost of goods sold as the inventory transferred in connection with the intercompany sales is sold to third parties. As of
December 31, 2007 and 2006, the Company had no open foreign currency cash flow hedges. During 2007 and 2006, there
were no foreign currency cash flow hedges and nothing was
reclassified from accumulated other comprehensive income
(loss) to cost of goods sold. During 2005, gains of $11 million
(pre-tax) were reclassified from accumulated other comprehensive income (loss) to cost of goods sold.
The Company does not apply hedge accounting to the
foreign currency forward contracts used to offset currencyrelated changes in the fair value of foreign currency denominated assets and liabilities. These contracts are marked to
market through net earnings (loss) at the same time that
the exposed assets and liabilities are remeasured through
net earnings (loss) (both in other income (charges), net). The
majority of the contracts of this type held by the Company
are denominated in euros. As of December 31, 2007, the
fair value of these open contracts was an unrealized loss of
$22 million (pre-tax). The effects of foreign currency transactions, including related hedging activities, were gains of
$2 million and losses of $1 million and $32 million in the
years 2007, 2006, and 2005, respectively, and are included
in other income (charges), net in the accompanying Consolidated Statement of Operations.
The Company has entered into silver forward contracts
that are designated as cash flow hedges of price risk related
to forecasted worldwide silver purchases. The fair values of
silver forward contracts are reported in other current assets
and/or accounts payable and current liabilities, and the effective portion of the gain or loss on the derivative is recorded
in accumulated other comprehensive income (loss). Hedge
gains and losses are reclassified into cost of goods sold as
the related silver-containing products are sold to third parties. These gains (losses) transferred to cost of goods sold
are generally offset by increased (decreased) costs of silver
purchased in the open market. As of December 31, 2007, the
fair value of open silver forward contracts was an unrealized
gain of $3 million, which is included in accumulated other
comprehensive income (loss). If this amount were to be realized, all of it would be reclassified into cost of goods sold
during the next twelve months. Additionally, realized gains of
$7 million (pre-tax), related to closed silver contracts, have
been deferred in accumulated other comprehensive income
(loss). These gains will be reclassified into cost of goods sold
as the related silver-containing products are sold, all within
the next twelve months. During 2007, realized gains of $1
million (pre-tax) were reclassified from accumulated other
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comprehensive income (loss) to cost of goods sold. Hedge
ineffectiveness was insignificant.
The Company’s financial instrument counterparties are
high-quality investment or commercial banks with significant
experience with such instruments. The Company manages
exposure to counterparty credit risk by requiring specific minimum credit standards and diversification of counterparties.
The Company has procedures to monitor the credit exposure amounts. The maximum credit exposure at December
31, 2007 was not significant to the Company.
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OFF-BALANCE-SHEET FINANCIAL INSTRUMENTS

Financial Guarantees/Indemnifications
1.138

CATERPILLAR INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
19 (In Part): Fair Values of Financial Instruments
Guarantees
Fair value is estimated based on the premium we would require to issue the same guarantee in a stand alone arm’slength transaction with an unrelated party.
TABLE IV—FAIR VALUES OF FINANCIAL INSTRUMENTS
2007
(Millions of dollars)
Asset (liability) at December 31
Cash and short-term investments
Long-term investments
Foreign currency contracts
Finance receivables—net
(excluding tax leases)(1)
Wholesale inventory receivables—net
(excluding tax leases)(1)
Short-term borrowings
Long-term debt (including amounts due
within one year)
Machinery and engines
Financial products
Interest rate swaps
Machinery and engines—
in a net receivable position
Financial products—
in a net receivable position
in a net payable position
Guarantees
(1)

2006

Carrying
Amount

Fair
Value

$ 1,122
1,519
35

$ 1,122
1,519
35

18,729

18,707

1,131
(5,468)

Carrying
Amount

2005
Fair
Value

Carrying
Amount

Fair
Value

Reference

530
1,296
56

$ 1,108
1,356
(1)

$ 1,108
1,356
(1)

Statement 2
Notes 13 and 20
Note 20

16,469

16,468

15,214

15,210

Note 8

1,101
(5,468)

1,027
(5,155)

992
(5,155)

1,089
(5,569)

1,085
(5,569)

Note 7
Note 15

(3,819)
(19,142)

(4,118)
(19,287)

(4,112)
(18,029)

(4,397)
(17,911)

(3,057)
(17,119)

(3,465)
(17,176)

Note 16
Note 16

28

28

2

2

—

—

Note 3

75
(46)
(12)

75
(46)
(12)

52
(99)
(10)

52
(99)
(10)

94
(114)
(9)

94
(114)
(10)

Note 3
Note 3
Note 22

$

530
1,296
56

$

Total excluded items have a net carrying value at December 31, 2007, 2006 and 2005 of $2,601 million, $2,050 million and $1,719 million,
respectively.
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22 (In Part): Guarantees and Product Warranty

1.139

We have guaranteed to repurchase loans of certain Caterpillar dealers from third party lenders in the event of default. These guarantees arose in conjunction with Cat Financial’s relationship with third party dealers who sell Caterpillar
equipment. These guarantees generally have one-year terms
and are secured, primarily by dealer assets. Additionally, we
have provided an indemnity to a third party insurance company for potential losses related to performance bonds issued on behalf of Caterpillar dealers. The bonds are issued
to insure governmental agencies against nonperformance by
certain Caterpillar dealers.
We provide loan guarantees to third party lenders for
financing associated with machinery purchased by customers. The loan guarantees are for the remote chance that
the customers will become insolvent. These guarantees have
varying terms and are secured by the machinery.
Cat Financial has provided a limited indemnity to a third
party bank for $30 million resulting from the assignment of
certain leases to that bank. The indemnity is for the remote
chance that the insurers of these leases would become insolvent. The indemnity expires December 15, 2012 and is
unsecured.
No loss has been experienced or is anticipated under
any of these guarantees. At December 31, 2007, 2006 and
2005, the related liability was $12 million, $10 million and $9
million, respectively. The maximum potential amount of future payments (undiscounted and without reduction for any
amounts that may possibly be recovered under recourse or
collateralized provisions) we could be required to make under
the guarantees at December 31 are as follows:

CONOCOPHILLIPS (DEC)

(In millions)
Guarantees with Caterpillar dealers
Guarantees with customers
Limited indemnity
Guarantees—other
Total guarantees

2007
$363
53
30
39
$485

2006
$527
48
35
21
$631

2005
$520
64
40
16
$640

Cat Financial is party to agreements in the normal course of
business with selected customers and Caterpillar dealers in
which we commit to provide a set dollar amount of financing on a pre-approved basis. We also provide lines of credit
to selected customers and Caterpillar dealers, of which a
portion remains unused as of the end of the period. Commitments and lines of credit generally have fixed expiration
dates or other termination clauses. It has been our experience that not all commitments and lines of credit will be
used. Management applies the same credit policies when
making commitments and granting lines of credit as it does
for any other financing. We do not require collateral for these
commitments/lines, but if credit is extended, collateral may
be required upon funding. The amount of the unused commitments and lines of credit for dealers as of December 31,
2007, 2006 and 2005 was $8,249 million, $6,519 million and
$4,669 million, respectively. The amount of the unused commitments and lines of credit for customers as of December
31, 2007, 2006 and 2005 was $3,001 million, $2,279 million
and $1,972 million, respectively.

AICPA Accounting Trends & Techniques

111

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Accounting Policies
Guarantees
The fair value of a guarantee is determined and recorded as
a liability at the time the guarantee is given. The initial liability
is subsequently reduced as we are released from exposure
under the guarantee. We amortize the guarantee liability over
the relevant time period, if one exists, based on the facts and
circumstances surrounding each type of guarantee. In cases
where the guarantee term is indefinite, we reverse the liability when we have information that the liability is essentially
relieved or amortize it over an appropriate time period as the
fair value of our guarantee exposure declines over time. We
amortize the guarantee liability to the related income statement line item based on the nature of the guarantee. When
it becomes probable that we will have to perform on a guarantee, we accrue a separate liability if it is reasonably estimable, based on the facts and circumstances at that time.
We reverse the fair value liability only when there is no further
exposure under the guarantee.
Note 17. Guarantees
At December 31, 2007, we were liable for certain contingent
obligations under various contractual arrangements as described below. We recognize a liability, at inception, for the
fair value of our obligation as a guarantor for newly issued or
modified guarantees. Unless the carrying amount of the liability is noted below, we have not recognized a liability either
because the guarantees were issued prior to December 31,
2002, or because the fair value of the obligation is immaterial.
Construction Completion Guarantees
In June 2006, we issued a guarantee for 24 percent of the
$2 billion in credit facilities of Rockies Express Pipeline LLC
(Rockies Express), which will be used to construct a natural
gas pipeline across a portion of the United States. At December 31, 2007, Rockies Express had $1,625 million outstanding under the credit facilities, with our 24 percent guarantee
equaling $390 million. The maximum potential amount of future payments to third-party lenders under the guarantee is
estimated to be $480 million, which could become payable if
the credit facility is fully utilized and Rockies Express fails to
meet its obligations under the credit agreement. In addition,
we also have a guarantee for 24 percent of $600 million of
Floating Rate Notes due 2009 issued by Rockies Express in
September 2007. It is anticipated final construction completion will be achieved in 2009, and refinancing will take place at
that time, making the debt non-recourse to ConocoPhillips.
At December 31, 2007, the total carrying value of these guarantees to third-party lenders was $12 million. See Note 7—
Variable Interest Entities (VIEs), for additional information.
In December 2005, we issued a construction completion
guarantee for 30 percent of the $4.0 billion in loan facilities of
Qatargas 3, which will be used to construct an LNG train in
Qatar. Of the $4.0 billion in loan facilities, ConocoPhillips has
committed to provide $1.2 billion. The maximum potential
amount of future payments to third-party lenders under the
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At December 31, 2007, we had guarantees outstanding for
our portion of joint-venture debt obligations, which have
terms of up to 17 years. The maximum potential amount
of future payments under the guarantees is approximately
$90 million. Payment would be required if a joint venture defaults on its debt obligations.

likely that payments would be required. All but $15 million of
the guarantees will terminate after construction is completed,
currently estimated to be in 2010.
We have other guarantees with maximum future potential
payment amounts totaling $200 million, which consist primarily of dealer and jobber loan guarantees to support our
marketing business, guarantees to fund the short-term cash
liquidity deficits of certain joint ventures, one small construction completion guarantee, guarantees relating to the startup
of a refining joint venture, and guarantees of the lease payment obligations of a joint venture. These guarantees generally extend up to 10 years or life of the venture and payment
would be required only if the dealer, jobber or lessee goes
into default, if the joint ventures have cash liquidity issues, if
a construction project is not completed, if a guaranteed party
defaults on lease payments, or if an adverse decision occurs
in the pending lawsuit.

Other Guarantees

Indemnifications

The Merey Sweeny, L.P. (MSLP) joint-venture project agreement requires the partners in the venture to pay cash calls
to cover operating expenses in the event the venture does
not have enough cash to cover operating expenses after setting aside the amount required for debt service over the next
17 years. Although there is no maximum limit stated in the
agreement, the intent is to cover short-term cash deficiencies
should they occur. Our maximum potential future payments
under the agreement are currently estimated to be $100 million, assuming such a shortfall exists at some point in the
future due to an extended operational disruption.
In February 2003, we entered into two agreements establishing separate guarantee facilities of $50 million each for
two LNG ships. Subject to the terms of each such facility, we
will be required to make payments should the charter revenue
generated by the respective ship fall below certain specified
minimum thresholds, and we will receive payments to the
extent that such revenues exceed those thresholds. The net
maximum future payments that we may have to make over
the 20-year terms of the two agreements could be up to $100
million in total. To the extent we receive any such payments,
our actual gross payments over the 20 years could exceed
that amount. In the event either ship is sold or a total loss
occurs, we also may have recourse to the sales or insurance
proceeds to recoup payments made under the guarantee
facilities. For additional information, see Note 7—Variable Interest Entities (VIEs).
We have guarantees of the residual value of leased corporate aircraft. The maximum potential payment under these
guarantees at December 31, 2007, was $150 million.
In December 2007, we acquired a 50 percent equity interest in the Keystone Oil Pipeline (Keystone) to form a 50/50
joint venture with TransCanada Corporation. Keystone plans
to construct a crude oil pipeline originating in Hardisty, Alberta, with delivery points at Wood River and Patoka, Illinois, and Cushing, Oklahoma. In connection with certain
planning and construction activities, agreements were put in
place with third parties to guarantee the payments due. Our
maximum potential amount of future payments under those
agreements are estimated to be $400 million, which could
become payable if Keystone fails to meet its obligations under the agreements noted above and the obligation cannot
otherwise be mitigated. Payments under the guarantees are
contingent upon the partners not making necessary equity
contributions into Keystone; therefore, it is considered un-

Over the years, we have entered into various agreements to
sell ownership interests in certain corporations and joint ventures and have sold several assets, including downstream
and midstream assets, certain exploration and production
assets, and downstream retail and wholesale sites that gave
rise to qualifying indemnifications. Agreements associated
with these sales include indemnifications for taxes, environmental liabilities, permits and licenses, employee claims, real
estate indemnity against tenant defaults, and litigation. The
terms of these indemnifications vary greatly. The majority of
these indemnifications are related to environmental issues,
the term is generally indefinite and the maximum amount of
future payments is generally unlimited. The carrying amount
recorded for these indemnifications at December 31, 2007,
was $471 million. We amortize the indemnification liability
over the relevant time period, if one exists, based on the
facts and circumstances surrounding each type of indemnity. In cases where the indemnification term is indefinite,
we will reverse the liability when we have information the liability is essentially relieved or amortize the liability over an
appropriate time period as the fair value of our indemnification exposure declines. Although it is reasonably possible
future payments may exceed amounts recorded, due to the
nature of the indemnifications, it is not possible to make a reasonable estimate of the maximum potential amount of future
payments. Included in the carrying amount recorded were
$294 million of environmental accruals for known contamination that is included in asset retirement obligations and
accrued environmental costs at December 31, 2007.

guarantee is estimated to be $850 million, which could become payable if the full debt financing is utilized and completion of the Qatargas 3 project is not achieved. The project
financing will be non-recourse to ConocoPhillips upon certified completion, which is expected in 2010. At December 31, 2007, the carrying value of the guarantee to the thirdparty lenders was $11 million. For additional information, see
Note 10—Investments, Loans and Long-Term Receivables.
Guarantees of Joint-Venture Debt
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1.140

E. I. DU PONT DE NEMOURS AND COMPANY (DEC)
NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS
(Dollars in millions)
19 (In Part): Commitments and Contingent Liabilities
Guarantees (In Part)
Indemnifications
In connection with acquisitions and divestitures, the company has indemnified respective parties against certain liabilities that may arise in connection with these transactions and
business activities prior to the completion of the transaction.
The term of these indemnifications, which typically pertain to
environmental, tax and product liabilities, is generally indefinite. In addition, the company indemnifies its duly elected or
appointed directors and officers to the fullest extent permitted by Delaware law, against liabilities incurred as a result of
their activities for the company, such as adverse judgments
relating to litigation matters. If the indemnified party were to
incur a liability or have a liability increase as a result of a successful claim, pursuant to the terms of the indemnification,
the company would be required to reimburse the indemnified
party. The maximum amount of potential future payments is
generally unlimited. The carrying amounts recorded for all indemnifications as of December 31, 2007 and 2006 was $101
and $105, respectively. Although it is reasonably possible that
future payments may exceed amounts accrued, due to the
nature of indemnified items, it is not possible to make a reasonable estimate of the maximum potential loss or range of
loss. No assets are held as collateral and no specific recourse
provisions exist.
In connection with the sale of INVISTA, the company indemnified the purchasers, subsidiaries of Koch, against certain liabilities primarily related to taxes, legal and environmental matters and other representations and warranties
under the Purchase and Sale Agreement. Koch has presented claims under these indemnities which the companies
are discussing; however, DuPont disagrees with Koch’s presentation. The estimated fair value of the indemnity obligations under the Purchase and Sale Agreement is $70 and is
included in the indemnifications balance of $101 at December 31, 2007. The fair value was based on management’s
best estimate of the value expected to be required to issue
the indemnifications in a standalone, arm’s length transaction with an unrelated party and, where appropriate, by the
utilization of probability weighted discounted net cash flow
models. Under the Purchase and Sale Agreement, the company’s total indemnification obligation for the majority of the
representations and warranties can not exceed $1,400. The
other indemnities are not subject to this limit.
Obligations for Equity Affiliates & Others

tential amount of future (undiscounted) payments that the
company could be required to make under the guarantees.
The company would be required to perform on these guarantees in the event of default by the guaranteed party. At
December 31, 2007, a liability of $135 had been recorded
for these obligations, principally related to obligations of the
company’s polyester films joint venture which are guaranteed
by the company. No additional material loss is anticipated by
reason of such agreements and guarantees.
In certain cases, the company has recourse to assets held
as collateral, as well as personal guarantees from customers
and suppliers. Assuming liquidation, these assets are estimated to cover approximately 37 percent of the $261 of guaranteed obligations of customers and suppliers. Set forth below are the company’s guaranteed obligations at December
31, 2007:

Obligations for customers,
suppliers and other affiliated and
unaffiliated companies(1),(2) :
Bank borrowings (terms up to 5
years)
Revenue bonds (term 1 year)
Leases on equipment and facilities
(terms of 1 to 2 years)
Obligations for equity affiliates(2) :
Bank borrowings (terms up to 5
years)
Leases on equipment and facilities
(terms of 1 to 3 years)
Total obligations for customers,
suppliers, other affiliated and
unaffiliated companies and
equity affiliates
Obligations for divested
subsidiaries and affiliates(3) :
Conoco (terms of 1 to 19 years)
Consolidation Coal Sales
Company (terms of 3 to 4 years)
Total obligations for divested
subsidiaries and affiliates
(1)
(2)
(3)

Short-Term

Long-Term

Total

$379
1

$132
—

$511
1

—

23

23

15

28

43

—

5

5

395

188

583

—

18

18

—

103

103

—
$395

121
$309

121
$704

Existing guarantees for customers, suppliers and other unaffiliated companies arose as part of contractual agreements.
Existing guarantees for equity affiliates and other affiliated companies arose for liquidity needs in normal operations.
The company has guaranteed certain obligations and liabilities
related to divested subsidiaries, including Conoco and its subsidiaries and affiliates and Consolidation Coal Sales Company.
The Restructuring, Transfer and Separation Agreement between
DuPont and Conoco requires Conoco to use its best efforts to
have Conoco, or any of its subsidiaries, substitute for DuPont.
Conoco and Consolidation Coal Sales Company have indemnified the company for any liabilities the company may incur pursuant to these guarantees.

The company has directly guaranteed various debt obligations under agreements with third parties related to equity
affiliates, customers, suppliers and other affiliated and unaffiliated companies. At December 31, 2007, the company
had directly guaranteed $583 of such obligations, and $121
relating to guarantees of historical obligations for divested
subsidiaries and affiliates. This represents the maximum po-
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1.141

ments is approximately $23.5 million and the $21.8 million
fair value of the guarantees issued is recorded in debt and
other liabilities as appropriate in the consolidated balance
sheet.

THE STANLEY WORKS (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
R (In Part): Commitments and Guarantees
Guarantees (In Part)
The following is a summary of guarantees as of December 29, 2007:

Letters of Credit
1.142

VULCAN MATERIALS COMPANY (DEC)
(In millions)
Financial guarantees as
of December 29, 2007:
Guarantees on the
residual values of
leased properties
Standby letters of credit
Guarantee on the
external Employee
Stock Ownership Plan
borrowings
Commercial customer
financing arrangements
Government guarantees
on employees
Total

Term

Maximum
Potential
Payment

Carrying
Amount of
Liability

Note 6 (In Part): Credit Facilities, Short-Term Borrowings
and Long-Term Debt
Up to 6 years
Generally 1 year

$ 83.2
32.1

$ —
—

Through 2009

4.2

4.2

Up to 5 years

23.5

21.8

0.1

—

$143.1

$26.0

3 years from hire
date

The Company has guaranteed a portion of the residual value
arising from its previously mentioned synthetic lease and U.S.
master personal property lease programs. The lease guarantees aggregate $83.2 million while the fair value of the underlying assets is estimated at $104.5 million. The related assets
would be available to satisfy the guarantee obligations and
therefore it is unlikely the Company will incur any future loss
associated with these lease guarantees.
The Company has issued $32.1 million in standby letters of
credit that guarantee future payments which may be required
under certain insurance programs. Shares of the Company’s
common stock held by the ESOP were purchased with the
proceeds of external borrowings in the 1980’s and borrowings from the Company in 1991. The external ESOP borrowings are guaranteed by the Company and are included
in long-term debt. Shareowners’ equity reflects a reduction
for the internal and external borrowings. The Company has
sold various businesses and properties over many years and
provided standard indemnification to the purchasers with
respect to any unknown liabilities, such as environmental,
which may arise in the future that are attributable to the
time of the Company’s ownership. No liabilities have been
recorded for these general indemnifications since there are
no identified exposures. The Company provides various limited and full recourse guarantees to financial institutions that
provide financing to U.S. and Canadian Mac Tool distributors
for their initial purchase of the inventory and truck necessary
to function as a distributor. In addition, the Company provides
a full recourse guarantee to a financial institution that extends
credit to certain end retail customers of its U.S. Mac Tool
distributors. The gross amount guaranteed in these arrange-
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To replace a portion of the short-term borrowings we incurred
to partially fund the cash portion of the Florida Rock acquisition, we accessed the public debt market in December
2007 by issuing $1,225,000,000 of long-term notes in four
related series (tranches), as follows: $325,000,000 of 3-year
floating rate notes, $300,000,000 of 5-year 5.60% coupon
notes, $350,000,000 of 10-year 6.40% coupon notes and
$250,000,000 of 30-year 7.15% coupon notes. Concurrent
with the issuance of the notes, we entered into an interest rate
swap agreement on the $325,000,000 3-year floating rate
notes to convert them to a fixed interest rate of 5.25%. These
notes are presented in the table above net of discounts from
par in the amounts of $0, $529,000, $192,000 and $695,000,
respectively. These discounts and the debt issuance costs
of the notes are being amortized using the effective interest
method over the respective lives of the notes. The effective
interest rates for these notes, including the effects of above
mentioned interest rate swap agreement and the settlement
of the forward starting interest rate swap agreements (see
Note 5), are 5.41%, 6.58%, 7.39% and 8.04% for the 3-year,
5-year, 10-year and 30-year notes, respectively.
Additionally, as a result of the November 2007 Florida
Rock acquisition, we assumed their existing debt as follows:
$17,550,000 of variable-rate tax-exempt industrial revenue
bonds, unsecured notes in the amount of $592,000 as of
December 31, 2007 and secured notes in the amount of
$1,777,000 as of December 31, 2007.

•

•

•

•

•

•

As stated above, during 2007 we assumed $17,550,000 of
variable-rate tax-exempt industrial revenue bonds with the
acquisition of Florida Rock. These bonds mature as follows:
$2,250,000 maturing June 2012, $1,300,000 maturing January 2021 and $14,000,000 maturing November 2022. The
first two bond maturities are collateralized by certain property, plant and equipment. The remaining $14,000,000 of
bonds are backed by a letter of credit.
Note 12 (In Part): Other Commitments and Contingencies
We provide certain third parties with irrevocable standby letters of credit in the normal course of business. We use commercial banks to issue standby letters of credit to back our
obligations to pay or perform when required to do so pursuant to the requirements of an underlying agreement or
the provision of goods and services. The standby letters of
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credit listed below are cancelable only at the option of the
beneficiary who is authorized to draw drafts on the issuing
bank up to the face amount of the standby letter of credit in
accordance with its terms. Since banks consider letters of
credit as contingent extensions of credit, we are required to
pay a fee until they expire or are canceled. Substantially all
our standby letters of credit are renewable annually at the
option of the beneficiary.
Our standby letters of credit as of December 31, 2007 are
summarized in the table below (in millions of dollars):
Amount
(1)

Standby letters of credit
Risk management requirement for insurance claims
Payment surety required by utilities
Contractual reclamation/restoration requirements
Financing requirement for industrial revenue bond
Total standby letters of credit
(1)

$ 39.0
0.4
51.6
14.2
$105.2

Substantially all of the standby letters of credit have a one-year
term and are renewable annually.

able is sold to its maturity date. At December 30, 2007, the
effective interest rate was LIBOR plus approximately 80 basis points. The servicing fees received constitute adequate
compensation for services performed. No servicing asset or
liability is therefore recorded. The agreement also includes
conditions that require the Company to maintain a senior unsecured credit rating of BB or above, as defined by Standard
& Poor’s Rating Services, and Ba2 or above, as defined by
Moody’s Investors Service. At December 30, 2007, the Company had a senior unsecured credit rating of BBB, with a stable outlook from Standard & Poor’s Rating Services, and of
Baa3, with a stable outlook from Moody’s Investors Service.
In January 2008, the Company’s consolidated subsidiary entered into an agreement to extend the term of the accounts
receivable securitization facility to January 23, 2009.

1.144

UNIVERSAL HEALTH SERVICES, INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Sale of Receivables With Recourse

4 (In Part): Long-Term Debt

1.143

A summary of long-term debt follows:

PERKINELMER, INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 9 (In Part): Accounts Receivable
During 2001, the Company established a wholly owned
consolidated subsidiary to maintain a receivables purchase
agreement with a third party financial institution. Under this
arrangement, the Company sold, on a revolving basis, certain of the Company’s accounts receivable balances to the
consolidated subsidiary which simultaneously sold an undivided percentage ownership interest in designated pools
of receivables to a third-party financial institution. As collections reduce the balance of sold accounts receivable, new receivables are sold. The Company’s consolidated subsidiary
retains the risk of credit loss on the receivables. Accordingly, the full amount of the allowance for doubtful accounts
has been provided for on the Company’s balance sheet. The
amount of receivables sold and outstanding with the third
party financial institution may not exceed $65.0 million. Under
the terms of this arrangement, the Company’s consolidated
subsidiary retains collection and administrative responsibilities for the balances. The amount of receivables sold to the
consolidated subsidiary was $79.0 million as of December
30, 2007 and $67.8 million as of December 31, 2006. At
each of December 30, 2007 and December 31, 2006, an undivided interest of $45.0 million in the receivables had been
sold to the third party financial institution under this arrangement. The remaining interest in receivables of $34.0 million
and $22.8 million that were sold to and held by the consolidated subsidiary were included in accounts receivable in the
consolidated financial statements at December 30, 2007 and
December 31, 2006, respectively.
The agreement requires the third-party financial institution
to be paid interest during the period from the date the receiv-
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(In thousands)
Long-term debt:
Notes payable and mortgages payable
(including obligations under capitalized
leases of $6,513 in 2007 and $3,780 in
2006) and term loans with varying
maturities through 2019; weighted
average interest at 6.7% in 2007 and
6.5% in 2006 (see Note 7 regarding
capitalized leases)
Revolving credit and demand notes
Revenue bonds, interest at floating rates
of 3.44% and 3.90% at December 31,
2007 and 2006, respectively, with
varying maturities through 2015
Accounts receivable securitization
program
6.75% Senior notes due 2011, net of the
unamortized discount of $40 in 2007
and $51 in 2006, and fair market value
adjustment of $2,388 in 2007 and
$2,998 in 2006.
7.125% Senior notes due 2016, net of
unamortized discount of $1,151 in 2007
and $1,287 in 2006
Less amounts due within one year

•

•

•

•

2007

2006

19,205
348,200

$ 8,540
352,900

10,200

10,200

183,100

—

202,348

202,948

248,849
1,011,902
(3,116)
$1,008,786

248,713
823,301
(1,938)
$821,363

$

•

•

In August, 2007, we entered into a $200 million accounts
receivable securitization program (“Securitization”) with a
group of conduit lenders and liquidity banks. The patientrelated accounts receivable (“Receivables”) for substantially
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all of our acute care hospitals serve as collateral for the outstanding borrowings. The interest rate on the borrowings is
based on the commercial paper rate plus a spread of .25%.
The initial term of this Securitization is 364 days and the term
can be extended for incremental 364 day periods upon mutual agreement of the parties. The Securitization has a termout feature that can be exercised by us if the banks do not extend the Securitization which would extend the maturity date
to August, 2010. Under the terms of the term-out provision,
the borrowing rate would be the same as our Credit Agreement rate. Outstanding borrowings which can be refinanced
through available borrowings under the terms of our Credit
Agreement are classified as long-term on our balance sheet.
We have accounted for this Securitization as borrowings under SFAS No. 140, “Accounting for Transfers and Servicing
of Financial Assets and Extinguishments of Liabilities.” We
maintain effective control over the Receivables since, pursuant to the terms of the Securitization, the Receivables are
sold from certain of our subsidiaries to special purpose entities that are wholly-owned by us. The wholly-owned special
purpose entities use the Receivables to collateralize the loans
obtained from the group of third-party conduit lenders and
liquidity banks. The group of third-party conduit lenders and
liquidity banks do not have recourse to us beyond the assets
of the wholly-owned special purpose entities that securitize
the loans. As of December 31, 2007, we had $183 million
of borrowings outstanding pursuant to this program and $17
million of available borrowing capacity.

•

•

•

•

•

•

The average amounts outstanding during 2007, 2006 and
2005 under the revolving credit, demand notes and accounts
receivable securitization program were $435 million, $90 million and $84 million, respectively, with corresponding effective interest rates of 6.0%, 6.4% and 4.7% including commitment and facility fees. The maximum amounts outstanding
at any month-end were $531 million in 2007, $352 million in
2006 and $252 million in 2005. The effective interest rate on
our revolving credit, demand notes and accounts receivable
securitization program, including the respective interest expense/income on designated interest rate swaps, was 5.9%
in 2007, 6.4% in 2006 and 4.7% in 2005.
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APPLE INC. (SEP)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Financial Instruments (In Part)
Cash Equivalents and Short-Term Investments
All highly liquid investments with maturities of three months
or less at the date of purchase are classified as cash equivalents. Highly liquid investments with maturities greater than
three months at the date of purchase are classified as shortterm investments. The Company’s debt and marketable equity securities have been classified and accounted for as
available-for-sale. Management determines the appropriate
classification of its investments in debt and marketable equity securities at the time of purchase and reevaluates the
available-for-sale designations as of each balance sheet
date. These securities are carried at fair value, with the unrealized gains and losses, net of taxes, reported as a component
of shareholders’ equity. The cost of securities sold is based
upon the specific identification method.
Derivative Financial Instruments
The Company accounts for its derivative instruments as either assets or liabilities and carries them at fair value. Derivatives that are not defined as hedges in Statement of Financial Accounting Standards (“SFAS”) No. 133, Accounting for
Derivative Instruments and Hedging Activities, as amended,
must be adjusted to fair value through earnings.
For derivative instruments that hedge the exposure to variability in expected future cash flows that are designated as
cash flow hedges, the effective portion of the gain or loss
on the derivative instrument is reported as a component of
accumulated other comprehensive income in shareholders’
equity and reclassified into earnings in the same period or periods during which the hedged transaction affects earnings.
The ineffective portion of the gain or loss on the derivative instrument is recognized in current earnings. To receive hedge
accounting treatment, cash flow hedges must be highly effective in offsetting changes to expected future cash flows on
hedged transactions. For derivative instruments that hedge
the exposure to changes in the fair value of an asset or a liability and that are designated as fair value hedges, the net gain
or loss on the derivative instrument as well as the offsetting
gain or loss on the hedged item attributable to the hedged
risk are recognized in earnings in the current period. The net
gain or loss on the effective portion of a derivative instrument that is designated as an economic hedge of the foreign
currency translation exposure of the net investment in a foreign operation is reported in the same manner as a foreign
currency translation adjustment. For forward contracts designated as net investment hedges, the Company excludes
changes in fair value relating to changes in the forward carry
component from its definition of effectiveness. Accordingly,
any gains or losses related to this component are recognized
in current earnings.
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Note 2 (In Part): Financial Instruments
Cash, Cash Equivalents and Short-Term Investments
The following table summarizes the fair value of the Company’s cash and available-for-sale securities held in its shortterm investment portfolio, recorded as cash and cash equivalents or short-term investments (in millions):

Cash
U.S. Treasury and Agency securities
U.S. Corporate securities
Foreign securities
Total cash equivalents
U.S. Treasury and Agency securities
U.S. Corporate securities
Foreign securities
Total short-term investments
Total cash, cash equivalents, and
short-term investments

2007
$ 256
670
5,597
2,829
9,096
358
4,718
958
6,034

2006
$ 200
52
4,309
1,831
6,192
447
2,701
570
3,718

$15,386

$10,110

The Company’s U.S. Corporate securities consist primarily of commercial paper, certificates of deposit, time deposits, and corporate debt securities. Foreign securities consist primarily of foreign commercial paper issued by foreign
companies, and certificates of deposit and time deposits

with foreign institutions, most of which are denominated in
U.S. dollars. The Company had $11 million in net unrealized
losses on its investment portfolio, primarily related to investments with stated maturities ranging from 1 to 5 years, as of
September 29, 2007, and net unrealized losses of approximately $687,000 on its investment portfolio, primarily related
to investments with stated maturities less than 1 year, as
of September 30, 2006. The Company may sell its investments prior to their stated maturities for strategic purposes,
in anticipation of credit deterioration, or for duration management. The Company recognized net gains before taxes
of approximately $474,000 in 2007 and net losses before
taxes of approximately $434,000 and $137,000 in 2006 and
2005, respectively.
As of September 29, 2007 and September 30, 2006, $1.9
billion and $921 million, respectively, of the Company’s shortterm investments had underlying maturities ranging from 1 to
5 years. The remaining short-term investments as of September 29, 2007 and September 30, 2006 had maturities less
than 12 months.
In accordance with FASB Staff Position (“FSP”) FAS 1151 and FAS 124-1, The Meaning of Other-Than-Temporary
Impairment and Its Application to Certain Investments, the
following table shows the gross unrealized losses and fair
value for those investments that were in an unrealized loss
position as of September 29, 2007 and September 30, 2006,
aggregated by investment category and the length of time
that individual securities have been in a continuous loss position (in millions):
2007

Less Than 12 Months
Security Description
U.S. Treasury and Agency securities
U.S. Corporate securities
Foreign securities
Total

Fair
Value
$ 338
2,521
474
$3,333

Unrealized
Loss
$—
(12)
(1)
$(13)

12 Months or Greater
Fair
Value
$—
32
8
$40

Unrealized
Loss
$—
—
—
$—

Total
Fair
Value
$ 338
2,553
482
$3,373

Unrealized
Loss
$—
(12)
(1)
$(13)

2006
Less Than 12 Months
Security Description
U.S. Treasury and Agency securities
U.S. Corporate securities
Foreign securities
Total

Fair
Value
$ 234
943
164
$1,341

The unrealized losses on the Company’s investments during 2007 in U.S. Corporate securities and foreign securities
and during 2006 in U.S. Corporate securities were caused
primarily by changes in interest rates. The Company typically invests in highly-rated securities with strong liquidity
and with low probabilities of default. The Company’s investment policy requires investments to be rated single-A
or better. Therefore, the Company considers the declines to
be temporary in nature. During 2007, the Company did not
record any material impairment on outstanding securities.
As of September 29, 2007, the Company does not consider
the investments to be other-than-temporarily impaired.

AICPA Accounting Trends & Techniques

Unrealized
Loss
$—
—
—
$—

12 Months or Greater
Fair
Value
$ 26
102
34
$162

Unrealized
Loss
$—
(1)
—
$ (1)

Total
Fair
Value
$ 260
1,045
198
$1,503

Unrealized
Loss
$—
(1)
—
$(1)

Market values were determined for each individual security
in the investment portfolio. When evaluating the investments
for other-than-temporary impairment, the Company reviews
factors such as the length of time and extent to which fair
value has been below cost basis, the financial condition of
the issuer, and the Company’s ability and intent to hold the
investment for a period of time, which may be sufficient for
anticipated recovery in market value.
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Derivative Financial Instruments
The Company uses derivatives to partially offset its business
exposure to foreign exchange risk. Foreign currency forward
and option contracts are used to offset the foreign exchange
risk on certain existing assets and liabilities and to hedge the
foreign exchange risk on expected future cash flows on certain forecasted revenue and cost of sales. The Company’s accounting policies for these instruments are based on whether
the instruments are designated as hedge or non-hedge instruments. The Company records all derivatives on the balance sheet at fair value.
The following table shows the notional principal, net fair
value, and credit risk amounts of the Company’s foreign currency instruments as of September 29, 2007 and September
30, 2006 (in millions):
September 29, 2007

Foreign exchange instruments qualifying as accounting hedges:
Spot/Forward contracts
Purchased options
Sold options
Foreign exchange instruments other than accounting hedges:
Spot/Forward contracts
Purchased options

Notional
Principal

Fair
Value

Credit Risk
Amounts

Notional
Principal

Fair
Value

Credit Risk
Amounts

$ 570
$2,564
$1,498

$ (8)
$10
$ (2)

$—
$10
$—

$ 351
$1,256
$ 80

$6
$9
$(1)

$ 6
$ 9
$—

$1,768
$ 161

$ (2)
$ 1

$—
$ 1

$1,103
$ 167

$2
$1

$ 2
$—

The notional principal amounts for derivative instruments
provide one measure of the transaction volume outstanding as of year-end, and do not represent the amount of
the Company’s exposure to credit or market loss. The
credit risk amounts shown in the table above represents the
Company’s gross exposure to potential accounting loss on
these transactions if all counterparties failed to perform
according to the terms of the contract, based on thencurrent currency exchange rates at each respective date. The
Company’s exposure to credit loss and market risk will vary
over time as a function of currency exchange rates.
The estimates of fair value are based on applicable and
commonly used pricing models and prevailing financial market information as of September 29, 2007 and September
30, 2006. Although the table above reflects the notional principal, fair value, and credit risk amounts of the Company’s
foreign exchange instruments, it does not reflect the gains or
losses associated with the exposures and transactions that
the foreign exchange instruments are intended to hedge. The
amounts ultimately realized upon settlement of these financial instruments, together with the gains and losses on the
underlying exposures, will depend on actual market conditions during the remaining life of the instruments.
Foreign Exchange Risk Management
The Company may enter into foreign currency forward and
option contracts with financial institutions to protect against
foreign exchange risk associated with existing assets and liabilities, certain firmly committed transactions, forecasted future cash flows, and net investments in foreign subsidiaries.
Generally, the Company’s practice is to hedge a majority of
its material foreign exchange exposures. However, the Company may choose not to hedge certain foreign exchange exposures due to immateriality, prohibitive economic cost of
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September 30, 2006

hedging particular exposures, or limited availability of appropriate hedging instruments.
To help protect gross margins from fluctuations in foreign
currency exchange rates, the Company’s U.S. dollar functional subsidiaries hedge a portion of forecasted foreign currency revenue, and the Company’s non-U.S. dollar functional
subsidiaries selling in local currencies hedge a portion of
forecasted inventory purchases not denominated in the subsidiaries’ functional currency. Other comprehensive income
associated with hedges of foreign currency revenue is recognized as a component of net sales in the same period as
the related sales are recognized, and other comprehensive
income related to inventory purchases is recognized as a
component of cost of sales in the same period as the related
costs are recognized.
Typically, the Company hedges portions of its forecasted
foreign currency exposure associated with revenue and inventory purchases over a time horizon of up to 6 months.
Derivative instruments designated as cash flow hedges
must be de-designated as hedges when it is probable the
forecasted hedged transaction will not occur in the initially
identified time period or within a subsequent 2 month time
period. Deferred gains and losses in other comprehensive
income associated with such derivative instruments are immediately reclassified into earnings in other income and expense. Any subsequent changes in fair value of such derivative instruments are also reflected in current earnings unless
they are re-designated as hedges of other transactions. The
Company recognized net gains of approximately $672,000
and $421,000 in 2007 and 2006, respectively, and a net loss
of $1.6 million in 2005 in other income and expense related
to the loss of hedge designation on discontinued cash flow
hedges due to changes in the Company’s forecast of future net sales and cost of sales and due to prevailing market conditions. As of September 29, 2007, the Company
had a net deferred gain associated with cash flow hedges

P1: ICD
ACPA050-01(v)

AICPA

AICPA-xml-v1.cls

September 12, 2008

13:40

Section 1: General

of approximately $468,000, net of taxes, substantially all of
which is expected to be reclassified to earnings by the end
of the second quarter of fiscal 2008.
The net gain or loss on the effective portion of a derivative
instrument designated as a net investment hedge is included
in the cumulative translation adjustment account of accumulated other comprehensive income within shareholders’ equity. For the years ended September 29, 2007 and September 30, 2006, the Company had a net loss of $2.6 million
and a net gain of $7.4 million, respectively, included in the
cumulative translation adjustment.
The Company may also enter into foreign currency forward and option contracts to offset the foreign exchange
gains and losses generated by the re-measurement of certain
assets and liabilities recorded in non-functional currencies.
Changes in the fair value of these derivatives are recognized
in current earnings in other income and expense as offsets
to the changes in the fair value of the related assets or liabilities. Due to currency market movements, changes in option
time value can lead to increased volatility in other income and
expense.

1.146

D.R. HORTON, INC. (SEP)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note A (In Part): Summary of Significant Accounting Policies
Mortgage Loans Held for Sale, Loan Commitments and
Related Derivatives
Mortgage loans held for sale are generally carried at cost
adjusted for changes in fair value after the date of designation of an effective accounting hedge, based on either sale
commitments or current market quotes. Any gain or loss on
the sale of loans is recognized at the time of sale. Some
of the loans sold by DHI Mortgage are sold with limited recourse provisions. Based on historical experience, the Company estimates and records an allowance or reserve for loans
held in portfolio or loans held for sale or for losses related to
loans sold with recourse. The derivative instruments associated with uncommitted, funded loans are designated as fair
value hedges of the risk of changes in the overall fair value
of the related loans. Accordingly, changes in the value of the
derivative instruments are recognized in current earnings, as
are changes in the value of the loans. Unhedged loans are
stated at the lower of cost or market. Market is determined
by either sales commitments or current market conditions.
To meet the financing needs of its customers, the Company
is party to interest rate lock commitments (IRLCs) which are
extended to borrowers who have applied for loan funding
and meet certain defined credit and underwriting criteria. In
accordance with SFAS No. 133, “Accounting for Derivative
Instruments and Hedging Activities,” and related Derivatives
Implementation Group conclusions, the Company classifies
and accounts for IRLCs as non-designated derivative instruments at fair value. The interest rate risk related to IRLCs is
managed through the use of best-efforts whole loan delivery
commitments and various hedging instruments, which are
considered non-designated derivatives and are accounted

AICPA Accounting Trends & Techniques

119

for at fair value with gains and losses recognized in current
earnings.
The Company purchases forward rate agreements (FRAs)
and economic interest rate hedges as part of a program designed to potentially offer homebuyers a below market interest rate on their home financing. These instruments are
considered non-designated derivatives and are accounted
for at fair value with gains and losses recognized in current
earnings. See Note F.
Note E (In Part): Notes Payable
Homebuilding
The Company uses interest rate swap agreements to help
manage a portion of its interest rate exposure. The agreements convert a notional amount of $200 million from a variable rate to a fixed rate. These agreements are cancelable by
the counter-party, a major U.S. bank, during periods where
LIBOR exceeds 7%. The agreements expire at dates in fiscal 2008. The Company does not expect non-performance
by the counter-party, and any losses incurred in the event of
non-performance are not expected to be material. Net payments or receipts under these agreements are recorded as
adjustments to interest incurred. As a result of these agreements, the Company’s net interest costs were reduced by
$0.6 million in fiscal 2007, and were increased by $0.8 million and $4.9 million in fiscal 2006 and 2005, respectively.
The swaps’ market values generally vary directly with
changes in anticipated future LIBOR rates. The swaps do not
qualify as cash-flow hedges under SFAS No. 133 so changes
in the swaps’ fair value must be recognized in current earnings, and are included in homebuilding other income or expense. At September 30, 2007 and 2006, the fair value of
the interest rate swaps was a $0.1 million liability, and was
recorded in homebuilding other liabilities. During fiscal 2007,
2006 and 2005, the Company had a loss of $0.1 million, and
gains of $3.1 million and $9.5 million, respectively, related to
the interest rate swaps.
Note F. Mortgage Loans
To manage the interest rate risk inherent in its mortgage operations, the Company hedges its risk using various derivative instruments, which include forward sales of mortgagebacked securities (FMBS), Eurodollar Futures Contracts
(EDFC) and put options on mortgage-backed securities
(MBS) and EDFC. Use of the term “hedging instruments” in
the following discussion refers to these securities collectively,
or in any combination. The Company does not enter into or
hold derivatives for trading or speculative purposes.
Mortgage Loans Held for Sale
Mortgage loans held for sale consist primarily of single-family
residential loans collateralized by the underlying property.
Loans that have been closed but not committed to a thirdparty investor are matched with hedging instruments that
are designated as fair value hedges. Hedged loans are either committed to third-party investors within three days of
origination or pooled and committed in bulk to third-party
investors typically within 30 days of origination. Loans held
for sale are carried at cost adjusted for changes in fair value
after.
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Loan Commitments
To meet the financing needs of its customers, the Company
is party to interest rate lock commitments (IRLCs) which are
extended to borrowers who have applied for loan funding
and meet certain defined credit and underwriting criteria.
In accordance with SFAS No. 133, and related Derivatives
Implementation Group conclusions, the Company classifies
and accounts for IRLCs as non-designated derivative instruments at fair value. At September 30, 2007 and 2006, the
Company’s IRLCs totaled $226.6 million and $647.7 million,
respectively.
The Company manages interest rate risk related to its
IRLCs through the use of best-efforts whole loan delivery
commitments and hedging instruments as defined above.
These instruments are considered non-designated derivatives and are accounted for at fair value with gains and losses
recognized in current earnings. As of September 30, 2007,
the Company had approximately $72.2 million of best-efforts
whole loan delivery commitments and $326.4 million outstanding of hedging instruments related to its uncommitted
IRLCs.
The Company also purchases forward rate agreements
(FRAs) and economic interest rate hedges as part of a program to potentially offer homebuyers a below market interest
rate on their home financing. At September 30, 2007, these
potential mortgage loan originations totaled approximately
$124.9 million and were hedged with FRAs of $72.1 million
and economic interest rate hedges of $526.9 million in EDFC
put options and $29.6 million in MBS put options. Both the
FRAs and economic interest rate hedges have various maturities not exceeding twelve months. These instruments are

considered non-designated derivatives and are accounted
for at fair value with gains and losses recognized in current
earnings. The gains and losses for the year ended September
30, 2007 were not significant.
Note K. Financial Instruments
The fair values of the Company’s financial instruments are
based on quoted market prices, where available, or are estimated. Fair value estimates are made at a specific point
in time based on relevant market information and information about the financial instrument. These estimates are subjective in nature, involve matters of judgment and therefore,
cannot be determined with precision. Estimated fair values
are significantly affected by the assumptions used. The Company’s methods and assumptions used in estimating fair values are described below.
The carrying amounts of cash and cash equivalents, accounts payable, accrued expenses, the revolving credit facility, the mortgage warehouse facility, the commercial paper
conduit facility and other secured notes payable as reported
in the Company’s balance sheets approximate their fair values due to their short maturity or floating interest rate terms,
as applicable.
For the senior and senior subordinated notes, fair values
represent quoted market prices. For the interest rate swaps,
fair values represent market values as determined by the issuer of the swaps based upon the market’s current anticipation of future LIBOR rate levels. For mortgage loans held
for sale, forward sales of mortgage-backed securities and interest rate lock commitments, the fair values are estimated
based on quoted market prices for similar financial instruments. The following table sets forth the carrying values and
estimated fair values of the Company’s senior and senior subordinated notes, interest rate swaps, mortgage loans held for
sale, forward sales of mortgage-backed securities, interest
rate lock commitments and forward rate agreements.
2007

(In millions)
Homebuilding:
Liabilities
Senior and senior subordinated notes
Interest rate swaps
Financial services:
Assets
Mortgage loans held for sale
Forward sales of mortgage-backed securities, Eurodollar futures contracts and put options
on both mortgage-backed securities and Eurodollar futures contracts
Interest rate lock commitments
Forward rate agreements
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2006

Carrying
Value

Estimated
Fair Value

Carrying
Value

Estimated
Fair Value

$3,788.4
0.1

$3,436.5
0.1

$4,035.0
0.1

$4,010.9
0.1

523.5

523.5

1,022.9

1,022.9

0.1
0.6
—

0.1
0.6
—

(1.2)
2.8
—

(1.2)
2.8
—
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Methods and assumptions used in estimating fair values are
as follows:

SILGAN HOLDINGS INC. (DEC)

Bank Debt

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Hedging Instruments
We account for derivative financial instruments under Statement of Financial Accounting Standards, or SFAS, No. 133,
“Accounting for Derivative Instruments and Hedging Activities,” as amended and interpreted, which requires all derivatives to be recorded in the Consolidated Balance Sheets at
their fair values. Changes in fair values of derivatives are
recorded in each period in earnings or comprehensive income, depending on whether a derivative is designated as
part of a hedge transaction and, if it is, the type of hedge
transaction.
We utilize certain derivative financial instruments to manage a portion of our interest rate and natural gas cost exposures. We do not engage in trading or other speculative uses
of these financial instruments. For a financial instrument to
qualify as a hedge, we must be exposed to interest rate or
price risk, and the financial instrument must reduce the exposure and be designated as a hedge. Financial instruments
qualifying for hedge accounting must maintain a high correlation between the hedging instrument and the item being
hedged, both at inception and throughout the hedged period.
We utilize certain internal hedging strategies to minimize
our foreign currency exchange rate risk. Net investment
hedges that qualify for hedge accounting result in the recognition of foreign currency gains or losses, net of tax, in accumulated other comprehensive income (loss). We generally do
not utilize external derivative financial instruments to manage
our foreign currency exchange rate risk.
Note 8 (In Part): Financial Instruments
The financial instruments recorded in our Consolidated Balance Sheets include cash and cash equivalents, trade accounts receivable, trade accounts payable, debt obligations
and swap agreements. Due to their short-term maturity, the
carrying amounts of cash and cash equivalents, trade accounts receivable and trade accounts payable approximate
their fair market values. The following table summarizes the
carrying amounts and estimated fair values of our other financial instruments at December 31 (bracketed amounts represent assets):

The carrying amounts of our variable rate bank debt approximate their fair values.
6 3/4% Notes
The fair value of our 6 3/4 % Notes is estimated based on
quoted market prices.
Interest Rate and Natural Gas Swap Agreements
The fair value of the interest rate and natural gas swap agreements reflects the estimated amounts that we would pay or
receive at December 31, 2007 and 2006 in order to terminate
the contracts based on the present value of expected cash
flows derived from market rates and prices.
Derivative Instruments and Hedging Activities
We utilize certain derivative financial instruments to manage
a portion of our interest rate and natural gas cost exposures.
We limit our use of derivative financial instruments to interest rate and natural gas swap agreements. We do not utilize
derivative financial instruments for trading or other speculative purposes.
Our interest rate and natural gas swap agreements are accounted for as cash flow hedges. To the extent these swap
agreements are effective pursuant to SFAS No. 133 in offsetting the variability of the hedged cash flows, changes in
their fair values are recorded in accumulated other comprehensive income (loss), a component of stockholders’ equity,
and reclassified into earnings in future periods when earnings are also affected by the variability of the hedged cash
flows. To the extent these swap agreements are not effective as hedges, changes in their fair values are recorded in
net income. During 2007, 2006 and 2005, the ineffectiveness
of our hedges did not have a significant impact on our net
income.
The fair value of the outstanding swap agreements in effect at December 31, 2007 and 2006 was recorded in our
Consolidated Balance Sheets as an asset of $3.8 million and
as a net asset of $3.2 million ($4.8 million in other assets and
$1.6 million in other liabilities), respectively. See Note 4 which
includes a discussion of the effects of hedging activities on
accumulated other comprehensive income (loss).
Interest Rate Swap Agreements

2007
(In thousands)
Bank debt
63/4 % Notes
Interest rate swap
agreements
Natural gas swap
agreements

2006

Carrying
Amount
$789,502
200,000

Fair
Value
$789,502
193,000

Carrying
Amount
$752,638
200,000

Fair
Value
$752,638
195,000

(3,786)

(3,786)

(4,750)

(4,750)

—

—

1,581

1,581

AICPA Accounting Trends & Techniques

We have entered into U.S. dollar, Euro and Canadian dollar interest rate swap agreements to manage a portion of
our exposure to interest rate fluctuations. The aggregate notional principal amount of these agreements was $175 million, €160 million and Cdn $25 million, respectively, at December 31, 2007 and $200 million, €180 million and Cdn $0,
respectively, at December 31, 2006. The interest rate swap
agreements effectively convert interest rate exposure from
variable rates to fixed rates of interest. These agreements
are with financial institutions which are expected to fully perform under the terms thereof.
Under these agreements, we pay fixed rates of interest
ranging from 3.3 percent to 4.9 percent and receive floating rates of interest based on three month LIBOR or Euribor,
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as required. These agreements mature as follows: $100 million and €25 million in 2008, $75 million and Cdn $25 million
in 2010, €30 million in 2011 and €105 million in 2014. The
difference between amounts to be paid or received on interest rate swap agreements is recorded in interest and other
debt expense in our Consolidated Statements of Income.
Net receipts of $5.0 million, $3.5 million and $3.8 million
were received under these interest rate swap agreements
for the years ended December 31, 2007, 2006 and 2005,
respectively.
Taking into account the current interest rate applicable for
the amounts outstanding under the Credit Agreement for A
and B term loans and the Euro term loan and the weighted
average cost differential between current rates and the fixed
rates on our interest rate swap agreements, the effective interest rate on A and B term loans and on the Euro term loan
at December 31, 2007 was 4.83 percent and 4.97 percent,
respectively.
Natural Gas Swap Agreements
We have entered into natural gas swap agreements with a
major financial institution to manage a portion of our exposure to fluctuations in natural gas prices. We entered into
natural gas swap agreements to hedge approximately 41
percent and 61 percent of our domestic exposure to fluctuations in natural gas prices in 2007 and 2006, respectively.
Under these agreements, we paid fixed natural gas prices
ranging from $5.67 to $10.55 per MMBtu and received a
NYMEX-based natural gas price. Net (payments) receipts
under our natural gas swap agreements were ($1.3) million,
($2.5) million and $1.0 million during 2007, 2006 and 2005,
respectively.
At December 31, 2007, we did not have any natural gas
swap agreements outstanding. At December 31, 2006, the
aggregate notional principal amount of our natural gas swap
agreements was 0.6 million MMBtu of natural gas.

CONCENTRATIONS OF CREDIT RISK
1.148

CIENA CORPORATION (OCT)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Significant Accounting Policies and Estimates
Concentrations (In Part)
Substantially all of Ciena’s cash and cash equivalents, shortterm and long-term investments in marketable debt securities, are maintained at two major U.S. financial institutions.
The majority of Ciena’s cash equivalents consist of money
market funds and overnight repurchase agreements. Deposits held with banks may exceed the amount of insurance
provided on such deposits. Generally, these deposits may
be redeemed upon demand and, therefore, management believes that they bear minimal risk.
Historically, a large percentage of Ciena’s revenue has
been the result of sales to a small number of communications
service providers. Consolidation among Ciena’s customers
has increased this concentration. Consequently, Ciena’s accounts receivable can be concentrated among these customers. See Note 5.
5 (In Part): Accounts Receivable
As of October 31, 2007, one customer accounted for 40.1%
of net trade accounts receivable. As of October 31, 2006,
two customers accounted for 25.4% and 21.8% of net trade
accounts receivable, respectively. Ciena’s allowance for
doubtful accounts as of each of October 31, 2007 and October 31, 2006 was $0.1 million.

Foreign Currency Exchange Rate Risk
In an effort to minimize foreign currency exchange rate risk,
we have financed our 2006 acquisitions of White Cap and
Cousins-Currie with term loans borrowed under our Credit
Agreement denominated in Euros and Canadian dollars, respectively. In addition, where available, we have borrowed
funds in local currency or implemented certain internal hedging strategies to minimize our foreign currency risk related
to foreign operations. Foreign currency losses recognized
as net investment hedges included in accumulated other
comprehensive income (loss) at December 31, 2007 and
2006 were $18.7 million and $2.9 million, respectively, net
of deferred tax benefit of $13.5 million and $1.8 million,
respectively.

1.149

MERRIMAC INDUSTRIES, INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Cash and Cash Equivalents
The Company considers all highly liquid securities with maturities of less than three months when purchased to be
cash equivalents. The Company maintains cash deposits
with banks that at times exceed applicable insurance limits.
The Company reduces its exposure to credit risk by maintaining such deposits with high quality financial institutions.
The Company has not experienced any losses in such accounts. Included in cash and cash equivalents at December
29, 2007 was $427,000 that was held in escrow by our Canadian counsel that was awaiting wire transfer to our operating
account on the next available banking day.
9 (In Part): Concentration of Risk
The Company’s customers are primarily major industrial corporations that integrate the Company’s products into a wide
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variety of defense and commercial systems. The Company’s
customers include BAE Systems, The Boeing Company, Celestica, Inc., EADS Astrium, General Dynamics Corporation,
ITT, Lockheed Martin Corporation, Northrop Grumman Corporation, Raytheon Company and Space Systems Loral.
The following table presents our key customers and the
percentage of net sales made to such customers:

Raytheon Company
Lockheed Martin Corporation
Space Systems Loral
Northrop Grumman Corporation
The Boeing Company

2007
16.6%
11.3%
9.8%
7.0%
6.7%

2006
12.6%
10.5%
7.9%
7.1%
10.2%

Accounts receivable are financial instruments that expose
the Company to a concentration of credit risk. A substantial portion of the Company’s accounts receivable are from
customers in the defense industry, and approximately 64%
and 80% of its receivables at December 29, 2007 and December 30, 2006, respectively, were from six customers. Exposure to credit risk is limited by the large number of customers comprising the remainder of the Company’s customer
base, their geographical dispersion and by ongoing customer
credit evaluations performed by the Company.
The following table presents percentage of accounts receivable owed by our key customers:

Space Systems Loral
Lockheed Martin Corporation
Northrop Grumman Corporation
Raytheon Company
The Boeing Company
L-3 Communications

2007
23.2%
12.7%
12.2%
11.3%
3.7%
0.5%

2006
9.3%
17.6%
12.4%
15.6%
12.7%
12.0%

1.150

WYNDHAM WORLDWIDE CORPORATION (DEC)

123

based on the historical performance of similar vacation ownership contract receivables. The Company uses a technique
referred to as static pool analysis, which tracks defaults for
each year’s sales over the entire life of those contract receivables. The Company considers current defaults, past due aging, historical write-offs of contracts, consumer credit scores
(FICO scores) in the assessment of borrower’s credit strength
and expected loan performance. The Company also considers whether the historical economic conditions are comparable to current economic conditions. If current conditions
differ from the conditions in effect when the historical experience was generated, the Company adjusts the allowance for
loan losses to reflect the expected effects of the current environment on uncollectibility. The Company charges vacation
ownership contract receivables to the loan loss allowance
when they become 91, 120 or 150 days contractually past
due depending on the percentage of the contract price already paid or are deemed uncollectible.
18 (In Part): Financial Instruments
Risk Management (In Part)
Credit Risk and Exposure
The Company is exposed to counterparty credit risk in the
event of nonperformance by counterparties to various agreements and sales transactions. The Company manages such
risk by evaluating the financial position and creditworthiness
of such counterparties and by requiring collateral in instances
in which financing is provided. The Company mitigates counterparty credit risk associated with its derivative contracts
by monitoring the amounts at risk with each counterparty to
such contracts, periodically evaluating counterparty creditworthiness and financial position, and where possible, dispersing its risk among multiple counterparties.
As of December 31, 2007, there were no significant concentrations of credit risk with any individual counterparty or
groups of counterparties. However, approximately 22% of
the Company’s outstanding vacation ownership contract receivables portfolio relates to customers who reside in California. With the exception of the financing provided to customers of its vacation ownership businesses, the Company
does not normally require collateral or other security to support credit sales.

NOTES TO CONSOLIDATED AND COMBINED
FINANCIAL STATEMENTS
2 (In Part): Summary of Significant Accounting Policies
Receivable Valuation (In Part)
Vacation Ownership Contract Receivables
Within the Company’s vacation ownership business, the
Company provides for estimated vacation ownership contract receivable cancellations and defaults at the time the VOI
sales are recorded, by reducing VOI sales with a charge to the
provision for loan losses on the Consolidated and Combined
Statements of Income. Prior to 2006, the provision for loan
losses was presented as expense on the Combined Statements of Income. Upon the adoption of SFAS No. 152 and
SOP 04-2 on January 1, 2006, the provision for loan losses is
now classified as a reduction of vacation ownership interest
sales on the Consolidated Statement of Income. The Company assesses the adequacy of the allowance for loan losses

AICPA Accounting Trends & Techniques

ATT-SEC 1.150

P1: ICD
ACPA050-01(v)

AICPA

AICPA-xml-v1.cls

September 12, 2008

124

13:40

Accounting Trends & Techniques

SUBSEQUENT EVENTS
1.151 Events or transactions which occur subsequent to
the balance sheet date but prior to the issuance of the financial statements and which have a material effect on the financial statements should be either recorded or disclosed in the
financial statements. SAS No. 1, section 560, Subsequent
Events, sets forth criteria for the proper treatment of subsequent events. Table 1-14 lists the subsequent events disclosed in the financial statements of the survey companies.
1.152

Examples of subsequent event disclosures follow.

1.153
TABLE 1-14: SUBSEQUENT EVENTS
Number of Companies
2007 2006 2005 2004
Business combinations pending or
effected.............................................
Debt incurred, reduced or refinanced..
Discontinued operations or asset
disposals...........................................
Capital stock issued or purchased.......
Litigation...............................................
Restructuring/bankruptcy.....................
Employee benefits................................
Stock splits or dividends ......................
Other—described.................................

80
77

94
63

99
62

75
68

52
42
37
15
13
6
50

60
27
42
28
12
18
63

38
39
33
26
14
20
50

50
24
36
1
10
14
46

Business Combinations
1.154

CLARCOR INC. (NOV)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands)
S. Subsequent Event
Subsequent to year-end, on December 3, 2007, the Company acquired Perry Equipment Corporation (“Peco”), a
privately-owned manufacturer of engineered filtration products and technologies used in a wide array of industries, including oil and natural gas, refining, power generation, petrochemical, food and beverage, electronics, polymers and pulp
and paper. Peco is based in Mineral Wells, Texas with operations in Mexico, Canada, U.K., Italy, Romania, Malaysia and
China. Peco will be merged with the Company’s Facet operations with its headquarters based in Mineral Wells. Peco was
acquired to expand the Company’s product offerings, technology, filtration solutions and customer base in the growing oil and natural gas industries. Its results will be included
as part of the Company’s Industrial/Environmental Filtration
segment. The purchase price was approximately $163,000
and is subject to a post-closing adjustment based on a
formula in the purchase agreement. The Company issued
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2,137,797 shares of CLARCOR common stock with a value
of approximately $76,800 and paid the remaining purchase
price with cash on hand and approximately $80,000 of cash
borrowed under the Company’s revolving credit agreement.
The transaction is expected to be approximately $0.01 to
$0.02 accretive to the Company’s fiscal 2008 earnings with
significantly greater accretion expected in future years as the
benefits from the merger of Peco and Facet are realized.
For its fiscal year ended May 2007, Peco had sales of approximately $102,000 and operating profit of approximately
$12,500.
The following unaudited pro forma information summarizes
the results of operations and the condensed consolidated
balance sheet for the period indicated as if the Peco acquisition had been completed as of the beginning of fiscal
2007. The pro forma information gives effect to actual operating results prior to the acquisition, adjusted to include
the estimated pro forma effect of interest expense, depreciation, amortization of intangibles, income taxes and the
additional Company shares issued. The pro forma amounts
include approximately $6,000 in pre-tax bonus payments to
certain Peco employees and approximately $3,000 in pretax transaction costs, both of which amounts were incurred
and paid by Peco in connection with the transaction. These
two items reduced pro forma combined earnings per diluted
share by approximately $0.11. These pro forma amounts are
based on a preliminary allocation of the purchase price to
estimates of the fair values of the assets acquired and liabilities assumed. The pro forma amounts do not purport to
be indicative of the results that would have actually been obtained if the acquisition had occurred as of the beginning of
the period presented or that may be obtained in the future.
The Company will update the pro forma information in a Form
8-K/A expected to be filed in February 2008. The Company
will complete an appraisal of the assets acquired and finalize
the allocation of the purchase price to the assets acquired
and liabilities assumed during fiscal 2008.
Year Ended November 30, 2007
Net sales
Net earnings
Diluted earnings per share
As of November 30, 2007
Current assets
Plant assets
Goodwill
Other acquired intangibles
Other noncurrent assets
Total assets
Current liabilities
Long-term debt
Other long-term liabilities
Shareholders’ equity
Total liabilities and shareholders’ equity

$1,034,800
88,200
$
1.66
$ 407,800
189,100
209,000
97,500
20,600
$ 924,000
$ 143,900
97,400
55,000
627,700
$ 924,000
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1.155

Debt Incurred, Reduced, or Refinanced

THE GREAT ATLANTIC & PACIFIC TEA COMPANY,
INC. (FEB)

1.156

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 20. Subsequent Events
On March 5, 2007, our Company announced that we have
reached a definitive merger agreement with Pathmark Stores,
Inc. in which we will acquire Pathmark Stores, Inc., (“Pathmark”) for $1.5 billion in cash, stock, and debt assumption or
retirement. This transaction is expected to be completed during the second half of our fiscal year 2007 and is subject to the
completion of shareholder and regulatory approvals, as well
as other customary closing conditions. For further details surrounding the Pathmark transaction, refer to our Company’s
Form 8-K and the accompanying exhibits filed with the U.S.
Securities and Exchange Commission on March 6, 2007.
Under the terms of the transaction, The Tengelmann
Group, currently A&P’s majority shareholder, will remain the
largest single shareholder of the combined entity. Christian
Haub, Executive Chairman of A&P, will continue as Executive
Chairman of the combined company; Eric Claus, President
and CEO of A&P, will also maintain the same position in the
combined company.
Pathmark shareholders will receive $9.00 in cash and
0.12963 shares of A&P stock for each Pathmark share. As a
result, Pathmark shareholders, including its largest investor,
The Yucaipa Companies LLC (“Yucaipa Companies”), will receive a stake in the combined companies.
The boards of both A&P and Pathmark have unanimously
approved the transaction. Both Yucaipa Companies and Tengelmann have entered into voting agreements to support the
transaction.
On March 13, 2007, in connection with our agreement to
acquire Pathmark Stores, Inc., our Company sold 6,350,000
shares of its holdings in Metro, Inc. for proceeds of approximately $203.5 million resulting in a net gain of $71.6 million. Of the total proceeds received, $190.0 million are being
held as restricted cash to collateralize our outstanding letters of credit. After the sale, our Company continues to hold
11,726,645 Class A subordinate shares of Metro, Inc, representing approximately 10.21% of the outstanding shares of
Metro, Inc. as of its first quarter ended December 23, 2006.
In March 2007, our Letter of Credit Agreement and Revolving Credit Agreement were amended to allow for the sale of
such shares provided that the net proceeds from such sales
are deposited in a restricted cash account.
Beginning March 13, 2007, as a result of the sale of
6,350,000 shares of Metro, Inc. our Company uses the cost
method of accounting to account for our investment in Metro,
Inc. on the basis that we no longer have significant influence
over substantive operating decisions made by Metro, Inc.
through our membership on Metro, Inc.’s Board of Directors
and its committees.

AICPA Accounting Trends & Techniques

MOLSON COORS BREWING COMPANY (DEC)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL
STATEMENTS
22 (In Part): Subsequent Events
The Tender for and Repurchase of 6.375% Senior Notes
Due 2012 (“Tender Offer”)
On February 7, 2008, we announced a tender for and repurchase of any and all principal amount of our remaining
6.375% $225 million Senior Notes due 2012, with the tender
period running through February 14, 2008. The amount actually repurchased was $180.4 million. The net costs of $11.7
million related to this extinguishment of debt and termination
of related interest rate swaps will be recorded in the first quarter of 2008. The debt extinguishment was funded by existing
cash resources.

1.157

XO HOLDINGS, INC. (DEC)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL
STATEMENTS
21 (In Part): Subsequent Events
Short-Term Borrowing from Related Party
On March 13, 2008, XO LLC entered into a Note Purchase
Agreement (the “Note Purchase Agreement”) with Arnos, an
affiliate, the Company’s Chairman and majority stockholder
pursuant to which Arnos purchased a Note in the aggregate
principal amount of $75,000,000. The Note Purchase Agreement also provides for the issuance until April 15, 2008 of
up to an additional $70,000,000 of notes (collectively, the
“Notes”). We intend to offer such additional Notes to certain
large minority stockholders of the Company that are accredited investors. No assurance can be given that such minority
stockholders will purchase any of the Notes when offered to
them. We will use the $75,000,000 gross proceeds from the
Note purchased by Arnos, and the proceeds from any other
additional Notes purchased by parties, for working capital,
to meet our current and near-term capital needs and to provide liquidity. No assurance can be given that such minority
stockholders will purchase any of the Notes when offered
them.
We will use the $75,000,000 gross proceeds from the Note
purchased by Arnos, and the proceeds from any additional
Notes purchased by other parties, for working capital, to
meet our current and near-term capital needs and to provide liquidity. The proceeds from the Notes will not be used
to retire any of our debt outstanding under the Credit Facility or to redeem any shares of our 6% Class A Convertible
Preferred Stock.
The principal and unpaid interest on the Notes is due
April 15, 2009. Unless XO LLC elects to pay interest in cash,
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interest on the unpaid principal amount of the Notes will accrue at the rate of 11.5% per annum and will be paid in kind
on April 15, 2008 and thereafter quarterly in arrears on July
15, 2008, October 15, 2008, January 15, 2009 and April 15,
2009 by adding the amount of accrued interest to the principal amount outstanding under the Notes. If XO LLC elects to
pay interest in cash (which election must be approved by a
majority of the Company’s disinterested independent directors), interest on the unpaid principal amount of the Notes will
accrue at the rate of 9.5% per annum and be paid in cash
on April 15, 2008 and thereafter quarterly in arrears on July
15, 2008, October 15, 2008, January 15, 2009 and April 15,
2009.
The Notes rank pari passu in right of payment with the debt
outstanding under the Credit Facility.
The Note Purchase Agreement contains limited representations and warranties, limited affirmative covenants and no
negative covenants. The Note Purchase Agreement also contains limited events of default, including, without limitation,
(i) defaults in the payment of any principal on the Notes when
the same becomes due and payable, (ii) defaults in the payment of any interest on the Notes for more than ten business
days after the same becomes due and payable and (iii) any
default by a guarantor under the terms of its guaranty. If an
event of default occurs, the holders of the Notes may declare
the principal amount of the Notes and any accrued and unpaid interest to be immediately due and payable. In the case
of certain events of bankruptcy or insolvency relating to XO
LLC or certain affiliates of XO LLC, the principal amount of
the Notes and accrued interest automatically becomes due
and payable.
The obligations of XO LLC under the Notes are jointly and
severally guaranteed by us and certain of our subsidiaries,
pursuant to a Guaranty Agreement dated as of March 13,
2008. The Guaranty Agreement is filed as an exhibit to our
Current Report on Form 8-K filed on March 17, 2008.

therefore be reclassified to discontinued operations during
the first quarter of fiscal 2008.
The following table presents the items that will be reclassified into assets and liabilities of discontinued operations
during the first quarter of fiscal 2008:

Accounts receivable, net
Inventory
Property, plant and equipment, net
Total assets reclassified to current assets
of discontinued operations
Property, plant and equipment, net
Total assets reclassified to non-current
assets of discontinued operations
Accounts payable
Deferred income on shipments to distributors
Accrued liabilities
Total liabilities reclassified to current
liabilities of discontinued operations

2007
$12,604
23,146
864

2006
$10,718
24,811
—

$36,614
$
—

$35,529
$ 257

—
$ 2,894
307
1,183

257
$ 1,857
763
937

$ 4,384

$ 3,557

On November 26, 2007, the Board of Directors of the Company declared a cash dividend of $0.18 per outstanding share
of common stock. The dividend will be paid on December 26,
2007 to all shareholders of record at the close of business on
December 7, 2007.

1.159

STANDARD MOTOR PRODUCTS, INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
22. Subsequent Event

Discontinued Operations or Asset Disposals
1.158

ANALOG DEVICES, INC. (OCT)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands)
18. Subsequent Events
On November 8, 2007, the Company entered into a purchase
and sale agreement with certain subsidiaries of ON Semiconductor Corporation to sell the Company’s CPU voltage
regulation and PC thermal monitoring business for total consideration of approximately $185 million. The business to be
sold consists of core voltage regulator products for the central processing unit in computing and gaming applications
and temperature sensors and fan-speed controllers for managing the temperature of the central processing unit. The
parties will also enter into a one-year manufacturing supply
arrangement. The Company expects to close this transaction in the first quarter of fiscal 2008. This business met the
assets held for sale criteria on November 8, 2007, and will
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On March 12, 2008, we completed the sale of our Long Island
City, New York property pursuant to the terms of the Purchase
and Sale Agreement entered into in December 2007. The
purchase price for the property was $40.6 million, and we
used the proceeds to reduce debt under our revolving credit
facility.
In connection with the closing, on March 12, 2008, we entered into a lease agreement to lease space at the property.
The initial term of the lease is ten years and the lease contains
four 5-year renewal options. During the first twelve months
of the lease we will make initial annual rental payments of approximately $2.6 million. Thereafter, as we reduce our leased
space to approximately 1.5 floors, our annual rent payments
will decrease to approximately $1.1 million. The lease agreement provides that our rent payments will increase 3% per
year for the first twenty years of the lease; provided that in
years 11 and 16, the rent payment increase will be 10% and
5%, respectively.
In connection with the above transactions, we will record a
gain from the sale of the property of between $18–$22 million.
The remainder of the gain will be deferred and amortized to
reduce rental expense during each of the ten years of the
initial lease term by approximately $1 million per year.
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In addition, in connection with the sale, on March 12, 2008,
we defeased the mortgage loan relating to the property. The
amount defeased was approximately $7.9 million. We expect
to incur one-time charges of approximately $1.4 million related to defeasing the mortgage loan and the write-off of
associated deferred financing costs.

Capital Stock Issued or Purchased
1.160

127

ceived based on a calculation using the “cap” or high end of
the price range of the collar. The maximum number of shares
of Common Stock that can be received under the ASR is
6.2 million shares. The actual number of shares to be received by the Corporation from the financial institution will
be determined based on the weighted average market price
of the Common Stock during the four-month period after the
initial execution date. Based on the applicable accounting
literature, the total purchase price of $200.0 will be reflected
in the treasury stock component of Stockholders’ Equity in
the first quarter of 2008. For a discussion of the financing
arrangement entered into by the Corporation in connection
with the ASR.

SCHOLASTIC CORPORATION (MAY)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in millions)

Litigation

3 (In Part): Debt

1.161

2012 Credit Agreement
On June 1, 2007, Scholastic Corporation and Scholastic
Inc. elected to irrevocably terminate both the Credit Agreement and the Revolver and replaced these facilities with a
new $525 credit agreement with certain banks (“2012 Credit
Agreement”), consisting of a $325 revolving credit component and an amortizing $200 term loan component. This contractually committed unsecured credit agreement is scheduled to expire on June 1, 2012. The $325 revolving credit
component allows the Company to borrow, repay or prepay
and reborrow at any time prior to the stated maturity date, and
the proceeds may be used for general corporate purposes,
including financing for acquisitions and share repurchases.
The 2012 Credit Agreement also provides for an increase in
the aggregate revolving credit commitments of the lenders of
up to an additional $150. The $200 term loan was fully drawn
on June 28, 2007 in connection with the Accelerated Share
Repurchase described in Note 14, “Subsequent Event,” below. The term loan, which may be prepaid at any time without
penalty, requires quarterly principal payments of $10.7 beginning on December 31, 2007, with the final payment of $7.4
due on June 1, 2012. At the election of the borrower, the interest rate charged for each loan made under the 2012 Credit
Agreement is based on (1) a rate equal to the higher of (a) the
bank’s prime rate or (b) the prevailing Federal Funds rate plus
0.5% or (2) an adjusted LIBOR rate plus an applicable margin, ranging from 0.50% to 1.25%, based on the Company’s
prevailing consolidated debt to total capital ratio. The 2012
Credit Agreement also provides for the payment of a facility
fee in the range of 0.125% to 0.25% per annum on the revolving credit component only. The 2012 Credit Agreement
contains certain covenants, including interest coverage and
leverage ratio tests and certain limitations on the amount of
dividends and other distributions.

CHURCH & DWIGHT CO., INC. (DEC)

14. Subsequent Event

17. Subsequent Events

On June 1, 2007, Scholastic Corporation entered into an
agreement with a major financial institution to repurchase
$200.0 of its outstanding Common Stock under a “collared”
Accelerated Share Repurchase (the “ASR”) Agreement. Under the ASR the Company initially received 5.1 million shares
of Common Stock from the financial institution on June 28,
2007, representing the minimum number of shares to be re-

As part of its consolidation effort, the Company has assets
held for sale including Plant 5 in Madison, North Carolina.
On June 25, 2007, Plant 5 was sold for $2.1 million which
was equal to the net book value. On July, 26, 2007 the Company entered into a contract to sell its manufacturing facility
in Staunton, Virginia along with land and improvements for
$3.1 million. Management expects the sale to close in the

AICPA Accounting Trends & Techniques

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
19. Subsequent Event
On February 15, 2008, a Federal jury returned a unanimous
verdict in favor of the Company in the amount of $14.6 million
in the Company’s patent infringement lawsuit against Abbott
Laboratories, Inc. The Company filed suit against Abbott in
April 2005 claiming infringement of certain patents by Abbott
in the manufacture and sale of Abbott’s Fact Plus pregnancy
diagnostic test kits. The jury determined that the Company’s
patents were valid and willfully infringed by Abbott during the
period from April 1999 through September 2003. Abbott has
filed several post-trial motions seeking, among other things,
to set aside the verdict. These motions are pending, and the
Company will vigorously contest them. In June 2007, Abbott
filed suit against the Company claiming infringement of certain patents that are licensed to Abbott, also in relation to
pregnancy diagnostic test kits. The Company denied these
allegations and intends to continue its vigorous defense of
this action.

Restructuring/Bankruptcy
1.162

UNIFI, INC. (JUN)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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first quarter of fiscal year 2008. In conjunction with this expected sale, the Company entered into a leasing arrangement whereby the Company will pay a rental rate of $26,250
a month in addition to taxes, insurance and maintenance.
On August 2, 2007, the Company announced the closure
its Kinston, North Carolina facility. The Kinston facility produces POY for internal consumption and third party sales. In
the future, the Company will purchase its commodity POY
needs from external suppliers for conversion in its texturing
operations. The Company will continue to produce POY in
the Yadkinville, North Carolina facility for its specialty and premium value yarns and certain commodity yarns. The Company expects that it will take four to five months to transition
from producing POY at the Kinston location and completing
the supply chain logistics enabling a complete shut-down by
the end of calendar year 2007. During the first quarter of fiscal year 2008, the Company reorganized certain corporate
staff and manufacturing support functions to further reduce
costs. Approximately 310 employees including 110 salaried
positions and 200 wage positions will be affected as a result
of these reorganization plans including the termination of the
Company’s Vice President and Chief Information Officer. The
Company will accrue a severance expense of approximately
$4.9 million in the first half of fiscal year 2008, which includes
severance of $2.4 million in connection with the termination
of its former President and Chief Executive Officer.

Employee Benefits
1.163

GENERAL MOTORS CORPORATION (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 15 (In Part): Pensions and Other Postretirement
Benefits
Employee Benefit Plans (In Part)
Significant Plan Amendments, Benefit Modifications and
Related Events (In Part)
2007
In October 2007, we signed a Memorandum of Understanding—Post-Retirement Medical Care (Retiree MOU) with
the UAW, now superseded by the settlement agreement entered into February 21, 2008 currently pending for court approval (Settlement Agreement). The Settlement Agreement
provides that responsibility for providing retiree health care
will permanently shift from us to a new retiree plan funded by
a new independent VEBA (New VEBA).
When fully implemented, the Settlement Agreement will
cap our retiree healthcare obligations to UAW associated employees, retirees and dependents, as defined in the Settlement Agreement; will supersede and replace the 2005 UAW
Health Care Settlement Agreement; and will transfer responsibility for administering retiree healthcare benefits for these
individuals to the New VEBA trust. Before it can become effective, the Settlement Agreement is subject to class certification, court approval and the completion of discussions
between us and the SEC regarding accounting treatment for
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the transactions contemplated by the Settlement Agreement
on a basis reasonably satisfactory to us. In light of these contingencies, no recognition to the effects of the Settlement
Agreement has been made in these consolidated financial
statements. The Settlement Agreement provides that on the
later of January 1, 2010 or final court approval of the Settlement Agreement, we will transfer our obligations to provide
covered UAW employees with post-retirement medical benefits to a new retiree health care plan (the New Plan) to be
established and funded by the New VEBA.
In accordance with the Settlement Agreement, effective
January 1, 2008 for bookkeeping purposes only, we will divide the existing internal VEBA into two bookkeeping accounts. One account will consist of the percentage of the
existing internal VEBA’s assets as of January 1, 2008 that
is equal to the estimated percentage of our hourly OPEB liability covered by the existing internal VEBA attributable to
Non-UAW represented employees and retirees, their eligible spouses, surviving spouses and dependents (Non-UAW
Related Account) and will have a balance of approximately
$1.2 billion. The second account will consist of the remaining percentage of the assets in the existing internal VEBA as
of January 1, 2008 (UAW Related Account) and will have a
balance of approximately $14.5 billion. No amounts will be
withdrawn from the UAW Related Account, including its investment returns, from January 1, 2008 until transfer to the
New VEBA.
Pursuant to the Settlement Agreement we have issued $4.4
billion principal amount of our 6.75% Series U Convertible
Senior Debentures due December 31, 2012 (the Convertible
Note) to LBK, LLC, a Delaware limited liability company of
which we are the sole member (LBK). LBK will hold the Convertible Note until it is transferred to the New VEBA in accordance with the terms of the Settlement Agreement. Interest
on the Convertible Note is payable semiannually. In accordance with the Settlement Agreement LBK will transfer any
interest it receives on the Convertible Note to a temporary asset account we maintain. The funds in the temporary asset
account will be transferred to the New VEBA in accordance
with the terms of the Settlement Agreement.
In conjunction with the issuance of the Convertible Note,
LBK and we have entered into certain cash-settled derivative instruments maturing on June 30, 2011 that will have the
economic effect of reducing the conversion price of the Convertible Note from $40 to $36. These derivative instruments
will also entitle us to partially recover the additional economic
value provided if our Common Stock price appreciates to between $63.48 and $70.53 per share and to fully recover the
additional economic value provided if our Common Stock
price reaches $70.53 per share or above. Pursuant to the
Settlement Agreement, LBK will transfer its interests in the
derivatives to the New VEBA when the Convertible Note is
transferred from LBK to the New VEBA.
We also issued a $4 billion short term note to LBK (the Short
Term Note) pursuant to the Settlement Agreement. The Short
Term Note pays interest at a rate of 9% and matures on the
date that the face amount of the Short Term Note is paid
with interest to the New VEBA in accordance with the terms
of the Settlement Agreement. LBK will hold the Short Term
Note until it matures.
Because LBK is a wholly-owned consolidated subsidiary,
and LBK will hold the Convertible Note, the Short Term
Note and the derivatives until they are paid or transferred
to the New VEBA, these three securities will be effectively
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eliminated in our consolidated financial statements until they
are transferred to the New VEBA without restrictions.
On April 1, 2008, we will make an additional contribution
of $165 million to the temporary asset account. Beginning in
2009, we may be required to contribute an additional $165
million per year, limited to a maximum of an additional 19
payments, to either the temporary asset account or the New
VEBA (when established). Such contributions will be required
only if annual cash flow projections show that the New VEBA
will become insolvent on a rolling 25-year basis. At any time,
we will have the option to prepay all remaining contingent
$165 million payments.
Additionally, at the initial effective date of the Settlement
Agreement, we may transfer up to an additional $5.6 billion,
subject to adjustment, to the New VEBA or we may instead
opt to make annual payments of varying amounts between
$421 million and $3.3 billion through 2020.
Note 31. Subsequent Event
On February 12, 2008, we announced an agreement was
reached with the UAW regarding a Special Attrition Program
which is intended to further reduce the number of U.S. hourly
employees. The program that will be offered to our 74,000
UAW-represented employees consists of wage and benefit packages for normal and voluntary retirements, buyouts
or pre-retirement employees with 26 to 29 years of service.
Those employees that are retirement eligible will receive a
lump sum payment of $45,000 or $62,500 depending upon
classification, that will be funded from our U.S. Hourly Pension Plan in addition to their vested pension benefits. For
those employees not retirement eligible, other retirement and
buyout options will be offered. These options are similar to
the packages offered in our UAW Attrition Program. The cost
of the special termination benefits for those employees participating in the program including any effect of curtailments
related to our pension, OPEB and extended disability benefit plans is not known. Such effects will be recorded in
2008.

Stock Splits/Dividends
1.164

PARKER HANNIFIN CORPORATION (JUN)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
16. Stock Split
On August 16, 2007, the Company’s Board of Directors authorized a 3-shares-for-2 split of the Company’s common
shares, payable on October 1, 2007 to shareholders of record
as of September 17, 2007. The share numbers and per share
amounts disclosed in the Consolidated Financial Statements
and Notes to the Consolidated Financial Statements have not
been retroactively adjusted to give effect to the stock split.
Presented below are unaudited pro forma basic and diluted
earnings per amounts after giving effect for the stock split:
(Unaudited)
Pro forma basic earnings per share
Income from continuing operations
Discontinued operations
Basic earnings per share
Pro forma diluted earnings per share
Income from continuing operations
Discontinued operations
Diluted earnings per share

2007

2006

2005

$4.75

$3.57
.19
$3.76

$2.99
.40
$3.39

$3.52
.19
$3.71

$2.95
.40
$3.35

$4.75
$4.68
$4.68

The unaudited pro forma impact of the stock split on the
balance sheet at June 30, 2007 is an increase in Common
shares by $30 million with an offsetting reduction to Additional capital.

Casualty Loss
1.165

CATERPILLAR INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
27. Subsequent Event
Oxford, Mississippi Facility Damage
On February 5, 2008, our facility in Oxford, Mississippi that
manufactures hose couplings for most of our machinery was
physically damaged by a tornado. We are currently implementing our comprehensive business resumption plan for
Oxford as well as leveraging internal and external resources
from around the world to supply hose couplings to the affected Caterpillar manufacturing plants. To date, the disruption of operations in Oxford has not stopped production at
other Caterpillar facilities. However, for the next few months,
assembly operations covering a broad range of machinery
will be sporadically impacted as a result of the tornado damage. It is too early to estimate the impact on the company’s
consolidated results due to the tornado.
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RELATED PARTY TRANSACTIONS
1.166

SFAS No. 57, Related Party Disclosures, specifies
the nature of information which should be disclosed in financial statements about related party transactions. In 2007, 267
survey companies disclosed related party transactions. Examples of related party disclosures follow.

Sale of Receivables to Subsidiary
1.167

THE MANITOWOC COMPANY, INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
10. Accounts Receivable Securitization
The Company has entered into an accounts receivable securitization program whereby it sells certain of its domestic
trade accounts receivable to a wholly owned, bankruptcyremote special purpose subsidiary which, in turn, sells participating interests in its pool of receivables to a third-party
financial institution (Purchaser). The Purchaser receives an
ownership and security interest in the pool of receivables.
New receivables are purchased by the special purpose subsidiary and participation interests are resold to the Purchaser
as collections reduce previously sold participation interests.

Trade accounts receivable subject to securitization program
Trade accounts receivable balance sold
Retained interest

ATT-SEC 1.166

The company has retained collection and administrative responsibilities on the participation interests sold. The Purchaser has no recourse against the company for uncollectible receivables; however, the company’s retained interest
in the receivable pool is subordinate to the Purchaser and is
recorded at fair value. Due to a short average collection cycle of less than 60 days for such accounts receivable and
due to the company’s collection history, the fair value of the
company’s retained interest approximates book value. The
retained interest recorded at December 31, 2007 is $98.8
million and is included in accounts receivable in the accompanying Consolidated Balance Sheets.
The securitization program includes certain of the company’s domestic U.S. Foodservice and Crane segment’s
businesses and the program was amended in the third quarter of 2007 to increase the capacity of the program from $90
million to $105 million. Trade accounts receivables sold to
the Purchaser and being serviced by the company totaled
$100.0 million at December 31, 2007.
Sales of trade receivables from the special purpose subsidiary to the Purchaser totaled $41.0 million for the year
ended December 31, 2007. Cash collections of trade accounts receivable balances in the total receivable pool totaled $1.1 billion for the year ended December 31, 2007.
The accounts receivables securitization program is accounted for as a sale in accordance with FASB Statement
No. 140 “Accounting for Transfers and Servicing of Financial
Assets and Extinguishment of Liabilities—a Replacement of
FASB Statement No. 125.” Sales of trade receivables to the
Purchaser are reflected as a reduction of accounts receivable
in the accompanying Consolidated Balance Sheets and the
proceeds received are included in cash flows from operating
activities in the accompanying Consolidated Statements of
Cash Flows.
The table below provides additional information about
delinquencies and net credit losses for trade accounts receivable subject to the accounts receivable securitization
program.

Balance Outstanding
December 31, 2007
$198.8
100.0
$ 98.8

Balance Outstanding
60 Days or More Past Due
December 31, 2007
$4.4

Net Credit Losses
Year Ended
December 31, 2007
$—
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Transaction Between Reporting Entity
and Investee
1.168

JDS UNIPHASE CORPORATION (JUN)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note15. Related Party Transactions
BaySpec, Inc. (“BaySpec”)
As of June 30, 2007 and July 1, 2006, the Company owns
approximately 9.9% of BaySpec, a privately held OEM fiberoptics company. The investment is accounted for under
the equity method. During the fourth quarter of fiscal 2006,
the Company recorded a $1.3 million impairment to reduce
the carrying value to zero. BaySpec is both a customer and
a supplier of the Company.
Emcore Corporation (“Emcore”)
As of June 30, 2007 and July 1, 2006, the Company held
an investment in Emcore, a publicly traded semiconductor
company, valued at $0.2 million and $0.4 million, respectively.
Emcore is also a customer of the Company.
Fabrinet Co. (“Fabrinet”)
During fiscal 2007, Fabrinet, a privately held contract manufacturing company in which the Company has a long-term investment, was both a customer and supplier. The purchases
and sales of items between the Company and Fabrinet have
been evaluated for accounting under Emerging Issues Task
Force Abstract No. 01-09, “Accounting for Consideration
Given by a Vendor to a Customer or a Reseller of the Vendor’s Products” (“EITF 01-09”). Based on this evaluation the
Company determined that there is an identifiable benefit that
was sufficiently separable from the customer’s purchase of
the Company’s products and the fair value of that benefit was
reasonably estimable in relation to sales to other third parties. As of June 30, 2007 and July 1, 2006, the carrying value
of the Company’s investment in Fabrinet was $2.0 million.
The Singapore and Bintan, Indonesia legal entities were
sold in November 2004. As of July 1, 2006, there were no
outstanding balance from Fabrinet. A scheduled payment of
$1.1 million was received in January 2006. The Company
agreed to reimburse Fabrinet for the cost associated with
on-going production and wind-down of the facility. These
costs were charged to cost of sales as incurred. The costs
related to employee reductions and site closure were charged
to restructuring.
The Fuzhou, China legal entities and certain assets of the
Ewing and Mountain Lakes, New Jersey facilities were sold
to Fabrinet in May 2005. The Company received a note of
$10.7 million payable in quarterly installments over four years
from Fabrinet and a receivable of $19.0 million for the inventory at Ewing and Mountain Lakes, New Jersey payable in
quarterly installments over one year. At June 30, 2007, the
related balance receivable from Fabrinet was $3.9 million for
the note and zero for the inventory. The Company agreed
to pay Fabrinet $17.0 million to settle specific employee related matters in Fuzhou, China, the cost of employee severance for the Ewing and Mountain Lakes, New Jersey facilities,
costs associated with on-going production and wind-down
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of the Ewing, New Jersey facility, and site remediation costs
in Mountain Lakes, New Jersey. The $17.0 million was allocated as follows: $9.4 million to on-going cost of production, $7.4 million to restructuring expense and $0.2 million to
lease remediation costs at Mountain Lakes, New Jersey. As of
July 1, 2006, the Company had paid this obligation in full.
During the second quarter of fiscal 2006, the Company announced the transition of products manufactured at its Ottawa, Canada site to other Company facilities and to the facilities of its contract manufacturing partners. During the third
quarter of fiscal 2006, the Company entered into an agreement with Fabrinet to sell certain inventories to Fabrinet and
to transfer the Ottawa manufacturing operations to the Company’s facilities in Shenzhen, China and St. Etienne, France
and to Fabrinet’s facilities in Thailand. The Company agreed
to reimburse Fabrinet for the cost associated with on-going
production and the wind-down and transfer of production.
During the second quarter of fiscal year 2007, the transitions
were completed and, as of June 30, 2007, Fabrinet paid off
the outstanding balances related to certain production and
material transactions. The Company has no obligations to
Fabrinet related to severance obligations and arrangement
fees. Fabrinet production costs were charged to cost of sales
and costs related to the transfer and wind down of production were charged to restructuring. The actual restructuring
and non-recurring charges totaled approximately $19.5 million through completion, which includes $4.4 million for severance and retention.
As of June 30, 2007, Fabrinet also owed the Company
approximately $5.0 million representing trade accounts receivable relating to product sales.
KLA-Tencor Corporation (“KLA-Tencor”)
As of June 30, 2007, the Chief Executive Officer of JDSU is
also a member of board of directors of KLA-Tencor, a publicly held company which provides process control and yield
management solutions for the semiconductor manufacturing. KLA-Tencor is a customer of the Company.
Micralyne, Inc. (“Micralyne”)
Micralyne Inc., a privately held manufacturer of microfabricated and MEMS (Micro-Electro-Mechanical-Systems)
based products in which the Company has a long-term investment, is a supplier of the Company. As of June 30, 2007
and July 1, 2006, the carrying value of the Company’s investment in Micralyne was $0.5 million. During the first quarter of
fiscal 2007, the Company signed two loan agreements with
Micralyne to provide an equipment loan of up to $1.4 million
and a working capital line up to $1.6 million. As of June 30,
2007, the balances of these loans are $0.3 million and $1.2
million, respectively. During the third and fourth quarters of
fiscal 2007, the Company provided approximately a total of
$0.7 million Non-Recurring Engineering payments to Micralyne for manufacturing services.
Santur Corporation (“Santur”)
As of June 30, 2007 and July 1, 2006, the Company held an
investment in Santur, a privately held manufacturer of optical
components, of which the fair value was written down to zero
in the third quarter of fiscal 2006. Santur is both a customer
and supplier of the Company.
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Sifam Fibre Optics Limited (“Sifam”)
As of June 30, 2007, Sifam Fibre Optics, a privately held
company in which the Company previously had a long-term
investment, was a supplier of the Company. On May 4, 2007,
the Company sold its 19.9% equity investment in Sifam
Fibre Optics Limited for $1.9 million and recognized a gain
of $0.7 million. As of June 30, 2007, the Company has no
remaining investment in Sifam.
Transactions and balances with the Company’s related
parties were as follows (in millions):
2007
Sales:
BaySpec
Emcore
Fabrinet*
KLA-Tencor
Micralyne
Santur
Sifam
Purchases:
BaySpec
Emcore
Fabrinet
KLA-Tencor
Micralyne
Santur
Sifam

2006

2005

$ 0.1
0.1
18.4
7.0
—
—
—
$ 26.6

$

—
0.2
15.7
8.1
—
—
0.1
$ 24.1

$ 0.1
—
22.9
8.0
—
0.1
—
$30.1

$ 2.7
—
138.7
—
1.4
3.0
2.3
$148.1

$ 5.5
—
111.2
—
3.7
0.5
2.9
$123.8

$ 3.1
—
73.0
—
1.3
0.3
3.2
$80.9

Accounts Receivable:
BaySpec
Emcore
Fabrinet*
KLA-Tencor
Micralyne
Santur
Sifam
Accounts Payable:
BaySpec
Emcore
Fabrinet
KLA-Tencor
Micralyne
Santur
Sifam

2007

2006

$ —
0.7
8.9
0.8
—
—
—
$10.4

$ —
0.8
36.3
1.7
0.1
—
—
$38.9

$ —
—
9.3
—
—
—
0.1
$ 9.4

$ 1.0
—
20.5
—
—
0.1
0.1
$21.7

* Sales are related to sale of inventory.

Transaction Between Reporting Entity
and Major Stockholder
1.169

UTSTARCOM, INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 19 (In Part): Related Party Transactions
Softbank and Affiliates
The Company recognizes revenue with respect to sales
of telecommunications equipment to affiliates of Softbank,
a significant stockholder of the Company. Softbank offers
ADSL coverage throughout Japan, which is marketed under
the name “YAHOO! BB.” The Company supports Softbank’s
fiber-to-the-home service through sales of its carrier class
GEPON product as well as its NetRingTM product. In addition, the Company supports Softbank’s new internet protocol
television (“IPTV”), through sales of its RollingStreamTM product. During 2007, 2006 and 2005, the Company recognized
revenue of $67.8 million, $130.8 million and $475.3 million,
respectively, for sales of telecommunications equipment and
services to affiliates of Softbank. Included in revenue for the
year ended December 31, 2006 was a fee of $31.2 million
charged for the cancellation of orders for broadband prod-
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ucts and $10.0 million charged for the cancellation of orders
for multimedia communications products.
Included in accounts receivable at December 31, 2007 and
2006 were $26.2 million and $29.9 million, respectively, related to these transactions. The Company had immaterial
amounts of accounts payable from Softbank and its affiliates
at December 31, 2007 and 2006.
Sales to Softbank include a three year service period and
a penalty clause if product failure rates exceed a certain level
over a seven year period. As of December 31, 2007, the
Company’s customer advance balance related to Softbank
agreements was $0.3 million compared to no balance as of
December 31, 2006. The current deferred revenue balance
related to Softbank was $5.6 million and $11.6 million as of
December 31, 2007 and December 31, 2006, respectively.
As of December 31, 2007, the Company’s noncurrent deferred revenue balance related to Softbank was $10.1 million
compared to $11.5 million as of December 31, 2006.
During August 2004, the Company entered into several
agreements with Japan Telecom Co., Ltd (“JT”), a wholly
owned subsidiary of Softbank. These agreements relate to
the sale of i AN-8000 equipment with specified value and
delivery dates, as well as an oral agreement which subsequently converted into specific service contracts to manage
a sales promotional program for JT. The Company has determined that the service activities revenue should be recorded
net of expected promotional spending.
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On July 17, 2003, the Company entered into a Mezzanine
Loan Agreement with BB Modem Rental PLC (“BB Modem”),
an affiliate of Softbank. Under the terms of the agreement,
the Company loaned BB Modem $10.1 million at an effective
interest rate of 12.01% per annum, for the purpose of investing in a portfolio of ADSL modems and associated modem
rental agreements, from Softbank. Softbank will continue to
service such modems and modem rental agreements. The
Company’s loan was subordinated to certain senior lenders
of BB Modem, and repayments were paid to the Company
over a 42-month period through January 31, 2007, with a substantial portion of the principal amount of the loan schedule
repaid during the last 16 months of this period.
During the year ended December 31, 2007, 2006 and 2005,
the Company recorded an immaterial amount, $0.6 million
and $1.3 million, respectively, in interest income with respect
to this loan. The loan receivable was fully settled during the
first quarter of 2007 compared to a balance of approximately
$1.0 million as of December 31, 2006 which was included in
prepaid and other current assets.
As of December 31, 2007, Softbank beneficially owned
approximately 12% of the Company’s outstanding stock.

Transaction Between Reporting Entity
and Officer/Director

Chief Executive Officer, to provide strategic advice for the development of the MySpace business in China. The fees paid
to Mrs. Murdoch pursuant to this arrangement are $100,000
per annum and Mrs. Murdoch received $83,333 in the fiscal year ended June 30, 2007. Mrs. Murdoch is a Director
of MySpace China Holdings Limited (“MySpace China”), a
joint venture in which the Company owns a 51.5% interest on a fully diluted basis, which licenses the technology
and brand to the local company in China that operates the
MySpace China website. As a Director of MySpace China,
Mrs. Murdoch will receive options over 2.5% of the fully diluted shares of MySpace China that will vest over four years
under the MySpace China option plan. There were no fees
paid to Mrs. Murdoch in fiscal 2006 or fiscal 2005.
SMS TV, which is controlled by Ms. Elisabeth Murdoch, the
daughter of Mr. K.R. Murdoch, was a party to a production
agreement with the Company, for programming that is distributed on the Company’s owned-and-operated television
stations. Under a revenue sharing arrangement provided under the terms of the production agreement, SMS TV received
approximately $300,000 in the fiscal year 2007. The production agreement was terminated by the Company during fiscal
2007, and the parties are negotiating a termination fee to be
paid by the Company to SMS TV.

1.170

Transaction Between Reporting Entity
and Variable Interest Entity

NEWS CORPORATION (JUN)

1.171

NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS

CORNING INCORPORATED (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 14 (In Part): Related Parties
Director Transactions
Mr. Shuman served as a non-executive Director of the Company through October 2005 and was named Director Emeritus effective October 2005. He is also the Managing Director
of Allen & Company LLC, a U.S. based investment bank. In
fiscal 2006, total fees paid to Allen & Company LLC were $6.1
million. There were no fees paid to Allen & Company LLC in
fiscal 2007 or fiscal 2005.
Mr. Aznar, a Director of the Company, holds a 50% interest
in Famaztella S.L. (“Famaztella”), a private consulting firm,
which provided advisory services to the Company related
to its global corporate strategy. Since September 1, 2004,
Famaztella received €10,000 per month for its services. The
consultancy agreement between Famaztella and the Company was terminated on June 20, 2006, immediately preceding Mr. Aznar’s appointment to the Board.
Freud International LLP, which is controlled by Matthew
Freud, Mr. K.R. Murdoch’s son-in-law, has provided external
support to the press and publicity activities of the Company
during fiscal year 2007 and 2006 amounting to approximately
$500,000 in each year. At June 30, 2007, there were no outstanding amounts due to or from Freud International LLP.
Freud International LLP did not provide any services to the
Company prior to fiscal 2006.
The Company has engaged Mrs. Wendi Murdoch, the wife
of Mr. K. Rupert Murdoch, the Company’s Chairman and

AICPA Accounting Trends & Techniques

1 (In Part): Summary of Significant Accounting Policies
Basis of Presentation and Principles of
Consolidation (In Part)
Our consolidated financial statements were prepared in conformity with GAAP and include the assets, liabilities, revenues
and expenses of all majority-owned subsidiaries over which
Corning exercises control and, when applicable, entities for
which Corning has a controlling financial interest.
For variable interest entities, we assess the terms of our
interest in the entity to determine if we are the primary beneficiary as prescribed by FASB Interpretation 46R, “Consolidation of Variable Interest Entities, an Interpretation of Accounting Research Bulletin No. 51” (FIN 46R). The primary
beneficiary of a variable interest entity is the party that absorbs a majority of the entity’s expected losses, receives a
majority of its expected residual returns, or both, as a result
of holding variable interests. Variable interests are the ownership, contractual, or other pecuniary interests in an entity
that change with changes in the fair value of the entity’s net
assets excluding variable interests. We consolidate one variable interest entity in which we are the primary beneficiary.
The equity method of accounting is used for investments
in affiliated companies which are not controlled by Corning
and in which our interest is generally between 20% and 50%
and we have significant influence over the entity. Our share
of earnings or losses of affiliated companies, in which at least
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20% of the voting securities is owned and we have significant influence but not control over the entity, is included in
consolidated operating results.
Variable Interest Entities
For variable interest entities, we assess the terms of our interest in each entity to determine if we are the primary beneficiary as prescribed by FIN 46R. The primary beneficiary of
a variable interest entity is the party that absorbs a majority of the entity’s expected losses, receives a majority of its
expected residual returns, or both, as a result of holding variable interests, which are the ownership, contractual, or other
pecuniary interests in an entity that change with changes
in the fair value of the entity’s net assets excluding variable
interests.
Corning leases certain transportation equipment from a
Trust that qualifies as a variable interest entity under FIN 46R.
The sole purpose of this entity is leasing transportation equipment to Corning. Since Corning is the primary beneficiary of
this entity, the financial statements of the entity are included
in Corning’s consolidated financial statements. The entity’s
assets are primarily comprised of fixed assets which are collateral for the entity’s borrowings. These assets, amounting to
approximately $28 million and $29 million as of December 31,
2007 and 2006, respectively, are classified as long-term assets in the consolidated balance sheet.
Corning leases certain transportation equipment from two
additional Trusts that qualify as variable interest entities under
FIN 46R. Corning is not the primary beneficiary of these entities. The sole purpose of the entities is leasing transportation
equipment to Corning. Corning has been involved with these
entities as lessee since the inception of the Trusts. Lease
revenue generated by these Trusts was $2 million for each
of the years ended December 31, 2007, 2006 and 2005, respectively. Corning’s maximum exposure to loss as a result of
its involvement with the Trusts is estimated at approximately
$14 million and $16 million at December 31, 2007 and 2006,
respectively.

1.172

KB HOME (NOV)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Basis of Presentation (In Part)
The consolidated financial statements include the accounts
of the Company and all significant subsidiaries and joint ventures in which a controlling interest is held, as well as certain
VIEs required to be consolidated pursuant to FASB Interpretation No. 46(R). All intercompany transactions have been
eliminated. Investments in unconsolidated joint ventures in
which the Company has less than a controlling interest are
accounted for using the equity method.

ATT-SEC 1.172

Note 7. Consolidation of Variable Interest Entities
In December 2003, FASB Interpretation No. 46(R) was issued
by the FASB to clarify the application of Accounting Research
Bulletin No. 51, “Consolidated Financial Statements” to certain entities, VIEs, in which equity investors do not have the
characteristics of a controlling interest or do not have sufficient equity at risk for the entity to finance its activities without additional subordinated financial support. Under FASB
Interpretation No. 46(R), an enterprise that absorbs a majority of the VIE’s expected losses, receives a majority of the
VIE’s expected residual returns, or both, is considered to be
the primary beneficiary of the VIE and must consolidate the
entity in its financial statements.
The Company enters into joint ventures from time to time
for the purpose of conducting land acquisition, development
and other homebuilding activities. Its investments in these
joint ventures may create a variable interest in a VIE, depending on the contractual terms of the arrangement. The Company analyzes its joint ventures in accordance with FASB
Interpretation No. 46(R) when they are entered into or upon a
reconsideration event. All of the Company’s joint ventures at
November 30, 2007 and 2006 were determined to be unconsolidated joint ventures because either they were not VIEs,
or, if they were VIEs, the Company was not the primary beneficiary of the VIEs.
In the ordinary course of its business, the Company enters
into land option contracts in order to procure land for the
construction of homes. Under such land option contracts,
the Company will fund a specified option deposit or earnest
money deposit in consideration for the right to purchase land
in the future, usually at a predetermined price. Under the requirements of FASB Interpretation No. 46(R), certain of the
Company’s land option contracts may create a variable interest for the Company, with the land seller being identified
as a VIE.
In compliance with FASB Interpretation No. 46(R), the
Company analyzes its land option contracts and other contractual arrangements when they are entered into or upon a
reconsideration event, and has consolidated the fair value of
certain VIEs from which the Company is purchasing land under option contracts. Although the Company does not have
legal title to the optioned land, FASB Interpretation No. 46(R)
requires the Company to consolidate the VIE if it is determined to be the primary beneficiary. The consolidation of
these VIEs where the Company was determined to be the
primary beneficiary increased inventories, with a corresponding increase to accrued expenses and other liabilities, on
the Company’s consolidated balance sheets by $19.0 million
at November 30, 2007 and $215.4 million at November 30,
2006. The liabilities related to the Company’s consolidation
of VIEs from which it is purchasing land under option contracts represent the difference between the purchase price
of optioned land not yet purchased and the Company’s cash
deposits. The Company’s cash deposits related to these land
option contracts totaled $4.7 million at November 30, 2007
and $41.9 million at November 30, 2006. Creditors, if any,
of these VIEs have no recourse against the Company. As of
November 30, 2007, excluding consolidated VIEs, the Company had cash deposits totaling $54.6 million that were associated with land option contracts having an aggregate purchase price of $979.1 million.
The Company’s exposure to loss related to its option
contracts with third parties and unconsolidated entities
consisted of its non-refundable option deposits totaling
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$59.3 million at November 30, 2007 and $132.7 million at
November 30, 2006. In addition, the Company posted letters
of credit of $103.7 million at November 30, 2007 and $197.6
million at November 30, 2006 in lieu of cash deposits under
certain option contracts.
The Company also evaluates land option contracts in accordance with SFAS No. 49 and increased inventories, with
a corresponding increase to accrued expenses and other liabilities, on its consolidated balance sheets by $221.1 million
at November 30, 2007 and $434.2 million at November 30,
2006, as a result of its evaluations.

Consolidated Tax Return
1.173

SEALED AIR CORPORATION (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 2 (In Part): Summary of Significant Accounting Policies
Income Taxes (In Part)
The Company and its domestic subsidiaries file a consolidated U.S. federal income tax return. The Company’s nonU.S. subsidiaries file income tax returns in their respective local jurisdictions. The Company provides for income taxes on
those portions of its foreign subsidiaries’ accumulated earnings that it believes are not reinvested indefinitely in their businesses. It is not practicable to estimate the amount of tax that
might be payable on the portion of those accumulated earnings that the Company believes are reinvested indefinitely.
The Company accounts for income taxes under the asset
and liability method required by SFAS No.109, “Accounting
for Income Taxes,” to provide income taxes on all transactions recorded in the consolidated financial statements. The
Company recognizes deferred tax assets and liabilities for the
future tax consequences attributable to differences between
the financial statement carrying amounts of existing assets
and liabilities and their respective tax bases and tax benefit
carry forwards. The Company determines deferred tax assets and liabilities at the end of each period using enacted
tax rates.
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Tax Sharing Agreement
1.174

HANESBRANDS INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
2 (In Part): Summary of Significant Accounting Policies
Income Taxes
For the periods prior to the spin off on September 5, 2006, income taxes were prepared on a separate return basis as if the
Company had been a group of separate legal entities. As a result, actual tax transactions that would not have occurred had
the Company been a separate entity have been eliminated
in the preparation of Consolidated Financial Statements for
such periods. Until the Company entered into a tax sharing
agreement with Sara Lee in connection with the spin off, there
was no formal tax sharing agreement between the Company
and Sara Lee. The tax sharing agreement allocates responsibilities between the Company and Sara Lee for taxes and
certain other tax matters. Under the tax sharing agreement,
Sara Lee generally is liable for all U.S. federal, state, local
and foreign income taxes attributable to the Company with
respect to taxable periods ending on or before September 5,
2006. Sara Lee also is liable for income taxes attributable to
the Company with respect to taxable periods beginning before September 5, 2006 and ending after September 5, 2006,
but only to the extent those taxes are allocable to the portion of the taxable period ending on September 5, 2006. The
Company is generally liable for all other taxes attributable to
it. Changes in the amounts payable or receivable by the Company under the stipulations of this agreement may impact the
Company’s financial position and cash flows in any period.
17 (In Part): Income Taxes
Within 180 days after Sara Lee files its final consolidated
tax return for the period that includes September 5, 2006,
Sara Lee is required to deliver to the Company a computation of the amount of deferred taxes attributable to the Company’s United States and Canadian operations that would
be included on the Company’s balance sheet as of September 6, 2006. If substituting the amount of deferred taxes as
finally determined for the amount of estimated deferred taxes
that were included on that balance sheet at the time of the
spin off causes a decrease in the net book value reflected
on that balance sheet, then Sara Lee will be required to pay
the Company the amount of such decrease. If such substitution causes an increase in the net book value reflected on
that balance sheet, then the Company will be required to
pay Sara Lee the amount of such increase. For purposes
of this computation, the Company’s deferred taxes are the
amount of deferred tax benefits (including deferred tax consequences attributable to deductible temporary differences
and carryforwards) that would be recognized as assets on
the Company’s balance sheet computed in accordance with
GAAP, but without regard to valuation allowances, less the
amount of deferred tax liabilities (including deferred tax consequences attributable to deductible temporary differences)
that would be recognized as liabilities on the Company’s balance sheet computed in accordance with GAAP, but without
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regard to valuation allowances. Neither the Company nor
Sara Lee will be required to make any other payments to
the other with respect to deferred taxes.

will not take any actions that would result in any tax being
imposed on the spin off.

19 (In Part): Relationship with Sara Lee and Related Entities
Effective upon the completion of the spin off on September 5,
2006, Sara Lee ceased to be a related party to the Company.
The Company paid a dividend to Sara Lee of $1,950,000 and
repaid a loan in the amount of $450,000 which is reflected
in the Consolidated Statement of Stockholders’ Equity. An
additional payment of approximately $26,306 was paid to
Sara Lee during the six months ended December 30, 2006 in
order to satisfy all outstanding payables from the Company
to Sara Lee and Sara Lee subsidiaries.
Prior to the spin off on September 5, 2006, the Company
participated in a number of Sara Lee administered programs
such as cash funding systems, insurance programs, employee benefit programs and workers’ compensation programs. In connection with the spin off from Sara Lee, the
Company assumed $299,000 in unfunded employee benefit liabilities for pension, postretirement and other retirement
benefit qualified and nonqualified plans, and $37,554 of liabilities in connection with property insurance, workers’ compensation, and other programs.
Included in the historical information are costs of certain
services such as business insurance, medical insurance, and
employee benefit plans and allocations for certain centralized
administration costs for treasury, real estate, accounting, auditing, tax, risk management, human resources and benefits
administration. Centralized administration costs were allocated to the Company based upon a proportional cost allocation method. These allocated costs are included in the
“Selling, general and administrative expenses” line of the
Consolidated Statement of Income. For the year ended
December 29, 2007 and six months ended December 30,
2006, the total amount allocated for centralized administration costs by Sara Lee was $0.
In connection with the spin off, the Company entered into
the following agreements with Sara Lee:
Tax Sharing Agreement
This agreement governs the allocation of U.S. federal, state,
local, and foreign tax liability between the Company and Sara
Lee, provides for restrictions and indemnities in connection
with the tax treatment of the distribution, and addresses other
tax-related matters. This agreement also provides that the
Company is liable for taxes incurred by Sara Lee that arise
as a result of the Company taking or failing to take certain
actions that result in the distribution failing to meet the requirements of a tax-free distribution under Sections 355 and
368(a)(1)(D) of the Internal Revenue Code. The Company
therefore has generally agreed that, among other things, it
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INFLATION ACCOUNTING
1.175 SFAS No. 89, Financial Reporting and Changing
Prices, states that companies previously required to disclose
current cost information are no longer required to disclose
such information.
1.176 Many of the survey companies include comments
about inflation in Management’s Discussion and Analysis of
Financial Condition and Results of Operations. An example
follows.

1.177

TOLL BROTHERS, INC. (OCT)
INFLATION
The long-term impact of inflation on us is manifested in increased costs for land, land development, construction and
overhead, as well as in increased sales prices. We generally
contract for land significantly before development and sales
efforts begin. Accordingly, to the extent land acquisition costs
are fixed, increases or decreases in the sales prices of homes
may affect our profits. Because the sales price of each of our
homes is fixed at the time a buyer enters into a contract to
acquire a home, and because we generally contract to sell
our detached homes before we begin construction, any inflation of costs in excess of those anticipated may result in
lower gross margins. We generally attempt to minimize that
effect by entering into fixed-price contracts with our subcontractors and material suppliers for specified periods of time,
which generally do not exceed one year.
In general, housing demand is adversely affected by increases in interest rates and housing costs. Interest rates,
the length of time that land remains in inventory and the proportion of inventory that is financed affect our interest costs.
If we are unable to raise sales prices enough to compensate
for higher costs, or if mortgage interest rates increase significantly, affecting our prospective buyers’ ability to adequately
finance home purchases, our revenues, gross margins and
net income would be adversely affected. Increases in sales
prices, whether the result of inflation or demand, may affect
the ability of prospective buyers to afford new homes.
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BALANCE SHEET TITLE
2.06
2.01

Table 2-1 summarizes the titles used to describe the
statement of assets, liabilities and stockholders’ equity.

TABLE 2-2: BALANCE SHEET FORMAT

2.02

Report form..................................
Account form................................
Financial position form.................

2007
523
74
—

2006
524
76
—

2005
506
94
—

2004
504
96
—

Total Companies........................

600

600

600

600

TABLE 2-1: BALANCE SHEET TITLE
Balance Sheet .............................
Statement of Financial Position...
Statement of Financial
Condition ..................................
Total Companies........................

2007
577
23

2006
578
21

2005
576
23

2004
574
24

—

1

1

2

600

600

600

600

Reclassifications
2.07

AETNA INC. (DEC)

BALANCE SHEET FORMAT
2.03 Table 2-2 summarizes the different balance sheet formats used by the survey companies. Balance sheet formats
include the account form, the report form, and the financial
position form. The account form shows total assets on the
left-hand side equal to the sum of liabilities and stockholders’ equity on the right-hand side. The report form shows a
downward sequence of either total assets minus total liabilities equal to stockholders’ equity or total assets equal to total liabilities plus stockholders’ equity. The financial position
form, a variation of the report form, shows noncurrent assets
added to and noncurrent liabilities deducted from working
capital to arrive at a balance equal to stockholders’ equity.

2.04 Statement of Financial Accounting Standards (SFAS)
No. 94, Consolidation of All Majority-Owned Subsidiaries, requires that companies consolidate subsidiaries having nonhomogeneous operations. This requirement resulted in certain survey companies presenting an unclassified balance
sheet (19 companies in 2007) or a balance sheet classified
as to industrial operations but showing assets and liabilities
of nonhomogeneous operations as segregated amounts (five
companies in 2007).
2.05 Occasionally, the survey companies disclose reclassifications of balance sheet amounts. Examples of a reclassification follow.

AICPA Accounting Trends & Techniques

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
2 (In Part): Summary of Significant Accounting Policies
Reclassifications
Certain reclassifications have been made to the 2006 financial information to conform with the 2007 presentation. These
reclassifications include a reclassification of $13.7 billion of
certain debt securities to long-term investments that were
previously reported in current investments at December 31,
2006. The reclassifications resulted from a change in the
accounting method by which debt securities are classified
on our balance sheets, which previously did not consider
contractual maturities and classified most available for sale
debt securities as current assets. At December 31, 2007,
we changed our accounting method by which debt securities are classified as current or long-term investments based
on their contractual maturities, unless we intend to sell an
investment within the next twelve months, in which case it
is classified as current. We believe this method is a preferable accounting method as it better reflects when cash will
be realized and is more consistent with how we manage the
investment portfolio given the duration of the liabilities that
the investments support. At December 31, 2007, $13.7 billion of debt securities were reclassified to long-term, substantially all of which were reclassified due to this change in
accounting method. Also in connection with this reclassification, current deferred tax assets of $48.8 million and $112.5
million at December 31, 2007 and 2006, respectively, have
been reclassified to long-term. With this change in accounting method, there have been no changes in our investment
management policies or practices, including the methodology used to value investments, recognize investment income
or our process for assessing the impairment of investment
securities.
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2.08

COOPER TIRE & RUBBER COMPANY (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollar amounts in thousands)
Note 1 (In Part): Significant Accounting Policies
Reclassification (In Part)
On December 23, 2004, the Company sold its automotive business, Cooper-Standard Automotive (“CooperStandard”), to an entity formed by The Cypress Group and
Goldman Sachs Capital Partners. The operations of the Company’s Oliver Rubber Company subsidiary (formerly part of
the North American Tire Operations segment), were sold on
October 5, 2007. These operations are considered to be discontinued operations as defined under Statement of Financial Accounting Standard (“SFAS”) No. 144, “Accounting for
the Impairment or Disposal of Long-Lived Assets,” and require specific accounting and reporting.
The Company’s consolidated financial statements reflect
the accounting and disclosure requirements of SFAS No.
144, which mandate the segregation of operating results for
the current year and comparable prior year periods and the
balance sheets related to the discontinued operations from
those related to ongoing operations. Accordingly, the consolidated statements of operations for the years ended December 31, 2005, 2006 and 2007 reflect this segregation as
income from continuing operations and income from discontinued operations and the consolidated balance sheets at
December 31, 2006 and 2007 display the current and longterm liabilities related to the sale of the automotive operations
and Oliver Rubber Company.
Certain amounts for prior years have been reclassified to
conform to 2007 presentations. Included in the Payable to
noncontrolling owner at December 31, 2006, as originally reported, was a $32,000 bank loan which has now been paid
through the issuance of short-term notes. The December 31,
2006 Notes payable amount has been increased by $32,000
and Payable to noncontrolling owner has been reduced to reflect this bank loan. At December 31, 2006, the Cooper Kenda
joint venture included $4,200 of land use rights as Land and
land improvements in the Property, plant and equipment section of the balance sheet. These land use rights have been reclassified to Other assets from Land and land improvements.
At December 31, 2006, the Company included $18,000 of
bank guarantees in China as Notes payable. The Company
has determined these bank guarantees relate to trade accounts payable and has increased Accounts payable at December 31, 2006 by $18,000, with a corresponding decrease
in Notes payable.

CASH AND CASH EQUIVALENTS
2.09

Cash is commonly considered to consist of currency
and demand deposits. SFAS No. 95, Statement of Cash
Flows, defines cash equivalents as “short-term, highly liquid investments” that will mature within three months or less
after being acquired by the holder. 488 survey companies
stated explicitly that the carrying amount of cash and cash
equivalents approximated fair value.

2.10 Table 2-3 lists the balance sheet captions used by the
survey companies to describe cash and cash equivalents.
As indicated in Table 2-3, the most frequently used caption
is cash and cash equivalents. Examples of cash and cash
equivalents presentations and disclosures follow.
2.11
TABLE 2-3: CASH AND CASH EQUIVALENTS—
BALANCE SHEET CAPTIONS
Cash.............................................
Cash and cash equivalents.........
Cash and equivalents..................
Cash includes certificates of
deposit or time deposits...........
Cash combined with marketable
securities ..................................
No amount for cash.....................
Total Companies........................

2007
20
538
31

2006
19
536
33

2005
22
528
34

2004
29
515
37

2

1

2

2

9
—

11
—

13
1

14
3

600

600

600

600

2.12

ASHLAND INC. (SEP)
(In millions)
Current assets
Cash and cash equivalents
Available-for-sale securities
Accounts receivable (less allowances for
doubtful accounts of $53 million in 2007
and $40 million in 2006)
Inventories
Deferred income taxes
Other current assets
Total current assets

2007

2006

$ 897
155

$1,820
349

1,467
610
69
78
$3,276

1,401
532
93
55
$4,250

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note A (In Part): Significant Accounting Policies
Cash and Cash Equivalents
Cash equivalents include highly liquid investments maturing
within three months after purchase.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note E (In Part): Securities and Financial Instruments
Fair Values (In Part)
The carrying amounts and fair values of Ashland’s significant
financial instruments at September 30, 2007 and 2006 are
shown below. The fair values of cash and cash equivalents,
available-for-sale securities and investments of captive insurance companies approximate their carrying amounts based
on quoted market prices. The fair values of long-term debt
are based on quoted market prices or, if market prices are
not available, the present values of the underlying cash flows
discounted at Ashland’s incremental borrowing rates.

(In millions)
Assets
Cash and cash equivalents
Available-for-sale
securities
Investments of captive
insurance companies(a)
Liabilities
Long-term debt (including
current portion)
(a)

2007
Carrying
Fair
Amount
Value

2006
Carrying
Fair
Amount
Value

1 (In Part): Summary of Significant Accounting Policies
Cash and Short-Term Investments
All highly-liquid investments with original maturities of three
months or less are considered to be short-term investments.
Short-term investments consist primarily of short-term U.S.
Treasury money market funds and a portfolio of highly rated
bank deposits and are stated at cost, which approximates
fair market value.
(In millions)
Cash
Short-term investments
Total cash and short-term investments

2007
$ 119
2,352
$2,471

2006
$ 119
2,628
$2,747

$897

$897

$1,820

$1,820

155

155

349

349

20

20

32

32

Total Cash and Short-Term Investments for 2007 and 2006
included restricted short-term investment balances of $49
million and $58 million, respectively. Restricted balances are
pledged as collateral for a portion of casualty insurance program liabilities.

69

76

82

90

8 (In Part): Fair Value of Financial Instruments

Included in other noncurrent assets in the Consolidated Balance
Sheets.

In September 2006, the FASB issued Statement No. 157
(FAS 157), “Fair Value Measurements,” which defines fair
value, establishes a framework for measuring fair value in
generally accepted accounting principles and expands disclosures about fair value measurements. This Statement applies under other accounting pronouncements that require or
permit fair value measurements because the FASB has previously concluded in those accounting pronouncements that
fair value is the relevant measurement attribute. FAS 157 becomes effective for Ashland on October 1, 2008. Ashland is
currently in the process of determining the effect the adoption
of FAS 157 will have on the consolidated financial statements.

2.13

J. C. PENNEY COMPANY, INC. (JAN)
(In millions)
Current assets
Cash and short-term investments
Receivables
Merchandise inventory (net of LIFO
reserves of $1 and $8)
Prepaid expenses
Total current assets

AICPA Accounting Trends & Techniques

The following methods and assumptions were used in estimating the fair values of financial instruments:
Cash and Short-Term Investments
The carrying amount approximates fair value because of the
short maturity of these instruments.

MARKETABLE SECURITIES
2.14 SFAS No. 115, Accounting for Certain Investments in
Debt and Equity Securities, is the authoritative pronouncement on accounting for and reporting investments in equity
securities that have readily determinable fair value and all
investments in debt securities. Paragraphs 19–22 of SFAS
No. 115, as amended by SFAS No. 133, Accounting for
Derivative Instruments and Hedging Activities, state the disclosure requirements for such investments.

2.15 By definition, investments in debt and equity securities
2007

2006

$2,471
430

$2,747
263

3,641
209
$6,751

3,400
238
$6,648

are financial instruments. For investments subject to SFAS
No. 115 requirements, SFAS No. 107, Disclosure About Fair
Value of Financial Instruments, as amended by SFAS No. 133,
requires disclosure of both the fair value and the bases for
estimating the fair value of marketable securities unless it is
not practicable to estimate that value. During 2007, 261 survey companies made 352 fair value disclosures. 121 of those
disclosures used market or broker quotes of the investments
in debt and equity securities to determine fair value. Eleven
of those disclosures estimated fair value using other valuation methods. 126 disclosures presented carrying amounts
which approximated fair value of marketable securities. In
addition there were 89 disclosures in which carrying value
was compared to fair value in an exposition or a table.
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2.16

SFAS No. 115 requires that certain debt and equity
securities be classified into one of three categories: heldto-maturity, available-for-sale, or trading securities. Investments in debt securities that the enterprise has the positive
intent and ability to hold to maturity are classified as held-tomaturity and reported at amortized cost in the statement of
financial position. Securities that are bought and held principally for the purpose of selling them in the near term (thus held
for only a short period of time) are classified as trading securities and reported at fair value. Trading generally reflects active
and frequent buying and selling, and trading securities are
generally used to generate profit on short-term differences
in price. Investments not classified as either held-to-maturity
or trading securities are classified as available-for-sale securities and reported at fair value. 188 survey companies identified their marketable securities as available-for-sale.

2.17 Statement of Financial Accounting Concepts (SFAC)
No. 7, Using Cash Flow Information and Present Value in Accounting Measurements, provides a framework for using future cash flows and present value as the basis for accounting
measurements of fair value of an asset or a liability at initial
recognition or fresh-start measurements and for future-cashflow-based amortization techniques, such as interest method
amortization. Fresh-start measurements are measurements
in periods following initial recognition that establish a new
carrying amount unrelated to previous amounts and accounting conventions. Reporting certain marketable securities at
fair value under SFAS No. 115 is an example of a fresh-start
measurement.
2.18 When observable marketplace-determined values are
not available, discounted cash flows are often used to estimate fair value. Accounting applications of present value
typically use a single set of estimated cash flows and a riskadjusted discount rate. SFAC No. 7 introduces the expected
cash flow approach, which differs from the traditional approach by focusing on explicit assumptions about the range
of possible cash outcomes and their respective probabilities.

2.19 Effective for financial statements issued for fiscal
years beginning after November 15, 2007 with earlier application encouraged, SFAS No. 157, Fair Value Measurements, defines fair value, establishes a framework for measuring fair value, and expands disclosures about fair value
measurements. While SFAS No. 157 does not require any
new fair value measurements, it applies under other pronouncements that require or permit fair value measurements,
such as SFAS Nos. 107, 115, and 133. SFAS No. 157 clarifies the definition of fair value as an exit price, i.e., a price
that would be received to sell, as opposed to acquire, an
asset or transfer a liability. SFAS No. 157 emphasizes that
fair value is a market-based measurement. It establishes a
fair value hierarchy that distinguishes between assumptions
developed based on market data obtained from independent
external sources and the reporting entity’s own assumptions.
Further, SFAS No. 157 specifies that fair value measurement
should consider adjustment for risk, such as the risk inherent in a valuation technique or its inputs. For assets and liabilities measured at fair value on a recurring basis, SFAS
No. 157 expands the required disclosures concerning the inputs used to measure fair value, and encourages the combination of fair value information disclosed under the standard
with those disclosed under other pronouncements, such as
SFAS No. 107.

ATT-SEC 2.16

2.20 Effective for financial statements issued for fiscal
years beginning after November 15, 2007 with conditioned
earlier application allowed, SFAS No. 159, The Fair Value
Option for Financial Assets and Liabilities, permits entities
to choose to measure many financial instruments and certain other items at fair value that are not currently required
to be measured at fair value. Further, under SFAS No. 159
a business entity shall report unrealized gains and losses
on eligible items for which the fair value option has been
elected in earnings at each subsequent reporting date. The
irrevocable election of the fair value option is made on an
instrument by instrument basis, and applied to the entire instrument, not just a portion of it. SFAS No. 159 includes an
amendment to SFAS No. 115 that relates to the accounting for and disclosure of the unrealized gains and losses of
available-for-sale and held-to-maturity securities for which
the fair value option is elected. SFAS No. 159 also establishes presentation and disclosure requirements designed to
facilitate comparison between entities that choose different
measurement attributes for similar types of assets and liabilities. SFAS No. 159 does not affect any existing pronouncements that require assets and liabilities to be carried at fair
value, nor does it eliminate disclosure requirements included
in pronouncements, such as SFAS Nos. 107 and 157.
2.21

The FASB’s Emerging Issues Task Force (EITF) Issue
No. 03-1, The Meaning of Other-Than-Temporary Impairment
and Its Application to Certain Investments, should be used
to determine when certain investments are considered impaired, whether that impairment is other than temporary, and
the measurement and recognition of an impairment loss. EITF
Issue No. 03-1 also provides guidance on accounting considerations subsequent to the recognition of an other-thantemporary impairment and requires certain disclosures about
unrealized losses that have not been recognized as otherthan-temporary impairments.

2.22 Table 2-4 lists the balance sheet carrying bases for investments in debt and equity securities presented as current
assets. Examples of presentations and disclosures for such
investments follow.
2.23
TABLE 2-4: MARKETABLE SECURITIES—BASES

Market/fair value..........................
Cost..............................................

2007
209
35

Number of Companies
2006
2005
2004
211
212
190
39
54
52
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

2.24

1 (In Part): Summary of Significant Accounting Policies

AMGEN INC. (DEC)

Available-for-Sale Securities
We consider our investment portfolio and marketable equity
investments available-for-sale as defined in Statement of Financial Accounting Standards (“SFAS”) No. 115, “Accounting for Certain Investments in Debt and Equity Securities.”
Accordingly, these investments are recorded at fair value,
which is based on quoted market prices. For the years ended
December 31, 2007, 2006 and 2005, realized gains totaled
$17 million, $23 million and $25 million, respectively, and realized losses totaled $20 million, $25 million and $20 million, respectively. The cost of securities sold is based on the
specific identification method. The fair values of availablefor-sale investments by type of security, contractual maturity
and classification in the Consolidated Balance Sheets are as
follows (in millions):

(In millions)
Current assets
Cash and cash equivalents
Marketable securities
Trade receivables, net
Inventories
Other current assets
Total current assets

2007

2006

$ 2,024
5,127
2,101
2,091
1,698
$13,041

$ 1,283
4,994
2,124
1,903
1,408
$11,712

2007
Type of security:
U.S. Treasury securities and obligations of U.S. government agencies
Corporate debt securities
Other short-term interest bearing securities
Total debt securities
Equity securities
2006
Type of security:
U.S. Treasury securities and obligations of U.S. government agencies
Corporate debt securities
Other short-term interest bearing securities
Total debt securities
Equity securities

Contractual maturity:
Maturing in one year or less
Maturing after one year through three years
Maturing after three years
Total debt securities
Equity securities
Classification in consolidated balance sheets:
Cash and cash equivalents
Marketable securities
Other assets—noncurrent
Less cash

AICPA Accounting Trends & Techniques

2007

2006

$2,269
2,611
1,833
6,713
79
$6,792

$1,962
2,376
1,722
6,060
99
$6,159

$2,024
5,127
30
7,181
(389)
$6,792

$1,283
4,994
56
6,333
(174)
$6,159

Amortized
Cost

Gross
Unrealized
Gains

Gross
Unrealized
Losses

Estimated
Fair Value

$2,777
2,146
1,727
6,650
80
$6,730

$64
16
—
80
—
$80

$—
(16)
(1)
(17)
(1)
$(18)

$2,841
2,146
1,726
6,713
79
$6,792

$2,451
2,547
1,075
6,073
99
$6,172

$ 3
5
—
8
2
$10

$(11)
(10)
—
(21)
(2)
$(23)

$2,443
2,542
1,075
6,060
99
$6,159

The primary objectives for our investment portfolio are liquidity and safety of principal. Investments are made with the
objective of achieving the highest rate of return consistent
with these two objectives. Our investment policy limits investments to certain types of instruments issued by institutions
primarily with investment grade credit ratings and places restrictions on maturities and concentration by type and issuer.
We review periodically our available-for-sale securities for
other than temporary declines in fair value below the cost
basis and whenever events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable. As of December 31, 2007 and 2006, the Company
believes that the cost basis for our available-for-sale securities was recoverable in all material respects.
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2.25

HEALTH NET, INC. (DEC)
(In thousands)
Current assets
Cash and cash equivalents
Investments—available for sale (amortized
cost: 2007—$1,557,411,
2006—$1,430,792)
Premiums receivable, net of allowance for
doubtful accounts (2007—$6,724,
2006—$7,526)
Amounts receivable under government
contracts
Incurred but not reported (IBNR) health
care costs receivable under TRICARE
North contract
Other receivables
Deferred taxes
Other assets
Total current assets

2007

2006

$1,007,017

$ 704,806

1,557,278

1,416,038

264,691

177,625

189,976

199,569

266,767
72,518
132,818
210,039
$3,701,104

272,961
230,865
54,702
161,280
$3,217,846

gains and losses are excluded from earnings and reported
as other comprehensive income, net of income tax effects.
The cost of investments sold is determined in accordance
with the specific identification method and realized gains
and losses are included in net investment income. We periodically assess our available-for-sale investments for otherthan-temporary impairment. Any such other-than-temporary
impairment loss is recognized as a realized loss and measured as the excess of carrying value over fair value at the
time the assessment is made.
Fair Value of Financial Instruments (In Part)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 2 (In Part): Summary of Significant Accounting Policies
Investments
Investments classified as available-for-sale, which consist
primarily of debt securities, are stated at fair value. Unrealized

The estimated fair value amounts of cash equivalents, investments available for sale, trade accounts and notes receivable and notes payable have been determined by us using available market information and appropriate valuation
methodologies. The carrying amounts of cash equivalents
approximate fair value due to the short maturity of those
instruments. Fair values for debt and equity securities are
generally based upon quoted market prices. Where quoted
market prices were not readily available, fair values were estimated using valuation methodologies based on available and
observable market information. Such valuation methodologies include reviewing the value ascribed to the most recent
financing, comparing the security with securities of publicly
traded companies in a similar line of business, and reviewing the underlying financial performance including estimating
discounted cash flows.
Note 4. Investments
As of December 31, 2007 and 2006, the amortized cost, gross
unrealized holding gains and losses, and fair value of our
available-for-sale investments were as follows:

(Dollars in millions)
2007
Asset-backed securities
U.S. government and agencies
Obligations of states and other political subdivisions
Corporate debt securities
Other securities
2006
Asset-backed securities
U.S. government and agencies
Obligations of states and other political subdivisions
Corporate debt securities
Other securities

ATT-SEC 2.25

Amortized Cost

Gross Unrealized
Holding Gains

Gross Unrealized
Holding Losses

Carrying Value

$ 504.9
197.7
563.0
290.0
1.8
$1,557.4

$2.5
0.4
2.8
1.0
0.1
$6.8

$ (3.1)
(0.5)
(1.4)
(2.0)
—
$ (7.0)

$ 504.3
197.6
564.4
289.0
1.9
$1,557.2

$ 524.5
308.6
427.9
169.6
0.2
$1,430.8

$1.5
0.1
1.8
—
0.1
$3.5

$ (6.1)
(4.9)
(2.9
(4.4)
—
$(18.3)

$ 519.9
303.8
426.8
165.2
0.3
$1,416.0
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As of December 31, 2007, the contractual maturities of our
available-for-sale investments were as follows:

(Dollars in millions)
Due in one year or less
Due after one year through five years
Due after five years through ten years
Due after ten years
Asset-backed securities
Other securities
Total available for sale

Estimated
Fair Value
$ 206.0
373.6
213.9
257.5
504.3
1.9
$1,557.2

Cost
$ 206.8
373.1
212.7
258.0
504.9
1.9
$1,557.4

Proceeds from sales of investments available for sale during
2007 were $807.6 million, resulting in gross realized gains
and losses of $6.2 million and $1.2 million, respectively. Proceeds from sales of investments available for sale during
2006 were $464.8 million, resulting in gross realized gains and
losses of $6.5 million and $3.4 million, respectively. Proceeds
from sales of investments available for sale during 2005 were
$400.0 million, resulting in gross realized gains and losses of
$0.5 million and $1.1 million, respectively.
The following table shows our investments’ gross unrealized losses and fair value for individual securities that have
been in a continuous loss position through December 31,
2007:
Less Than 12 Months
Unrealized
Fair Value
Losses
$ 23.1
$(0.2)
3.7
—

(Dollars in millions)
Asset-backed
U.S. government and agencies
Obligation of states and other political
subdivisions
Corporate debt

110.8
26.5
$164.1

(1.0)
(0.4)
$(1.6)

12 Months or More
Unrealized
Fair Value
Losses
$188.7
$(2.9)
100.3
(0.5)
69.7
111.3
$470.0

(0.4)
(1.6)
$(5.4)

Total
Fair Value
$211.8
104.0

Unrealized
Losses
$(3.1)
(0.5)

180.5
137.8
$634.1

(1.4)
(2.0)
$(7.0)

The following table shows the number of our individual securities that have been in a continuous loss position at December 31, 2007.

Asset-backed
U.S. government and agencies
Obligation of states and other
political subdivisions
Corporate debt

Less Than
12 Months
15
3

12 Months
or More
63
27

Total
78
30

29
10
57

30
37
157

59
47
214

AICPA Accounting Trends & Techniques
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The following table shows our investments’ gross unrealized
losses and fair value for individual securities that have been
in a continuous loss position through December 31, 2006:
Less Than 12 Months
Unrealized
Fair Value
Losses
$112.0
$(0.6)
31.0
(0.1)

(Dollars in millions)
Asset-backed
U.S. government and agencies
Obligation of states and other political
subdivisions
Corporate debt

68.6
8.3
$219.9

(0.2)
(0.1)
$(1.0)

The securities with an unrealized loss position are comprised
of fixed rate debt securities of varying maturities. The value
of fixed income securities is sensitive to changes to the yield
curve and other market conditions, with the value decreasing
as rates increase and increasing as rates decrease.
The fixed income securities listed above are highly rated
securities with an average rating of “AA” and “Aa1” as rated
by S&P and Moody’s, respectively. At this time, there is no
indication of default on interest or principal payments. Currently, we have the intent and the ability to hold to recovery
the securities in the unrealized loss position.

12 Months or More
Unrealized
Fair Value
Losses
$245.4
$ (5.5)
216.9
(4.8)
204.9
152.3
$819.5

(2.7)
(4.3)
$(17.3)

2007

2006

$ 488,400
82,200

$ 416,200
101,000

362,000
244,700
36,500
28,200
—
$1,242,000

334,100
224,300
28,200
24,500
5,600
$1,133,900

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Significant Accounting Policies
Investments
The company accounts for short-term investments in accordance with SFAS No. 115, Accounting for Certain Investments in Debt and Equity Securities. The company
determines the appropriate classification of all short-term
investments as held-to-maturity, available-for-sale or trading
at the time of purchase and re-evaluates such classifications
as of each balance sheet date. There were no investments
classified as trading at December 31, 2007 and 2006. All
of the outstanding short-term investments at December 31,
2007 and 2006 mature within one year. Unrealized gains and

ATT-SEC 2.26

Unrealized
Losses
$ (6.1)
(4.9)

273.5
160.6
$1,039.4

(2.9)
(4.4)
$(18.3)

4 (In Part): Investments
There were no realized gains or losses on short-term investments reported in the periods ended December 31, 2007,
2006 and 2005. The amortized cost, gross unrealized gains
(losses) and fair value for short-term investments by major security type at December 31, 2007 and 2006 were as follows:

2.26

(In thousands)
Current assets
Cash and cash equivalents
Short-term investments
Accounts receivable, less allowances of
$15,600 and $15,700, respectively
Inventories
Short-term deferred tax assets
Other current assets
Assets of discontinued operations
Total current assets

Fair Value
$ 357.4
247.9

losses, net of taxes, are reported as a component of accumulated other comprehensive income (loss) in shareholders’
investment.

Held-to-Maturity Securities
C. R. BARD, INC. (DEC)

Total

(Dollars in millions)
Held-to-maturity
Commercial paper
Available-for-sale
Corporate debt
securities
Total short-term
investments

(Dollars in millions)
Held-to-maturity
Time deposits
Available-for-sale
Corporate debt
securities
Total short-term
investments

Amortized
Cost

2007
Gross
Gross
Unrealized Unrealized
Gains
(Losses)

Fair
Value

$10.0

$—

$ —

$10.0

72.0

0.3

(0.1)

72.2

$82.0

$0.3

$(0.1)

$82.2

2006
Gross
Gross
Unrealized Unrealized
Gains
(Losses)

Fair
Value

Amortized
Cost
$ 2.6

$—

$—

$ 2.6

98.1

0.3

—

98.4

$100.7

$0.3

$—

$101.0

Because the company has the ability and intent to hold these
investments until a recovery of fair value, which may be at maturity, the company does not consider any unrealized losses
to be other than temporary at December 31, 2007.
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2.27

3. Investments

CSP INC. (SEP)

At September 30, 2007 and 2006, investments consisted of
the following:

(In thousands)
Current assets
Cash and cash equivalents
Short-term investments
Accounts receivable, net of allowance for
doubtful accounts of $133 in 2007 and
$77 in 2006
Inventories
Refundable income taxes
Deferred income taxes
Other current assets
Total current assets

2007

2006

$13,687
7,690

$ 8,683
2,173

10,678
6,072
27
229
1,587
$39,970

10,316
7,407
43
1,361
1,632
$31,615

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Fair Value of Financial Instruments
The carrying value for cash and cash equivalents, marketable
securities, accounts receivable, and accounts payable approximates fair value because of the short maturity of these
instruments.
Investments (In Part)
The Company classifies its investments at the time of
purchase as either held-to-maturity or available-for-sale.
Held-to-maturity securities are those investments that the
Company has the ability and intent to hold until maturity.
Held-to-maturity securities are recorded at cost, adjusted for
the amortization of premiums and discounts, which approximates market value at the purchase date. Available-for-sale
securities are recorded at fair value. Unrealized gains and
losses net of the related tax effect, if any, on available-forsale securities are reported in accumulated other comprehensive income (loss), a component of shareholders’ equity,
until realized. The estimated fair market values of availablefor-sale investments are based on quoted market prices as
of the end of the reporting period.

(In thousands)
September 30, 2007
Bonds and municipal
revenue notes
Total
September 30, 2006
Bonds and municipal
revenue notes
Total
(In thousands)
September 30, 2007
Held-to-maturity
September 30, 2006
Held-to-maturity

Amortized
Cost

Gross
Unrealized
Gains

Fair Value

$7,690
$7,690

$—
$—

$7,690
$7,690

$2,173
$2,173

$—
$—

$2,173
$2,173

Short-Term

Long-Term

Total

$7,690
$7,690

$—
$—

$7,690
$7,690

$2,173
$2,173

$—
$—

$2,173
$2,173

Net unrealized gains on available-for-sale investments are
reported as a separate component of shareholders’ equity
until realized. This change in unrealized gain (loss) amounted
to $-0-, $-0-, $16,000 for the years ended September 30,
2007, 2006 and 2005, respectively.
At September 30, 2007, the cost and estimated fair values
of short-term held-to-maturity debt by contractual maturity
were as follows (in thousands):

Less than one year
Mature in 1–2 years
Mature in 2–5 years
Total

Cost
$7,690
—
—
$7,690

Fair Value
$7,690
—
—
$7,690

Trading Securities
2.28

LEUCADIA NATIONAL CORPORATION (DEC)
(In thousands)
Current assets
Cash and cash equivalents
Investments
Trade, notes and other receivables, net
Prepaids and other current assets
Total current assets

AICPA Accounting Trends & Techniques

2007

2006

$ 456,970
983,199
133,765
146,199
$1,720,133

$ 287,199
903,973
69,822
105,215
$1,366,209
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
2 (In Part): Significant Accounting Policies
Investments
At acquisition, marketable debt and equity securities are designated as either i) held to maturity, which are carried at amortized cost, ii) trading, which are carried at estimated fair value
with unrealized gains and losses reflected in results of operations, or iii) available for sale, which are carried at estimated
fair value with unrealized gains and losses reflected as a separate component of shareholders’ equity, net of taxes. Equity
securities that do not have readily determinable fair values
are carried at cost. The cost of securities sold is based on
average cost.
Held to maturity investments are made with the intention of
holding such securities to maturity, which the Company has
the ability to do. Estimated fair values are principally based
on publicly quoted market prices.
6 (In Part): Investments
A summary of investments classified as current assets at
December 31, 2007 and 2006 is as follows (in thousands):

Amortized Cost
$897,470
47,180
12,528
$957,178

Investments available for sale
Trading securities
Other investments, including accrued interest income
Total current investments

•

•

•

•

•

Amortized Cost
$803,034
79,526
13,725
$896,285

2006
Carrying Value and
Estimated Fair
Value
$809,927
80,321
13,725
$903,973

•

Trading securities is comprised of other investments, principally INTL Consilium Emerging Market Absolute Return Fund,
LLC’s investment in a master fund, and at December 31, 2007
includes an investment in credit default swaps carried at fair
value of $22,000,000. Net security gains include $19,500,000
of unrealized gains related to these derivative financial investments for the year ended December 31, 2007. The Company’s objective in making this speculative investment is to
realize capital appreciation.
21 (In Part): Fair Value of Financial Instruments
Fair values are determined as described below. These techniques are significantly affected by the assumptions used, including the discount rate and estimates of future cash flows.
The fair value amounts presented do not purport to represent and should not be considered representative of the underlying “market” or franchise value of the Company. The
methods and assumptions used to estimate the fair values
of each class of the financial instruments described below
are as follows:
a) Investments: The fair values of marketable equity securities, fixed maturity securities and investments held for
trading purposes (which include securities sold not owned)
are substantially based on quoted market prices.

ATT-SEC 2.29

2007
Carrying Value and
Estimated Fair
Value
$899,053
71,618
12,528
$983,199

CURRENT RECEIVABLES
2.29

As stated in paragraph 13 of SFAS No. 107, as
amended by SFAS No. 133, fair value disclosure is not required for trade receivables when the carrying amount of the
trade receivable approximates its fair value. 361 survey companies made 364 fair value disclosures. 340 disclosures presented carrying amounts which approximated fair value of
trade receivables.

2.30 Statement of Position (SOP) 01-6, Accounting by Certain Entities (Including Entities With Trade Receivables) That
Lend to or Finance the Activities of Others, issued by Accounting Standards Division of the American Institute of Certified Public Accountants (AICPA) requires that loans or trade
receivables may be presented on the balance sheet as aggregate amounts. However, such receivables held for sale
should be a separate balance-sheet category. Major categories of loans or trade receivables should be presented
separately either in the balance sheet or in the notes to the
financial statements. The allowance for credit losses, the allowance for doubtful accounts, and, as applicable, any unearned income, any unamortized premium and discounts,
and any net unamortized deferred fees and costs, should be
disclosed in the financial statements.
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2.31 Table 2-5 summarizes both the descriptive titles used
in the balance sheet to describe trade receivables, and the
types of receivables, other than trade receivables, which the
survey companies most frequently presented as current assets. Examples of presentations and disclosures for current
receivables follow.

Note 2. Receivables, Net
The components of receivables, net of allowance for doubtful
accounts, at December 31 are as follows:
(In millions)
Trade receivables
Manufacturer receivables
Other

2.32
TABLE 2-5: CURRENT RECEIVABLES
2007

2006

2005

2004

Trade Receivable Captions:
Accounts receivable..................................
Receivables...............................................
Trade accounts receivable........................
Accounts and notes receivable.................
No caption for current receivables............

301
126
99
51
23

303
126
106
49
16

289
130
98
61
22

297
122
104
56
21

Total Companies.....................................

600

600

600

600

Less: Allowances

Number of Companies
Receivables Other Than Trade
Receivables:
Tax refund claims......................................
Investees/affiliates....................................
Contracts...................................................
Finance......................................................
Retained interest in sold receivables........
Insurance claims.......................................
Vendors/suppliers.....................................
Asset disposals.........................................
Employees.................................................

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

67
47
36
28
26
23
10
9
2

63
47
42
28
16
27
11
4
4

50
42
39
25
19
16
4
8
5

61
45
39
30
24
12
6
11
5

Contracts-in-transit and vehicle receivables
Income tax refundable (See Note 11)
Receivables, net

2007
$119.1
139.9
55.5
314.5
(6.4)
308.1
384.1
21.9
$714.1

2006
$111.0
158.7
73.5
343.2
(6.3)
336.9
429.2
28.9
$795.0

Contracts-in-transit and vehicle receivables represent receivables from financial institutions for the portion of the vehicle
sales price financed by our customers.
Note 11 (In Part): Income Taxes
Income taxes refundable included in Receivables, net, totaled $21.9 million at December 31, 2007, and $28.9 million
at December 31, 2006.

Receivables From Affiliates
2.34

FOOT LOCKER, INC. (JAN)
(In millions)
Current assets
Cash and cash equivalents
Short-term investments
Merchandise inventories
Other current assets
Total current assets

RECEIVABLES OTHER THAN TRADE
RECEIVABLES

Tax Refund Claims
2.33

AUTONATION, INC. (DEC)
(In millions)
Current assets
Cash and cash equivalents
Receivables, net
Inventory
Other current assets
Total current assets

2007

2006

$ 488
5
1,281
290
$2,064

$ 221
249
1,303
261
$2,034

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
2007
$

32.8
714.1
2,325.7
165.8
$3,238.4

AICPA Accounting Trends & Techniques

2006
$

52.8
795.0
2,305.0
295.6
$3,448.4

Note 8. Other Current Assets
(In millions)
Net receivables
Prepaid expenses and other current assets
Prepaid rent
Prepaid income taxes
Deferred taxes
Investments
Northern Group note receivable
Current tax asset
Fair value of derivative contracts

2007
$ 50
34
65
70
53
—
14
1
3
$290

2006
$ 59
36
62
67
21
14
1
—
1
$261
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Note 18 (In Part): Discontinued Operations

Finance Receivables

On January 23, 2001, the Company announced that it was exiting its 694-store Northern Group segment. During the second quarter of 2001, the Company completed the liquidation
of the 324 stores in the United States. On September 28,
2001, the Company completed the stock transfer of the 370
Northern Group stores in Canada, through one of its wholly
owned subsidiaries for approximately CAD$59 million, which
was paid in the form of a note. Over the last several years,
the note has been amended and payments have been received, however the interest and payment terms remained
unchanged. The note is required to be repaid upon the occurrence of “payment events,” as defined in the purchase agreement, but no later than September 28, 2008. As of February 2,
2008, CAD$15.5 million remains outstanding on the note. The
fair value of the note at February 2, 2008 is $14 million which
is classified as a current receivable. At February 3, 2007,
$1 million was classified as a current receivable with the remainder classified as long-term within other assets in the
accompanying Consolidated Balance Sheets. All scheduled
principal and interest payments have been received in accordance with the terms of the note. During 2006, the Company
revised its estimates related to the U.S. Northern store reserve resulting in a reduction of $2 million.

2.36

Contracts
2.35

PITNEY BOWES INC. (DEC)
(In thousands)
Current assets:
Cash and cash equivalents
Short-term investments
Accounts receivable, less allowances of
$49,324 and $50,052, respectively
Finance receivables, less allowances of
$45,859 and $45,643, respectively
Inventories
Current income taxes
Other current assets and prepayments
Total current assets
Property, plant and equipment, net
Rental property and equipment, net
Long-term finance receivables, less
allowances of $32,512 and $36,856,
respectively
Investment in leveraged leases
Goodwill
Intangible assets, net
Non-current income taxes
Other assets
Total assets

2007

2006

$ 377,176
63,279

$ 239,102
62,512

841,072

744,073

1,498,486
197,962
83,227
258,411
3,319,613
627,918
435,927

1,404,070
237,817
54,785
231,096
2,973,455
612,640
503,911

1,533,773
249,191
2,299,858
457,188
28,098
598,377
$9,549,943

1,530,153
215,371
1,791,157
365,192
73,739
543,326
$8,608,944

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

HONEYWELL INTERNATIONAL INC. (DEC)
Note 1 (In Part): Summary of Significant Accounting Policies
(Dollars in millions)
Current assets
Cash and cash equivalents
Accounts, notes and other receivables
Inventories
Deferred income taxes
Other current assets
Total current assets

2007

2006

$ 1,829
6,387
3,861
1,241
367
$13,685

$ 1,224
5,740
3,588
1,215
537
$12,304

NOTES TO FINANCIAL STATEMENTS
Note 8 (In Part): Accounts, Notes and Other Receivables
(Dollars in millions)
Trade
Other
Less—Allowance for doubtful accounts

2007
$6,070
498
6,568
(181)
$6,387

2006
$5,373
584
5,957
(217)
$5,740

Trade Accounts Receivable includes $946 and $808 million of
unbilled balances under long-term contracts as of December
31, 2007 and 2006, respectively. These amounts are billed
in accordance with the terms of the customer contracts to
which they relate.

ATT-SEC 2.35

Financing Revenue
We provide lease financing of our products primarily through
sales-type leases. When a sales-type lease is consummated,
we record the gross finance receivable, unearned income and
the estimated residual value of the leased equipment. Residual values are estimated based upon the average expected
proceeds to be received at the end of the lease term. We
evaluate recorded residual values at least on an annual basis
or as circumstances warrant. A reduction in estimated residual values could require an impairment charge as well as a
reduction in future financing income.
Unearned income represents the excess of the gross finance receivable plus the estimated residual value over the
sales price of the equipment. We recognize the equipment
sale at the inception of the lease. We recognize unearned
income as financing revenue using the interest method over
the lease term.
We provide financing to our customers for the purchase
of postage and related supplies. Financing revenue includes
interest which is earned over the term of the loan and related
fees which are recognized as services are provided.
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Note 18 (In Part): Finance Assets

Retained Interest in Sold Receivables

Finance Receivables
Finance receivables are generally due in monthly, quarterly
or semi-annual installments over periods ranging from 3 to 5
years and are comprised of sales-type leases and customer
loan receivables.
The components of finance receivables were as follows:

2.37

Gross finance receivables
Unguaranteed residual values
Unearned income
Initial direct cost deferred
Allowance for credit losses
Net investment in finance receivables

2007
$3,587,947
260,815
(740,046)
1,914
(78,371)
$3,032,259

2006
$3,480,695
281,581
(749,728)
4,174
(82,499)
$2,934,223

DELL INC. (DEC)
(In millions)
Current assets
Cash and cash equivalents
Short-term investments
Accounts receivable, net of allowance
Financing receivables, net of allowance
Inventories, net of allowance
Other
Total current assets

2008

2007

$ 7,764
208
5,961
1,732
1,180
3,035
$19,880

$ 9,546
752
4,622
1,530
660
2,829
$19,939

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Net investment in finance receivables include net customer
loan receivables at December 31, 2007 and 2006 of $552.9
million and $524.7 million, respectively. Customer loan receivables arise primarily from financing services offered to
our customers for postage, supplies, and shipping payments.
Customer loan receivables are generally due each month,
however, customers may rollover outstanding balances. See
discussion on Pitney Bowes bank below. As part of our 2007
transition initiatives, we recorded a charge of $46.1 million
for the impairment of unguaranteed residual values which
was included in the restructuring charges and asset impairments line of the Consolidated Statement of Income. Also
see Note 14 to the Consolidated Financial Statements for
further details.
Maturities of gross finance receivables are as follows:
Years ending December 31,
2008
2009
2010
2011
2012
Thereafter
Total

$1,650,947
798,667
584,410
364,901
170,292
18,730
$3,587,947

Pitney Bowes Bank
The Pitney Bowes Bank (PBB), our wholly owned subsidiary,
is a Utah-chartered Industrial Loan Company (ILC). At December 31, 2007, the Bank had assets of $672 million and
liabilities of $617 million. The bank’s assets consist of finance
receivables, short-term investments and cash. PBB’s key
product offering, Purchase Power, is a revolving credit solution, which enables customers to defer payment for postage
when they refill their meter. PBB earns revenue through transaction fees, finance charges on outstanding balances, and
other fee items. The bank’s liabilities consist primarily of
PBB’s deposit solution, Reserve Account, which provides
value to large-volume mailers who prefer to prepay postage.
The FDIC and the Utah Department of Financial Institutions
provide oversight of PBB.

AICPA Accounting Trends & Techniques

Note 1 (In Part): Summary of Significant Accounting Policies
Financing Receivables
Financing receivables consist of customer receivables, residual interest and retained interest in securitized receivables.
Customer receivables include fixed-term loans and leases
and revolving loans resulting from the sale of Dell products
and services. Financing receivables are presented net of the
allowance for losses. See Note 6 of Notes to Consolidated
Financial Statements for additional information.
Note 6 (In Part): Financial Services
Financing Receivables
The following table summarizes the components of Dell’s
financing receivables, net of the allowance for doubtful
accounts:
2008

2007

Financing receivables, net
Customer receivables
Revolving loans, gross
Fixed-term leases and loans, gross
Customer receivables, gross
Customer receivables allowance
Customer receivables, net
Residual interest
Retained interest
Financing receivables, net

$1,063
654
1,717
(96)
1,621
295
223
$2,139

$ 805
632
1,437
(39)
1,398
296
159
$1,853

Short-term
Long-term
Financing receivables, net

$1,732
407
$2,139

$1,530
323
$1,853

Financing receivables consist of customer receivables, residual interest, and retained interest in securitized receivables.
Customer receivables include fixed-term loans and leases
and revolving loans resulting from the sale of Dell products and services. For customers who desire lease financing, Dell enters into sales-type lease arrangements with the
customers. Of the customer receivables balance, $444 million represent balances which are due from CIT in connection
with specified promotional programs.
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• Customer receivables are presented net of allowance
for uncollectible accounts. The allowance is based on
factors including historical experience, past due receivables, receivable type, and the risk composition of the
receivables. The composition and credit quality varies
from investment grade commercial customers to subprime consumers. Subprime receivables comprise less
than 20% of the net customer receivable balance at
February 1, 2008. Financing receivables are charged
to the allowance at the earlier of when an account is
deemed to be uncollectible or when an account is 180
days delinquent. Recoveries on customer receivables
previously charged off as uncollectible are recorded
to the allowance for uncollectible accounts. The following is a description of the components of financing
receivables.
— Revolving loans offered under private label credit financing programs provide qualified customers with
a revolving credit line for the purchase of products
and services offered by Dell. Revolving loans bear
interest at a variable annual percentage rate that is
tied to the prime rate. From time to time, account
holders may have the opportunity to finance their
Dell purchases with special programs during which,
if the outstanding balance is paid in full, no interest
is charged. These special programs generally range
from 3 to 12 months and have an average original
term of approximately 11 months. At February 1,
2008 and February 2, 2007, $668 million and $694
million, respectively, were receivables under these
special programs.
— Leases with business customers generally have
fixed terms of two to three years. Future maturities of
minimum lease payments at February 1, 2008, are as
follows: 2009: $137 million; 2010: $74 million; 2011:
$30 million; and 2012: $4 million. Fixed-term loans
are also offered to qualified small businesses and
primarily consist of loans with short-term maturities.
The following table presents the net credit losses and accounts 60 days or more past due of customer receivables.
Net credit losses on leases and loans represent net investment balances. Net credit losses on revolving loans represent principal losses, net of recoveries. Net credit losses increased in Fiscal 2008 due to higher delinquencies driven by
deterioration in the credit environment.
2008
(In millions, except
percentages)
Net credit losses of customer
financing receivables
Customer financing
receivables 60 days or
more delinquent
(a)
(b)

Dollars

2007
%

Dollars

%

$40

2.7%(a)

$20

1.5%(a)

$34

2.1%(b)

$10

0.7%(b)

Net credit losses as a percentage of the outstanding average
customer receivables balance over the year.
Customer financing receivables 60 days or more delinquent divided by the ending customer financing receivables balance.
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• Dell retains a residual interest in the leased equipment.
The amount of the residual interest is established at
the inception of the lease based upon estimates of the
value of the equipment at the end of the lease term using
historical studies, industry data, and future value-at-risk
demand valuation methods. On a periodic basis, Dell
assesses the carrying amount of its recorded residual
values for impairment. Anticipated declines in specific
future residual values that are considered to be otherthan-temporary are recorded in current earnings.
• Retained interests represent the residual beneficial interest Dell retains in certain pools of securitized financing receivables. Retained interests are stated at the
present value of the estimated net beneficial cash flows
after payment of all senior interests. In estimating the
value of retained interests, Dell makes a variety of financial assumptions, including pool credit losses, payment
rates, and discount rates. These assumptions are supported by both Dell’s historical experience and anticipated trends relative to the particular receivable pool.
Dell reviews its investments in retained interests periodically for impairment, based on estimated fair value. In
the first quarter of Fiscal 2008, Dell adopted SFAS 155,
and as a result, all gains and losses are recognized in
income immediately.
The following table summarizes the components of retained
interest balances and related cash flows:

Retained interest
Retained interest at beginning of year
New sales
Distributions from conduits
Net accretion
Change in fair value for the period
Retained interest at end of year
Cash flows during the periods
Proceeds from new securitizations
Other cash flows received on retained
interests
Servicing and administration fees
received
Repurchases of ineligible contracts
Cash flows during the period

2008

2007

2006

$ 159
173
(132)
31
(8)
$ 223

$ 90
167
(142)
17
27
$ 159

$ 24
97
(37)
4
2
$ 90

$ 538

$ 607

$446

132

142

36

15
(11)
$ 674

9
(7)
$ 751

—
(4)
$478
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The table below summarizes the key assumptions used to
measure the retained interest at the date of the securitizations for transactions completed in Fiscal 2008 and the assumptions used in calculating the fair value of the retained
interest in securitized assets at February 1, 2008.
Weighted Average Key Assumptions
Monthly
Payment
Credit
Discount
Rates
Losses
Rates
Life
(lifetime) (annualized)
(months)
Time of sale
valuation of
retained interest
Valuation of
retained
interests

9%

8%

14%

Insurance Claims
2.38

RYDER SYSTEM, INC. (DEC)
(In thousands)
Current assets
Cash and cash equivalents
Receivables, net
Inventories
Prepaid expenses and other current assets
Total current assets

2007

2006

$ 116,459
843,662
58,810
203,131
$1,222,062

$ 128,639
883,478
59,318
190,381
$1,261,816

14

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
8%

10%

16%

12

The impact of adverse changes to the key valuation assumptions to the fair value of retained interest at February 1, 2008
and February 2, 2007 is shown in the following table:
(In millions)
Adverse change of:
Expected prepayment speed: 10%
Expected prepayment speed: 20%
Expected credit losses: 10%
Expected credit losses: 20%
Discount rate: 10%
Discount rate: 20%

2008

2007

$(17)
(27)
(8)
(15)
(7)
(13)

$ (2)
(4)
(7)
(14)
(4)
(8)

These sensitivity analyses are hypothetical in nature and
should be used with caution. The analyses utilized 10% and
20% adverse variation in assumptions to assess the sensitivities in fair values of the retained interest. However, these
changes generally cannot be extrapolated because the relationship of the change in assumptions to the change in fair
value may not be linear. Further, the effect of a variation in a
particular assumption on the fair value is calculated without
giving effect to any other assumption changes. It should be
noted that changes in one factor may result in changes in another factor (for example, increases in market interest rates
may result in lower prepayments and increased credit losses)
that may magnify or counteract the other factor’s sensitivities.
The effect of multiple factor changes were not considered in
this analysis.

AICPA Accounting Trends & Techniques

1 (In Part ): Summary of Significant Accounting Policies
Environmental Expenditures
We record liabilities for environmental assessments and (or)
cleanup when it is probable a loss has been incurred and
the costs can be reasonably estimated. Environmental liability estimates may include costs such as anticipated site
testing, consulting, remediation, disposal, post-remediation
monitoring and legal fees, as appropriate. The liability does
not reflect possible recoveries from insurance companies or
reimbursement of remediation costs by state agencies, but
does include estimates of cost sharing with other potentially
responsible parties. Estimates are not discounted, as the timing of the anticipated cash payments is not fixed or readily
determinable. Claims for reimbursement of remediation costs
are recorded when recovery is deemed probable.
6. Receivables
(In thousands)
Trade
Direct financing leases
Income tax
Insurance
Vendor rebates
Other
Allowance
Total

2007
$771,104
69,346
—
6,572
2,435
11,159
860,616
(16,954)
$843,662

2006
$794,965
68,139
8,462
9,225
7,144
10,287
898,222
(14,744)
$883,478
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Vendors/Suppliers
2.39

FRED’S INC. (JAN)
(In thousands)
Current assets
Cash and cash equivalents
Inventories
Receivables, less allowance for doubtful
accounts of $879 and $719, respectively
Other non trade receivables
Prepaid expenses and other current assets
Total current assets

2008

2007

$ 10,266
320,268

$ 2,475
304,969

30,972
20,536
11,792
$393,834

29,097
18,953
12,224
$367,718

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Vendor Rebates and Allowances
The Company receives vendor rebates for achieving certain
purchase or sales volume and receives vendor allowances
to fund certain expenses. The Emerging Issues Task Force
(“EITF”) Issue No. 02-16, “Accounting by a Customer (including a Reseller) for Certain Consideration Received from
a Vendor” (“EITF 02-16”) is effective for arrangements with
vendors initiated on or after January 1, 2003. EITF 02-16 addresses the accounting and income statement classification
for consideration given by a vendor to a retailer in connection with the sale of the vendor’s products or for the promotion of sales of the vendor’s products. The EITF concluded
that such consideration received from vendors should be reflected as a decrease in prices paid for inventory and recognized in cost of sales as the related inventory is sold, unless
specific criteria are met qualifying the consideration for treatment as reimbursement of specific, identifiable incremental
costs. The provisions of this consensus have been applied
prospectively.
For vendor funding arrangements that were entered into
prior to December 31, 2002 and have not been modified subsequently, the Company recognizes a reduction to selling,

general and administrative expenses or cost of goods sold
when the vendor allowance is earned.
During the quarter ended October 29, 2005, the Company
renewed its contract with its primary pharmaceutical wholesaler, AmerisourceBergen Corporation. The renewal of this
contract impacted the Company’s financial statements because of the application of the provisions of EITF 02-16. The
effect on the financial statements, which occurred during the
third quarter, was a deferral of the associated rebates against
cost of sales of $2.2 million pretax (estimated at $0.03 per
diluted share, after tax). This change in timing had no effect
on cash flow for the quarter. While the contract was not due
to mature until January 31, 2006, the renewal terms were
positive to overall earnings and the Company has benefited
through better pricing.
Prior to the close of the year ended February 3, 2007, the
Company discovered additional rebates due from its primary
pharmacy vendor (AmerisourceBergen) that were associated
with purchases made from 2002 to 2006 and aggregated to
approximately $2.8 million. In accordance with the transition guidance in the Securities and Exchange Commissions
Staff Accounting Bulletin No. 108, “Considering the Effects
of Prior Year Misstatements in Current Year Financial Statements (SAB No. 108)” the Company recorded, net of tax,
the prior year effects ($1.2 million) of the misstatement as a
cumulative adjustment to the retained earnings in the Stockholders Equity Section. This treatment is directed in the guidance for amounts that are deemed immaterial to the respective prior years’ statements, as these amounts were to the
years mentioned previously. The $1.0 million (pretax) related
to fiscal 2006 was recognized in that year’s income for the
quarterly period ended February 3, 2007.
In September 2006, the Securities and Exchange Commission (“SEC”) issued Staff Accounting Bulletin No. 108 (“SAB
108”). Due to diversity in practice among registrants, SAB 108
expresses SEC staff views regarding the process by which
misstatements in financial statements are evaluated for purposes of determining whether financial statement restatement is necessary. SAB 108 is effective for fiscal years ending
after November 15, 2006, and early application is permitted.
The Company adopted SAB 108 for the fiscal year ended
February 3, 2007. See Note 1 to the Consolidated Financial
Statements for further discussion.
The following table summarizes the effects of applying the
guidance in SAB 108 (in thousands):
Period in Which the Misstatement Originated(1)

Cumulative Prior to
January 31, 2004

January 29, 2005

January 28, 2006

Adjustment
Recorded as of
February 3, 2007

Other non trade receivables
Income taxes payable(3)

$ 674
(226)

$ 485
(162)

$ 623
(209)

$1,782
(597)

Impact on net income(4)
Retained earnings(5)

$ 448

$ 323

$ 414

(2)

(1)
(2)

(3)

(4)
(5)

$1,185

The Company quantified these errors under both the roll-over and iron-curtain methods and concluded that they were immaterial to the
respective periods.
As a result of the misstatement described above, the Company’s cost of goods sold was overstated by approximately $0.7 million in years
2002 to 2003, $0.5 million in 2004, and $0.6 million in 2005. The Company recorded an increase in other non trade receivables of $1.8 million
as of February 3, 2007 with a corresponding increase in retained earnings to correct these misstatements.
As a result of the misstatement described above, the Company’s income tax expense was understated by $0.2 million in years 2002 to 2003,
$0.2 million in 2004, and $0.2 million in 2005. The Company recorded an increase in income taxes payable of $0.6 million as of February 3,
2007 with a corresponding decrease in retained earnings to correct these misstatements.
Represents the net understatement of net income for the indicated periods resulting from these misstatements.
Represents the net increase to retained earnings as of February 3, 2007 to record as a prior period adjustment.
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Note 2 (In Part): Detail of Certain Balance Sheet Accounts

Other non trade receivables
Landlord receivables
Vendor receivables
Income tax receivable
Insurance receivable
Other
Total non trade receivables

2007

2006

59
13,276
4,018
1,058
2,125
$20,536

$ 1,529
14,489
28
877
2,030
$18,953

$

Sale of Assets
2.40

WHOLE FOODS MARKET, INC. (SEP)
(In thousands)
Current assets
Cash and cash equivalents
Short-term investments—available-for-sale
securities
Restricted cash
Accounts receivable
Proceeds receivable for divestiture
Merchandise inventories
Prepaid expenses and other current assets
Deferred income taxes
Total current assets

2007

2006

—

$ 2,252

—
2,310
105,209
165,054
288,112
40,402
66,899
$667,986

193,847
60,065
82,137
—
203,727
33,804
48,149
$623,981

$

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Description of Business
Effective August 28, 2007, the Company completed the acquisition of Wild Oats Markets, Inc. (“Wild Oats”), a leading
natural and organic foods retailer in North America, in a cash
tender offer of $18.50 per share, or approximately $565 million plus the assumption of approximately $148 million in
existing debt. Wild Oats results of operations are included in
our Consolidated Statements of Operations for the period
beginning August 28, 2007 through September 30, 2007.
At the date of acquisition, Wild Oats had 109 stores in 23
states and British Columbia, Canada operating under four
banners: Wild Oats Marketplace nationwide, Henry’s Farmers Market (“Henry’s”) in Southern California, Sun Harvest in
Texas, and Capers Community Market (“Capers”) in British
Columbia. In connection with the acquisition of Wild Oats,
the Company separately entered into an agreement to sell
certain assets and liabilities related to all 35 Henry’s and Sun
Harvest stores and a related distribution center in Riverside,
CA to a wholly owned subsidiary of Smart & Final, Inc., a
Los Angeles-based food retailer. Subsequent to year-end,
the Company received proceeds totaling approximately $165
million for the net assets of those stores, consisting primarily of fixed assets, inventories and operating leases. This sale
was completed effective September 30, 2007. Of the remaining 74 Wild Oats and Capers banner stores the Company
acquired in the Wild Oats Markets transaction, the Company
has closed nine stores, including one that will re-open after

AICPA Accounting Trends & Techniques

153

an extended renovation period, and relocated two stores to
date, and currently intends to close an additional store, reopen the renovated location, and relocate an additional seven
stores to existing Whole Foods Market sites in development.
3 (In Part): Business Combination
Henry’s and Sun Harvest Divestiture
In connection with the acquisition of Wild Oats, the Company
separately entered into an agreement to sell certain assets
and liabilities, consisting primarily of fixed assets, inventories and operating leases, related to all 35 Henry’s and Sun
Harvest stores and a related distribution center in Riverside,
CA to a wholly owned subsidiary of Smart & Final, Inc., a
Los Angeles-based food retailer for approximately $165 million. This sale was completed effective September 30, 2007.
The proceeds receivable are included on the accompanying
Consolidated Balance Sheets under the caption “Proceeds
receivable for divestiture.” The Company received proceeds
totaling approximately $165 million on October 1, 2007. As
part of purchase accounting for the Wild Oats acquisition,
the Henry’s and Sun Harvest net assets were adjusted to fair
value and therefore no gain or loss was recognized related
to this divestiture. The results of operations for the divested
locations are not material and are therefore included in operating income on the accompanying Consolidated Statements
of Operations.
Summary Henry’s and Sun Harvest results of operations for
the period beginning August 28, 2007 and ending September 30, 2007 are as follows (in thousands):

Sales
Cost of goods sold and occupancy costs
Gross profit
Operating expenses
Income before income taxes

$40,357
29,354
11,003
8,304
$ 2,699

Transition Services Agreement
In connection with the sale of the Henry’s and Sun Harvest
stores, Whole Foods Market entered into a transition services
agreement with Smart & Final under which Whole Foods Market will continue to provide certain general and administrative
services for the 35 stores for up to two years. The transition
services agreement provides for payments to the Company
calculated for each service area as a certain percentage of
total monthly sales of the Henry’s and Sun Harvest locations,
initially totaling 1.75% of total monthly sales for all services
provided under the agreement. The Company currently anticipates that the revenue associated with the agreement will
be approximately equal to its incremental cost of providing
the support.
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RECEIVABLES SOLD OR COLLATERALIZED
2.46
2.41 Table 2-6 shows that 2007 annual reports of 127 survey companies disclosed either the sale of receivables or
the pledging of receivables as collateral. Of those 127 survey companies, ten disclosed a factoring agreement and 70
disclosed that the receivables were transferred to a specialpurpose entity.

2.42

SFAS No. 125, Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities, as
amended by SFAS No. 133 and as replaced by SFAS No. 140,
Accounting for Transfers and Servicing of Financial Assets
and Extinguishments of Liabilities, establishes criteria for determining whether a transfer of financial assets in exchange
for cash or other consideration should be accounted for as a
sale or as a pledge of collateral in a secured borrowing, SFAS
No. 140 revises the criteria for accounting for securitizations
and other transfers of financial assets and collateral, and requires certain disclosures. The Standard carries over most
of the provisions of SFAS No. 125 without reconsideration.
Additionally, SFAS No. 140 requires a debtor to:
(a) reclassify financial assets pledged as collateral
and report those assets in its statement of financial
position separately from other assets not so encumbered if the secured party has the right by contract or
custom to sell or repledge the collateral, and
(b) disclose assets pledged as collateral that have
not been reclassified and separately reported in the
statement of financial position.
Also, SFAS No. 140 requires a secured party to disclose information about collateral that it has accepted and is permitted
by contract or custom to sell or repledge. The required disclosure includes the fair value at the end of the period of that
collateral and the portion of that collateral that it has sold or
repledged, and information about the sources and uses of
that collateral.

2.43 Effective for fiscal years that begin after September 15, 2006, SFAS No. 156, Accounting for Servicing of
Financial Assets, amends SFAS No. 140 to require that all
separately recognized servicing assets and liabilities be initially measured at fair value. Further, SFAS No. 156 permits,
but does not require, the subsequent measurement of servicing assets and liabilities at fair value. Moreover, SFAS No. 156
requires additional disclosures and separate balance sheet
presentation of the carrying amounts of servicing assets and
liabilities that are subsequently measured at fair value.
2.44 Financial statement presentation and reporting of the
sale of receivables is set forth in paragraphs 13d and 13e of
SOP 01-6. In addition to requiring disclosure of the amount of
gains or losses on the sale of trade receivables, receivables
held for sale should be presented as a separate category
either in the balance sheet or in the notes to the financial
statements.
2.45

Examples of disclosures made in the reports of the
survey companies having sold or collateralized receivables
follow.
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TABLE 2-6: RECEIVABLES SOLD OR
COLLATERALIZED
2007

2006

2005

2004

23
7
37
49
116
11
127

22
4
43
47
116
11
127

15
8
31
72
126
8
134

20
10
40
58
128
11
139

No reference to receivables sold
or collateralized........................

473

473

466

461

Total Companies........................

600

600

600

600

Receivables sold
With recourse...........................
With limited recourse................
Without recourse......................
Recourse not discussed...........
Receivables used as collateral....

Receivables Sold With Recourse
2.47

BALL CORPORATION (DEC)
(In millions)
Current assets
Cash and cash equivalents
Receivables, net (Note 7)
Inventories, net
Deferred taxes and prepaid expenses
Total current assets

2007

2006

$ 151.6
582.7
998.1
110.5
$1,842.9

$ 151.5
579.5
935.4
94.9
$1,761.3

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
7 (In Part): Accounts Receivable

Trade accounts receivable, net
Business interruption insurance receivable
Other receivables

2007
$505.4
—
77.3
$582.7

2006
$422.2
35.9
121.4
$579.5

A receivables sales agreement provides for the ongoing, revolving sale of a designated pool of trade accounts receivable
of Ball’s North American packaging operations of up to $250
million. The agreement qualifies as off-balance sheet financing under the provisions of SFAS No. 140, as amended by
SFAS No. 156. Net funds received from the sale of the accounts receivable totaled $170 million and $201.3 million at
December 31, 2007 and 2006, respectively, and are reflected
as a reduction of accounts receivable in the consolidated
balance sheets. Fees incurred in connection with the sale of
accounts receivable, which are reported as part of selling,
general and administrative expenses, totaled $11.4 million in
2007, $9.7 million in 2006 and $7.7 million in 2005.
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2.48

Receivables Sold With Limited Recourse

THE SCOTTS MIRACLE-GRO COMPANY (SEP)

2.49

(In millions)
Current assets
Cash and cash equivalents
Accounts receivable, less allowances of
$11.4 in 2007 and $11.3 in 2006
Accounts receivable pledged
Inventories, net
Prepaid and other assets
Total current assets

2007

2006

$ 67.9

$ 48.1

248.3
149.5
405.9
127.7
$999.3

380.4
—
409.2
104.3
$942.0

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 10 (In Part): Debt
Master Accounts Receivable Purchase Agreement
On April 11, 2007, the Company entered into a Master Accounts Receivable Purchase Agreement (the “MARP Agreement”). The facility terminates on April 10, 2008, or such later
date as may be extended by mutual consent of the Company and lenders. The Company currently intends to request
an extension. The MARP Agreement provides for the discounted sale, on a revolving basis, of accounts receivable
generated by specified account debtors, with seasonally adjusted monthly aggregate limits ranging from $55 million to
$300 million. The MARP Agreement also provides for specified account debtor sublimit amounts, which provide limits
on the amount of receivables owed by individual account
debtors that can be sold.
The MARP Agreement provides that although the specified
receivables are sold, the purchaser has the right to require
the Company to repurchase uncollected receivables if certain events occur, including the breach of certain covenants,
warranties or representations made by the Company with
respect to such receivables. However, the purchaser does
not have the right to require the Company to repurchase any
uncollected receivables if nonpayment is due to the account
debtor’s financial inability to pay. Under certain specified conditions, the Company has the right to repurchase receivables
which have been sold pursuant to the MARP Agreement. The
purchase price paid by the purchaser reflects a discount on
the adjusted amount (primarily reflecting historical dilution
and potential trade credits) of the receivables purchased,
which effectively is equal to the 30-day LIBOR rate plus a
margin of .65% per annum. The Company continues to be
responsible for the servicing and administration of the receivables purchased.
The Company accounts for the sale of receivables under
the MARP Agreement as short-term debt and continues to
carry the receivables on its Consolidated Balance Sheet, in
accordance with SFAS 140, “Accounting for Transfers and
Servicing of Financial Assets and Extinguishments of Liabilities,” primarily as a result of the Company’s right to repurchase receivables sold. The caption “Accounts receivable
pledged under MARP Agreement” in the amount of $149.5
on the accompanying Consolidated Balance Sheet as of
September 30, 2007, represents the pool of receivables that
have been designated as “sold” and serve as collateral for
short-term debt in the amount of $64.4 million as of that date.
The Company was in compliance with the terms of all borrowing agreements at September 30, 2007.

AICPA Accounting Trends & Techniques

AGCO CORPORATION (DEC)
(In millions)
Current assets
Cash and cash equivalents
Accounts and notes receivable, net
Inventories, net
Deferred tax assets
Other current assets
Total current assets

2007

2006

$ 582.4
766.4
1,134.2
52.7
186.0
$2,721.7

$ 401.1
677.1
1,064.9
36.8
129.1
$2,309.0

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Accounts and Notes Receivable (In Part)
The Company transfers certain accounts receivable to various financial institutions primarily under its accounts receivable securitization facilities (Note 4). The Company records
such transfers as sales of accounts receivable when it is considered to have surrendered control of such receivables under the provisions of SFAS No. 140, “Accounting for Transfers
and Servicing of Financial Assets and Extinguishments of Liabilities, a Replacement of SFAS No. 125” (“SFAS No. 140”).
4. Accounts Receivable Securitization
At December 31, 2007 and 2006, the Company had accounts receivable securitization facilities in the United States,
Canada, and Europe totaling approximately $495.9 million
and $495.2 million, respectively. The United States and Canadian securitization facilities expire in April 2009 and the European facility expires in October 2011, but each is subject
to annual renewal. Outstanding funding under these facilities totaled approximately $446.3 million at December 31,
2007 and $429.6 million at December 31, 2006. The funded
balance has the effect of reducing accounts receivable and
short-term liabilities by the same amount. During 2007 and
2006, the Company did not fully utilize its securitization facility in the United States due to the Company’s efforts to
reduce dealer inventory levels, which resulted in a reduction
in wholesale accounts receivable available for sale.
Under these facilities, wholesale accounts receivable are
sold on a revolving basis to commercial paper conduits
through a wholly-owned special purpose U.S. subsidiary and
a qualifying special purpose entity (a “QSPE”) in the United
Kingdom. The Company has reviewed its accounting for its
securitization facilities and its wholly-owned special purpose
entity in the United States and its QSPE in the United Kingdom in accordance with SFAS No. 140 and FIN 46R. In the
United States, due to the fact that the receivables sold to
the commercial paper conduits are an insignificant portion of
the conduits’ total asset portfolios and such receivables are
not siloed, consolidation is not appropriate under FIN 46R,
as the Company does not absorb a majority of losses under
such transactions. In Europe, the commercial paper conduit
that purchases a majority of the receivables is deemed to
be the majority beneficial interest holder of the QSPE, and,
thus, consolidation by the Company is not appropriate under FIN 46R, as the Company does not absorb a majority
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of losses under such transactions. In addition, these facilities are accounted for as off-balance sheet transactions in
accordance with the provisions of SFAS No. 140.
Losses on sales of receivables primarily from securitization
facilities were $36.1 million in 2007, $29.9 million in 2006 and

United States
2007
2006
Unpaid balance of receivables sold at
December 31
Retained interest in receivables sold
Credit losses on receivables sold
Average liquidation period (months)
Discount rate

$311.9
$ 71.5
$ 2.0
3.1
5.8%

$266.6
$ 26.2
$ 2.0
3.1
5.7%

The Company continues to service the sold receivables and
maintains a retained interest in the receivables. No servicing asset or liability has been recorded as the estimated
fair value of the servicing of the receivables approximates
the servicing income. The retained interest in the receivables sold is included in the caption “Accounts and notes
receivable, net” in the accompanying Consolidated Balance
Sheets. The Company’s risk of loss under the securitization
facilities is limited to a portion of the unfunded balance of
receivables sold which is approximately 15% of the funded
amount. The Company maintains reserves for the portion
of the residual interest it estimates is uncollectible. At December 31, 2007 and 2006, approximately $0.0 million and
$0.5 million, respectively, of the unpaid balance of receivables sold was past due 60 days or more. At December 31,
2007 and 2006, the fair value of the retained interest was
approximately $108.8 million and $59.3 million, respectively,
compared to the carrying amount of $110.5 million and $60.4
million, respectively, and was based on the present value of
the receivables calculated in a method consistent with the
losses on sales of receivables discussed above. Assuming
a 10% and 20% increase in the average liquidation period,
the fair value of the residual interest would decline by $0.2
million and $0.4 million, respectively. Assuming a 10% and
20% increase in the discount rate, the fair value of the residual interest would decline by $0.2 million and $0.4 million, respectively. For 2007, the Company received approximately
$1,393.8 million from sales of receivables and $4.6 million
from servicing fees. For 2006, the Company received approximately $1,162.4 million from sales of receivables and
$5.2 million from servicing fees. For 2005, the Company received $1,272.4 million from sales of receivables and $6.4
million from servicing fees.
In May 2005, the Company completed an agreement to
permit transferring, on an ongoing basis, the majority of its
wholesale interest-bearing receivables in North America to
AGCO Finance LLC and AGCO Finance Canada, Ltd., its
United States and Canadian retail finance joint ventures. The
Company has a 49% ownership interest in these joint ventures. The transfer of the receivables is without recourse
to the Company, and the Company continues to service
the receivables. The Company does not maintain any direct
retained interest in the receivables. No servicing asset or
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$22.4 million in 2005, and are included in “other expense,
net” in the Company’s Consolidated Statements of Operations. The losses are determined by calculating the estimated present value of receivables sold compared to their
carrying amount. The present value is based on historical
collection experience and a discount rate representing the
spread over LIBOR as prescribed under the terms of the
agreements. Other information related to these facilities and
assumptions used in loss calculations are summarized below
(dollar amounts in millions):
Canada
2007
2006
$81.9
$21.9
$ 0.5
3.1
5.2%

$80.6
$20.6
$ 1.3
3.1
4.7%

Europe
2007
2006
$163.0
$ 17.1
$ —
2.3
4.5%

Total
2007

$142.8
$ 13.6
$ —
2.5
3.4%

$556.8
$110.5
$ 2.5

2006
$490.0
$ 60.4
$ 3.3

liability has been recorded since the estimated fair value of
the servicing of the receivables approximates servicing income. The initial transfer of the wholesale interest-bearing
receivables resulted in net proceeds of approximately $94
million, which were used to redeem the Company’s $250 million 91/2 % senior notes (Note 7). As of December 31, 2007
and 2006, the balance of interest-bearing receivables transferred to AGCO Finance LLC and AGCO Finance Canada,
Ltd. under this agreement was approximately $73.3 million
and $124.1 million, respectively.

Receivables Sold Without Recourse
2.50

PEABODY ENERGY CORPORATION (DEC)
(Dollars in thousands)
Current assets
Cash and cash equivalents
Accounts receivable, net of allowance for
doubtful accounts of $11,888 and $10,893
at December 31, 2007 and 2006,
respectively
Inventories
Assets from coal trading activities
Deferred income taxes
Other current assets
Current assets of discontinued operations
Total current assets

2007

2006

45,279

$ 326,511

257,950
268,862
966,548
98,633
215,928
74,093
$1,927,293

320,822
202,909
150,373
77,562
109,859
108,522
$1,296,558

$
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7) Accounts Receivable Securitization

Note 6. Accounts Receivable Securitization Program

The Company has established an accounts receivable securitization program through its wholly-owned, bankruptcyremote subsidiary (Seller). Under the program, the Company
contributes undivided interests in a pool of eligible trade receivables to the Seller, which then sells, without recourse, to
a multi-seller, asset-backed commercial paper conduit (Conduit). Purchases by the Conduit are financed with the sale of
highly rated commercial paper. The Company utilizes proceeds from the sale of its accounts receivable as an alternative to other forms of debt, effectively reducing its overall
borrowing costs. The funding cost of the securitization program was $11.2 million, $1.9 million and $2.5 million for the
years ended December 31, 2007, 2006 and 2005, respectively. The securitization program is scheduled to expire in
September 2009.
The securitization transactions have been recorded as
sales, with those accounts receivable sold to the Conduit
removed from the consolidated balance sheets. The amount
of undivided interests in accounts receivable sold to the Conduit was $275.0 million and $219.2 million as of December 31, 2007 and 2006, respectively.
The Seller is a separate legal entity whose assets are available first and foremost to satisfy the claims of its creditors. Eligible receivables, as defined in the securitization agreement,
consist of trade receivables from most of the Company’s U.S.
subsidiaries, and are reduced for certain items such as past
due balances and concentration limits. Of the eligible pool
of receivables contributed to the Seller, undivided interests
in only a portion of the pool are sold to the Conduit. The
Company (the Seller) continues to own $186.5 million of receivables as of December 31, 2007, that represents collateral
supporting the securitization program. The Seller’s interest in
these receivables is subordinate to the Conduit’s interest in
the event of default under the securitization agreement. If the
Company defaulted under the securitization agreement or if
its pool of eligible trade receivables decreased significantly,
the Company could be prohibited from selling any additional
receivables in the future under the agreement.

In December 2001, the Company and a group of its U.S. subsidiaries entered into an accounts receivable securitization
program with a bank and an issuer of commercial paper administered by the bank. The program had an expiration date
of December 31, 2004, which was extended on that date
for an additional three years. On December 7, 2007, those
parties, together with an additional bank and an additional
issuer of commercial paper, entered into new agreements
amending and extending the program. The program is now
scheduled to terminate on December 2, 2012. The amendments increased the maximum purchase limit for receivables
interests from $125.0 million to $135.0 million.
Under this receivables program, the Company’s two primary operating subsidiaries, Cryovac, Inc. and Sealed Air
Corporation (US), sell all of their eligible U.S. accounts receivable to Sealed Air Funding Corporation, an indirectly whollyowned subsidiary of the Company that was formed for the
sole purpose of entering into the receivables program. Sealed
Air Funding in turn may sell undivided ownership interests
in these receivables to the issuers of commercial paper or
to one of the banks, subject to specified conditions, up to a
maximum of $135.0 million of receivables interests outstanding from time to time.
Sealed Air Funding retains the receivables it purchases
from the operating subsidiaries, except those as to which
it sells receivables interests to the purchasers under the program. The Company has structured the sales of accounts
receivable by the operating subsidiaries to Sealed Air Funding and the sales of receivables interests from Sealed Air
Funding to the purchasers as “true sales” under applicable
laws. The assets of Sealed Air Funding are not available to
pay any creditors of the Company or of the Company’s other
subsidiaries or affiliates. The Company accounts for these
transactions as sales of receivables under the provisions of
SFAS No. 140, “Accounting for Transfers and Servicing of
Financial Assets and Extinguishment of Liabilities.”
To secure the performance of their obligations under the
receivables program, Sealed Air Funding and the operating
subsidiaries granted a first priority security interest to the
bank that is acting as administrative agent under the program
in accounts receivable owned by them, proceeds and collections of those receivables and other collateral. The banks
and issuers of commercial paper under the program have
no recourse to the Company’s, the operating subsidiaries’
or Sealed Air Funding’s other assets for any losses resulting
from the financial inability of customers to pay amounts due
on the receivables when they become due. As long as a termination event with respect to the receivables program has
not occurred, the operating subsidiaries service, administer
and collect the receivables under the receivables program as
agents on behalf of Sealed Air Funding, the banks and the
issuers of commercial paper.
Prior to a termination event under the receivables program,
Sealed Air Funding uses collections of receivables not otherwise required to be paid to the banks or the issuers of
commercial paper to purchase new eligible receivables from
the operating subsidiaries. The Company has undertaken to
cause the operating subsidiaries to perform their obligations
under the receivables program.

2.51

SEALED AIR CORPORATION (DEC)
(In millions)
Current assets
Cash and cash equivalents
Short-term investments—available-for-sale
securities
Receivables, net of allowance for doubtful
accounts of $16.2 in 2007 and $17.5 in 2006
Inventories
Prepaid expenses and other current assets
Deferred tax assets
Total current assets

AICPA Accounting Trends & Techniques

2007

2006

$ 430.3

$ 373.1

—

33.9

789.8
581.7
21.9
112.4
$1,936.1

721.3
509.4
18.2
100.8
$1,756.7
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The receivables program contains financial covenants relating to interest coverage and debt leverage. The Company
was in compliance with these ratios at December 31, 2007.
Under limited circumstances, the banks and the issuers
of commercial paper can terminate purchases of receivables
interests prior to the above dates. A downgrade of the Company’s long-term senior unsecured debt to BB- or below
by Standard & Poor’s Rating Services or Ba3 or below by
Moody’s Investors Service, Inc., or failure to comply with interest coverage and debt leverage ratios could result in termination of the receivables program.
Sealed Air Funding did not sell any receivables interests
under the receivables program during 2007 or 2006, so the
Company did not remove any related amounts from the consolidated assets reflected on the Company’s consolidated
balance sheet at December 31, 2007 and 2006.
At December 31, 2006 the receivables program provided
for a program fee of 0.375% per annum on the greater of the
unpaid amount of the receivables interests sold by Sealed Air
Funding and 50% of the then $125.0 million purchase limit
under the program. The receivables program also provided
for a commitment fee of 0.20% per annum on the lesser of the
unused portion of the program and 50% of the purchase limit
under the program. At December 31, 2007, the receivables
program provided for grid pricing based on usage in which
the program fee could range from 0.375% to 0.450% and the
commitment fee could range from 0.150% to 0.250%, with
all fees based on the current $135.0 million purchase limit
under the program.
The costs associated with the receivables program are reflected in other income, net, in the Company’s consolidated
statements of operations for the three years ended December 31, 2007. These costs primarily relate to program and
commitment fees and other associated costs, which were
$0.4 million for 2007, $0.3 million for 2006 and $0.4 million
for 2005. There were no costs related to the loss on the sale of
receivables interests in 2007 or 2006 since the Company did
not sell any receivables interests during those years. Such
costs were immaterial in 2005.

Company’s domestic and Canadian subsidiaries. Borrowings
under the Agreement bear interest at a variable rate determined based upon the level of availability under the Agreement. The variable interest rate on borrowings is based on
the LIBOR rate or the base rate, as defined. Furthermore,
there is a fee payable on the unused amount of the facility.
Certain covenants would be triggered if availability were to
fall below specified levels, including fixed charge coverage
requirements. In addition, if availability falls below $25.0 million and the fixed charge coverage ratio is less than 1.0 to 1,
the Company would be in default. The Agreement also contains certain other covenants and restrictions, with which the
Company was in compliance as of February 2, 2008.
On July 23, 2007, the Company and certain of its subsidiaries entered into the third amendment to the Agreement.
This amendment modified the Agreement by, among other
things:
• reducing the commitment fees paid on the unused portion of the facility,
• enhancing credit given for the inventory component in
the calculation of the loan parties’ borrowing base,
• increasing flexibility concerning Indebtedness and
Guarantees of Indebtedness, and
• providing additional flexibility regarding Investments
and Restricted Payments.
At February 2, 2008, the Company had $15.0 million of borrowings outstanding and $9.6 million in letters of credit outstanding under the Agreement. Total additional borrowing
availability was $325.4 million at the end of 2007.
The maximum amount of borrowings under the Agreement
at the end of any month was $28.0 million in 2007 and $66.0
million in 2006. The average daily borrowings during the year
were $4.5 million in 2007 and $37.2 million in 2006. The
weighted-average interest rates approximated 7.9% in 2007
and 6.2% in 2006.

ALLOWANCE FOR DOUBTFUL ACCOUNTS

Receivables Used as Collateral
2.52

BROWN SHOE COMPANY (JAN)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
10 (In Part): Long-Term and Short-Term Financing
Arrangements
Credit Agreement
The Company has a secured $350.0 million Amended and
Restated Credit Agreement (the “Agreement”), which became effective July 21, 2004 and expires on July 21, 2009.
The Agreement provides for a maximum line of credit of
$350.0 million, subject to calculated borrowing base restrictions. Borrowing availability under the Agreement is based
upon the sum of eligible accounts receivable and inventory,
less outstanding borrowings, letters of credit and applicable reserves. The Company’s obligations are secured by accounts receivable and inventory of the Company and the

ATT-SEC 2.52

2.53 Table 2-7 summarizes the captions used by the survey
companies to describe an allowance for doubtful accounts.
Accounting Principles Board (APB) Opinion No. 12, Omnibus
Opinion—1967, states that such allowances should be deducted from the related receivables and appropriately disclosed.
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2.60 Table 2-10 shows, by industry classification, the number of companies using LIFO and the percentage relationship
of those companies using LIFO to the total number of companies in a particular industry classification in the current year.

2.54
TABLE 2-7: DOUBTFUL ACCOUNT CAPTIONS

Receivables shown net........................
No reference to doubtful accounts.......

2007
340
126
20
13
12
7
6
524
27
49

2006
333
132
26
12
13
5
10
531
26
43

2005
325
141
25
13
13
4
4
525
23
52

2004
317
155
17
14
16
4
11
534
21
45

Total Companies................................

600

600

600

600

Allowance for doubtful accounts..........
Allowance.............................................
Allowance for uncollectible accounts...
Reserve................................................
Allowance for losses............................
Reserve for doubtful accounts.............
Other caption titles...............................

2.61 Each year, companies are selected from the latest
Fortune 1000 listing to replace those companies that were
deleted from the survey (see the Appendix of 600 Companies for a comprehensive listing of the 600 companies as
well as those that were added and removed in this edition).
Companies are deleted from the survey when they have either been acquired, become privately held (and are, therefore, no longer registered with the SEC), failed to timely issue
a report, or ceased operations. The decrease in the number
of survey companies using LIFO was caused in part by the
fact that more companies deleted from the survey used LIFO
than those companies selected as replacements. Three survey companies changed from the LIFO method to another
method of determining inventory cost.
2.62 Examples of presentations and disclosures for inventories follow.

INVENTORIES

2.63
TABLE 2-8: INVENTORY CAPTIONS

2.55

Accounting Research Bulletin (ARB) No. 43, Chapter 4, Inventory Pricing, states that the “primary basis of accounting for inventories is cost . . .” but “a departure from
the cost basis of pricing the inventory is required when the
utility of the goods is no longer as great as its cost . . .” Approximately 80% of the survey companies use lower of cost
or market, an acceptable basis for pricing inventories when
circumstances require a departure from cost, to price all or a
portion of their inventories.

2.56 Table 2-8 shows the captions frequently used to identify the nature of inventory items owned by the survey companies. 109 survey companies either had no inventory items
or did not disclose details as to the nature of inventory items.

Finished goods.....................................
Finished goods and work in process ...
Work in process ...................................
Work in process and raw materials .....
Raw materials ......................................
Raw materials and supplies/parts........
Supplies and/or materials ....................

Number of Companies
2007 2006 2005 2004
337
345
349
354
27
29
28
28
270
270
272
264
39
37
43
47
208
206
216
212
92
100
93
105
100
97
99
91

2.64

2.57 Table 2-9 summarizes the methods used by the survey
companies to determine inventory costs and indicates the
portion of inventory cost determined by LIFO. As indicated
in Table 2-9, it is not uncommon for a company to use more
than one method in determining the total cost of inventory.
Methods of inventory cost determination classified as Other
in Table 2-9 include specific identification and accumulated
costs for contracts in process.

2.58 A number of survey companies made supplemental disclosures concerning inventories, including information
about items such as valuation accounts, obsolescence, and
the effects of using LIFO. 18 survey companies disclosed
that certain LIFO inventory layers were reduced which increased net income due to the matching of older, lower historical costs with current sales dollars. 10 survey companies
disclosed the effect of income from using LIFO rather than
FIFO or average cost to determine inventory cost.

TABLE 2-9: INVENTORY COST DETERMINATION
Number of Companies
2007 2006 2005 2004
Methods
First-in first-out (FIFO) .........................
Last-in first-out (LIFO)..........................
Average cost ........................................
Other ....................................................

391
213
155
24

385
228
159
30

385
229
155
30

386
239
169
27

Use of LIFO
All inventories.......................................
50% or more of inventories..................
Less than 50% of inventories...............
Not determinable..................................
Companies Using LIFO.................

14
91
88
20
213

11
109
88
20
228

16
113
76
24
229

20
108
85
26
239

2.59

Valuation accounts are used to adjust an inventory
cost. 210 survey companies disclosed that they have inventory valuation accounts. 141 companies disclosed that a valuation account was used to reduce inventories to a LIFO basis. 83 survey companies disclosed that a valuation account
was used for inventory obsolescence.
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First-In First-Out
2.65

2.66

TABLE 2-10: INDUSTRY CLASSIFICATION
OF COMPANIES USING LIFO

Advertising, marketing...................................
Aerospace......................................................
Apparel...........................................................
Beverages......................................................
Building materials, glass................................
Chemicals......................................................
Computer peripherals....................................
Computer software........................................
Computers, office equipment ........................
Diversified outsourcing services....................
Electronics, electrical equipment...................
Engineering, construction..............................
Entertainment.................................................
Food...............................................................
Food and drug stores.....................................
Food services.................................................
Forest and paper products............................
Furniture.........................................................
General merchandisers.................................
Health care.....................................................
Homebuilders.................................................
Hotels, casinos, resorts.................................
Household and personal products.................
Industrial and farm equipment.......................
Information technology services....................
Mail, package and freight delivery.................
Medical products and equipment..................
Metal products...............................................
Metals.............................................................
Mining, crude-oil production..........................
Miscellaneous................................................
Motor vehicles and parts ...............................
Network communications..............................
Packaging, containers...................................
Petroleum refining..........................................
Pharmaceuticals............................................
Publishing, printing ........................................
Rubber and plastic products..........................
Scientific, photographic, and control
equipment...................................................
Semiconductors.............................................
Soaps, cosmetics...........................................
Specialty retailers ..........................................
Telecommunications......................................
Temporary help..............................................
Textiles...........................................................
Tobacco.........................................................
Toys, sporting goods.....................................
Transportation equipment..............................
Trucking, truck leasing...................................
Waste management.......................................
Wholesalers...................................................
Total Companies..........................................
(1)

GOLDEN ENTERPRISES, INC. (MAY)

2007
No. %(1)
—
—
5
29
5
36
4
40
5
63
20
69
—
—
—
—
1
10
—
—
12
31
2
17
—
—
8
33
12
86
—
—
9
69
7
78
7
64
1
9
—
—
—
—
5
63
22
59
—
—
—
—
4
33
9
69
11
79
2
14
—
—
7
44
—
—
5
56
11
85
3
30
9
50
3
60

2006
No. %(1)
—
—
5
29
6
46
4
40
5
63
22
76
—
—
—
—
1
11
1
8
12
29
2
15
—
—
9
35
11
85
—
—
11
79
7
78
8
73
—
—
—
—
—
—
4
50
23
59
—
—
—
—
4
33
10
77
13
76
2
15
—
—
8
53
—
—
6
75
11
92
4
40
10
53
4
80

4
—
2
4
—
—
2
3
—
2
—
—
7

21
—
33
20
—
—
50
60
—
50
—
—
50

4
—
2
4
—
—
2
3
—
2
—
—
8

22
—
33
24
—
—
50
60
—
50
—
—
53

213

36

228

38

This represents the percentage of survey companies that use
LIFO in a particular industry classification. For example, 2007
data shows that 5 companies in the Aerospace industry use
LIFO. Those 5 companies represent 29% of the total number of
Aerospace companies surveyed.
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2007
Current assets
Cash and cash equivalents
Receivables:
Trade accounts
Other
Less: Allowance for doubtful accounts
Notes receivable, current
Inventories:
Raw materials
Finished goods
Prepaid expenses
Deferred income taxes
Total current assets

$

706,852

2006
$

321,627

8,559,984
11,358
8,571,342
112,915
8,458,427
58,126
8,516,553

8,477,457
19,321
8,496,778
133,422
8,363,356
53,672
8,417,028

1,340,389
3,035,285
4,375,674
1,622,900
583,179
$15,805,158

1,425,605
2,850,466
4,276,071
1,608,459
669,976
$15,293,161

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Inventories
Inventories are stated at the lower of cost or market. Cost is
computed on the first-in, first-out method.

2.67

JOY GLOBAL INC. (OCT)
(In thousands)
Current assets
Cash and cash equivalents
Accounts receivable, net
Inventories
Other current assets
Total current assets

2007

2006

$ 173,248
560,242
727,360
76,945
$1,537,795

$ 101,254
431,430
639,934
55,257
$1,227,875
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The major components of inventories at December 31 were
as follows:

2 (In Part): Significant Accounting Policies
Inventories
Our inventories are carried at the lower of cost or net realizable value using the first-in, first-out (“FIFO”) method for
all inventories. We evaluate the need to record adjustments
for inventory on a regular basis. Our policy is to evaluate all
inventories including raw material, work-in-process, finished
goods, and spare parts. Inventory in excess of our estimated
usage requirements is written down to its estimated net realizable value. Inherent in the estimates of net realizable value
are estimates related to our future manufacturing schedules,
customer demand, possible alternative uses and ultimate realization of potentially excess inventory.
7. Inventories
Consolidated inventories consisted of the following:
(In thousands)
Finished goods
Work-in-process and purchased parts
Raw materials

Note 8. Inventories

2007
$508,045
151,642
67,673
$727,360

2006
$358,785
207,660
73,489
$639,934

(In millions)
Leaf tobacco
Other raw materials
Work in process
Finished products
Other
Total
Less LIFO allowance

2007
$ 967
45
48
163
24
1,247
51
$1,196

2006
$ 938
44
54
156
26
1,218
63
$1,155

Inventories valued under the LIFO method were $889 million
and $888 million at December 31, 2007 and 2006, respectively, net of the LIFO allowance. The LIFO allowance reflects
the excess of the current cost of LIFO inventories at December 31, 2007 and 2006, over the amount at which these
inventories were carried on the consolidated balance sheets.
RAI recorded income of $12 million and expense of $2 million
and $7 million from LIFO inventory liquidations during 2007,
2006 and 2005, respectively.

2.69

Last-In First-Out

VULCAN MATERIALS COMPANY (DEC)

2.68

(Amounts in thousands)
Current assets
Cash and cash equivalents
Medium-term investments
Accounts and notes
receivable
Customers, less allowance
for doubtful accounts:
2007—$6,105;
2006—$3,355;
2005—$4,277
Other
Inventories
Deferred income taxes
Prepaid expenses
Assets held for sale
Total current assets

REYNOLDS AMERICAN INC. (DEC)
(In millions)
Current assets
Cash and cash equivalents
Short-term investments
Accounts and other receivables, net of
allowance (2007—$1; 2006—$4)
Accounts receivable, related party
Inventories
Deferred income taxes, net
Assets held for sale
Prepaid expenses
Total current assets

2007

2006

$2,215
377

$1,433
1,293

99
80
1,196
845
4
176
$4,992

107
62
1,155
793
—
92
$4,935

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

2007

2006

2005

34,888
—

$ 55,230
—

$ 275,138
175,140

383,029
38,832
356,318
44,210
40,177
259,775
$1,157,229

344,114
47,346
243,537
25,579
15,388
—
$731,194

329,299
147,071
197,752
23,046
17,138
—
$1,164,584

$

Note 1 (In Part): Summary of Significant Accounting Policies
Inventories
Inventories are stated at the lower of cost or market. The cost
of tobacco inventories is determined principally under the
last-in, first-out, or LIFO, method and is calculated at the end
of each year. The cost of work in process and finished goods
includes materials, direct labor, variable costs and overhead,
and full absorption of fixed manufacturing overhead. Stocks
of tobacco, which have an operating cycle that exceeds 12
months due to curing requirements, are classified as current
assets, consistent with recognized industry practice.

AICPA Accounting Trends & Techniques
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

$9,579,000 ($0.10 per share effect) in 2006 and an increase
of $5,712,000 ($0.05 per share effect) in 2005.

Note 1 (In Part): Summary of Significant Accounting Policies
Inventories
Inventories and supplies are stated at the lower of cost or
market. We use the last-in, first-out (LIFO) method of valuation for most of our inventories because it results in a better
matching of costs with revenues. Such costs include fuel,
parts and supplies, raw materials, direct labor and production overhead. An actual valuation of inventory under the LIFO
method can be made only at the end of each year based
on the inventory levels and costs at that time. Accordingly,
interim LIFO calculations are based on our estimates of expected year-end inventory levels and costs and are subject
to the final year-end LIFO inventory valuation. Substantially
all operating supplies inventory is carried at average cost.
Note 3. Inventories
Inventories at December 31 are as follows (in thousands of
dollars):

2.70

WINNEBAGO INDUSTRIES, INC. (AUG)
(In thousands)
Current assets
Cash and cash equivalents
Short-term investments
Receivables, less allowance for doubtful
accounts ($133 and $164, respectively)
Inventories
Prepaid expenses and other assets
Deferred income taxes
Total current assets

2007

2006

$ 6,889
102,650

$ 24,934
129,950

30,285
101,208
3,981
12,687
$257,700

20,859
77,081
5,269
9,067
$267,160

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Finished products
Raw materials
Products in process
Operating supplies and other
Total inventories

2007
$286,591
28,330
4,115
37,282
$356,318

2006
$214,508
9,967
1,619
17,443
$243,537

2005
$170,539
9,602
1,589
16,022
$197,752

The acquisition of Florida Rock accounted for $80,255,000
of the increase in inventory during 2007. In addition to the
amounts presented in the table above, as of December 31,
2007, inventories of $11,595,000 were classified as assets
held for sale.
Including amounts classified as held for sale, inventories valued under the LIFO method totaled $269,458,000,
$181,851,000 and $146,830,000 at December 31, 2007,
2006 and 2005, respectively. During 2007 and 2005, reductions in LIFO inventory layers resulted in liquidations of LIFO
inventory layers carried at lower costs prevailing in prior years
as compared with the cost of current-year purchases. The effect of the LIFO liquidation on 2007 results was to decrease
cost of goods sold by $85,000; increase earnings from continuing operations by $52,000 ($0.00 per share effect); and
increase net earnings by $52,000 ($0.00 per share effect).
The effect of the LIFO liquidation on 2005 results was to decrease cost of goods sold by $706,000; increase earnings
from continuing operations by $436,000 ($0.00 per share effect); and increase net earnings by $436,000 ($0.00 per share
effect).
Estimated current cost exceeded LIFO cost at December 31, 2007, 2006 and 2005 by $85,067,000, $57,979,000
and $44,315,000, respectively. We use the LIFO method of
valuation for most of our inventories as it results in a better
matching of costs with revenues. We provide supplemental
income disclosures to facilitate comparisons with companies
not on LIFO. The supplemental income calculation is derived
by tax-effecting the historic change in the LIFO reserve for the
periods presented. If all inventories valued at LIFO cost had
been valued under the methods (substantially average cost)
used prior to the adoption of the LIFO method, the approximate effect on net earnings would have been an increase of
$15,518,000 ($0.16 per share effect) in 2007, an increase of
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Note 1 (In Part): Significant Accounting Policies
Inventories
Inventories are valued at the lower of cost or market, with
cost being determined principally by using the last-in, firstout (LIFO) method and market defined as net realizable value.
We have not recognized any charges in Fiscal 2007 or 2006
related to idle capacity due to the fact that we believe our
current production levels to be within the range of normal
capacity of our production facilities.
Note 3. Inventories
Inventories consist of the following:
(In thousands)
Finished goods
Work-in-process
Raw materials
LIFO reserve

2007
$ 45,489
41,417
47,007
133,913
(32,705)
$101,208

2006
$ 33,420
35,166
40,080
108,666
(31,585
$ 77,081

The above value of inventories, before reduction for the LIFO
reserve, approximates replacement cost at the respective
dates. During Fiscal 2006, inventory quantities were reduced.
This reduction resulted in a liquidation of LIFO inventory values, the effect of which decreased cost of goods sold by $4.0
million and increased net income by $2.6 million or $0.08 per
share.
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Average Cost
2.71

CHESAPEAKE CORPORATION (DEC)
(In millions)
Current assets
Cash and cash equivalents
Accounts receivable (less allowance of $3.6
and $3.9)
Inventories
Prepaid expenses and other current assets
Income taxes receivable
Total current assets

2007

2006

$ 10.0

$ 7.8

163.6
121.4
29.9
6.3
$331.2

146.7
109.4
20.4
2.6
$286.9

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Inventories
Inventories are valued at the lower of cost or market, determined principally by the average cost method. Unless
specific circumstances warrant different treatment, the cost
bases of inventories six to twelve months old are reduced 50
percent while the cost bases of inventories older than twelve
months are reduced to zero.
6. Inventories

9. Inventoried Costs, Net
Inventoried costs were composed of the following:
(In millions)
Production costs of contracts in process
General and administrative expenses
Progress payments received

Year-end inventories consist of:
(In millions)
Finished goods
Work-in-process
Materials and supplies
Total

sent accumulated contract costs less the portion of such
costs allocated to delivered items. Accumulated contract
costs include direct production costs, factory and engineering overhead, production tooling costs, and, for government
contracts, allowable general and administrative expenses.
The ratio of inventoried general and administrative expenses
to total inventoried costs is estimated to be the same as the
ratio of total general and administrative expenses incurred
to total contract costs incurred. According to the provisions
of U.S. Government contracts, the customer asserts title to,
or a security interest in, inventories related to such contracts
as a result of contract advances, performance-based payments, and progress payments. General corporate expenses
and IR&D allocable to commercial contracts are expensed as
incurred. In accordance with industry practice, inventoried
costs are classified as a current asset and include amounts
related to contracts having production cycles longer than one
year. Product inventory primarily consists of raw materials
and is stated at the lower of cost or market, generally using
the average cost method.

2007
$ 70.4
17.1
33.9
$121.4

2006
$ 59.5
21.3
28.6
$109.4

Product inventory
Total inventoried costs, net

2007
$ 1,910
172
2,082
(1,348)
734
311
$ 1,045

2006
$ 1,951
184
2,135
(1,226)
909
267
$ 1,176

Accumulated Cost
2.72

NORTHROP GRUMMAN CORPORATION (DEC)
(In millions)
Current assets
Cash and cash equivalents
Accounts receivable, net
Inventoried costs, net
Deferred income taxes
Prepaid expenses and other current assets
Total current assets

2007

2006

$ 963
3,813
1,045
542
409
$6,772

$1,015
3,562
1,176
706
266
$6,725

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Inventoried Costs
Inventoried costs primarily relate to work in process under
fixed-price, units-of-delivery contracts. These costs repre-
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PREPAID EXPENSES
2.73 Table 2-11 summarizes the number of survey companies disclosing, either on the balance sheet or in the notes to
financial statements, an amount for prepaid expenses. Rarely
is the nature of prepaid expenses disclosed. Examples of
items identified as prepaid expenses follow.

2.74
TABLE 2-11: PREPAID EXPENSES

Prepaid expenses.................................
Prepaid expenses and other current
assets................................................
Prepaid expenses and deferred
taxes..................................................
Prepaid expenses and advances.........
Prepaid expenses and other
receivables........................................
Employee benefits................................
Advertising costs..................................
Other captions indicating prepaid
expenses...........................................

Number of Companies
2007 2006 2005 2004
86
94
100
97
240

236

223

217

7
6

8
7

11
10

14
7

2
4
27

2
9
20

2
5
18

3
6
17

18

12

9

9

2.75

ADMINISTAFF, INC. (DEC)
(In thousands)
Current assets
Cash and cash equivalents
Restricted cash
Marketable securities
Accounts receivable:
Trade, net
Unbilled
Other
Prepaid insurance
Other current assets
Income taxes receivable
Deferred income taxes
Total current assets

2007

2006

$135,793
35,318
74,880

$148,416
37,405
85,617

3,299
125,318
6,217
22,395
6,273
3,918
—
$413,411

8,157
112,432
2,134
10,660
4,573
3,193
2,492
$415,079

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Accounting Policies
Health Insurance Costs
The Company provides group health insurance coverage to
its worksite employees through a national network of carriers including UnitedHealthcare (“United”), Cigna Healthcare,
PacifiCare, Kaiser Permanente, Blue Cross and Blue Shield
of Georgia, Blue Shield of California, Hawaii Medical Service
Association and Tufts, all of which provide fully insured policies or service contracts.

ATT-SEC 2.73

The policy with United, which was first obtained in January
2002, provides the majority of the Company’s health insurance coverage. As a result of certain contractual terms, the
Company has accounted for this plan since its inception using a partially self-funded insurance accounting model. Accordingly, Administaff records the costs of the United Plan,
including an estimate of the incurred claims, taxes and administrative fees (collectively the “Plan Costs”) as benefits
expense in the Consolidated Statements of Operations. The
estimated incurred claims are based upon: (i) the level of
claims processed during the quarter; (ii) recent claim development patterns under the plan, to estimate a completion
rate; and (iii) the number of participants in the plan. Each
reporting period, changes in the estimated ultimate costs resulting from claim trends, plan design and migration, participant demographics and other factors are incorporated into
the benefits costs.
Additionally, since the plan’s inception in January 2002, under the terms of the contract, United establishes cash funding rates 90 days in advance of the beginning of a reporting
quarter. If the Plan Costs for a reporting quarter are greater
than the cash funded to United, a deficit in the plan would be
incurred and we would accrue a liability for the excess costs
on our Consolidated Balance Sheet. On the other hand, if the
Plan Costs for the reporting quarter are less than the cash
funded to United, a surplus in the plan would be incurred and
we would record an asset for the excess premiums on our
Consolidated Balance Sheet. The terms of the arrangement
require us to maintain an accumulated cash surplus in the
plan of $9.0 million, which is reported as long-term prepaid
insurance. In April 2007, Administaff and United entered into
a new three-year arrangement, which reduced the required
accumulated cash surplus in the plan from $11.0 million to
$9.0 million and included a $3.3 million administrative fee
credit, which was recorded as a reduction of benefits costs
in the second quarter of 2007. As of December 31, 2007,
Plan Costs were less than the net cash funded to United by
$23.9 million. As this amount is in excess of the agreed-upon
$9.0 million surplus maintenance level, the $14.9 million balance is included in prepaid insurance, a current asset, on our
Consolidated Balance Sheet.

2.76

FRED’S INC. (JAN)
(In thousands)
Current assets
Cash and cash equivalents
Inventories
Receivables, less allowance for doubtful
accounts of $879 and $719, respectively
Other non trade receivables
Prepaid expenses and other current assets
Total current assets

2008

2007

$ 10,266
320,268

$ 2,475
304,969

30,972
20,536
11,792
$393,834

29,097
18,953
12,224
$367,718
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 2 (In Part): Detail of Certain Balance Sheet Accounts
2008
Prepaid expenses and other current assets
Prepaid advertising
Prepaid insurance
Prepaid rent
Supplies
Other
Total prepaid expenses and other current
assets

$

2007

701
1,630
4,424
3,866
1,171

$

$11,792

964
1,451
4,458
4,134
1,217

$12,224

OTHER CURRENT ASSETS
2.77

Table 2-12 summarizes the nature of accounts (other
than cash, marketable securities, inventories, and prepaid
expenses) appearing in the current asset section of the balance sheets of the survey companies. Examples of such
other current asset captions follow.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
A (In Part): Summary of Significant Accounting Policies
Income Taxes (In Part)
Deferred tax liabilities and assets are recognized for the expected future tax consequences of events that have been
included in the financial statements or tax returns. Deferred
tax liabilities and assets are determined based on the difference between the tax basis of assets and liabilities and their
reported amounts using enacted tax rates in effect for the
year in which the differences are expected to reverse. Tax
credits are generally recognized as reductions of income tax
provisions in the year in which the credits arise. The measurement of deferred tax assets is reduced by a valuation
allowance if, based upon available evidence, it is more likely
than not that some or all of the deferred tax assets will not
be realized.
We do not provide for a U.S. income tax liability on undistributed earnings of our foreign subsidiaries. The earnings of
non-U.S. subsidiaries, which reflect full provision for nonU.S. income taxes, are currently indefinitely reinvested in
non-U.S. operations or will be remitted substantially free of
additional tax.

2.78
TABLE 2-12: OTHER CURRENT ASSET CAPTIONS
Number of Companies
2007
2006
2005
2004
Nature of Asset
Deferred income taxes ................
Property held for sale ..................
Derivatives ...................................
Unbilled costs ..............................
Advances or deposits ..................
Other—identified..........................

450
120
50
24
23
41

434
120
56
21
18
37

424
95
49
18
22
33

422
93
41
15
10
32

Deferred Taxes
2.79

EMC CORPORATION (DEC)
(In thousands)
Current assets
Cash and cash equivalents
Short-term investments
Accounts and notes receivable, less
allowance for doubtful accounts of
$34,389 and $39,509
Inventories
Deferred income taxes
Other current assets
Total current assets

2007

2006

$ 4,482,211
1,644,703

$1,828,106
1,521,925

2,307,512
877,243
475,544
265,889
$10,053,102

1,692,214
834,800
418,146
225,396
$6,520,587
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L (In Part): Income Taxes
The components of the current and noncurrent deferred tax
assets are as follows:
2007
(In thousands)
Current
Accounts and notes receivable
Inventory
Accrued expenses
Deferred revenue
Total current
Noncurrent
Property, plant and equipment, net
Intangible and other assets, net
Equity
Deferred revenue
Other noncurrent liabilities
Credit carryforwards
Net operating loss carryforwards
Other comprehensive loss
Total noncurrent
Gross deferred tax assets and liabilities
Valuation allowance
Total deferred tax assets and liabilities
We have federal and foreign net operating loss carryforwards
of $315.8 million and $95.5 million, respectively. Portions of
these carryforwards are subject to annual limitations, including Section 382 of the Internal Revenue Code of 1986, as
amended (the “Code”), for U.S. tax purposes and similar provisions under other countries’ tax laws. Certain of these net
operating losses will begin to expire in 2012, while others
have an unlimited carryforward period.
The valuation allowance decreased from $55.5 million at
December 31, 2006 to $28.0 million at December 31, 2007.
The decrease was primarily attributable to the reversal in the
valuation allowance from the utilization of capital loss carryforwards toward the capital gain on the sale of VMware
stock to Cisco. The valuation allowance at December 31,
2007 relates to foreign subsidiaries’ deferred tax assets and
domestic tax credit carryforwards.
Deferred income taxes have not been provided on basis differences related to investments in foreign subsidiaries.
These basis differences were approximately $2.7 billion and
$1.9 billion at December 31, 2007 and 2006, respectively, and
consisted of undistributed earnings permanently invested in
these entities. The change in the basis difference between
2006 and 2007 was mainly attributable to income earned
in the current year. If these earnings were distributed to the
United States in the form of dividends or otherwise, we would
be subject to additional U.S. income taxes. Determination
of the amount of unrecognized deferred income tax liability related to these earnings is not practicable. Income before income taxes from foreign operations for 2007, 2006
and 2005 was $1.2 billion, $835.9 million and $781.4 million,
respectively.

ATT-SEC 2.80

Deferred Tax
Asset

2006
Deferred Tax
Liability

$ 60,819
47,624
193,319
173,782
475,544

$

—
—
—
—
—

—
—
—
59,265
—
18,911
159,169
19,920
257,265
732,809
(28,019)
$704,790

(34,489)
(383,607)
(42,052)
—
(57,273)
—
—
—
(517,421)
(517,421)
—
$(517,421)

Deferred Tax
Asset
$

69,313
54,948
177,246
116,639
418,146

—
—
368,645
21,362
—
20,086
173,422
34,542
618,057
1,036,203
(55,531)
$ 980,672

Deferred Tax
Liability
$

—
—
—
—
—

(22,477)
(381,008)
—
—
(54,595)
—
—
—
(458,080)
(458,080)
—
$(458,080)

2.80

SPRINT NEXTEL CORPORATION (DEC)
(In millions)
Current assets
Cash and cash equivalents
Marketable securities
Accounts and notes receivable, net
Device and accessory inventory
Deferred tax assets
Prepaid expenses and other current
assets
Total current assets

2007

2006

$2,246
194
4,196
938
447

$ 2,046
15
4,690
1,176
923

640
$8,661

1,454
$10,304

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Income Taxes
Income taxes are accounted for using the asset/liability approach in accordance with SFAS No. 109, Accounting for
Income Taxes. Deferred tax assets and liabilities are determined based on the temporary differences between the financial reporting and tax bases of assets and liabilities, applying enacted statutory tax rates in effect for the year in
which the differences are expected to reverse. Deferred tax
assets are also recorded for net operating loss, capital loss
and tax credit carryforwards. We are required to estimate
the amount of taxes payable or refundable for the current
year and the deferred tax liabilities and assets for the future
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tax consequences of events that have been reflected in our
consolidated financial statements or tax returns for each taxing jurisdiction in which we operate. This process requires
management to make assessments regarding the timing and
probability of the ultimate tax impact. We record valuation
allowances on deferred tax assets if we determine that it
is more likely than not that the asset will not be realized.
Additionally, we establish reserves for uncertain tax positions based upon our judgment regarding potential future
challenges to those positions. We recognize interest related
to unrecognized tax benefits in interest expense or interest
income. We recognize penalties as additional income tax
expense.
We adopted Financial Accounting Standards Board, or
FASB, Interpretation No. 48, Accounting for Uncertainty in
Income Taxes, or FIN 48, on January 1, 2007. The accounting estimates related to the liability for uncertain tax positions
require us to make judgments regarding the sustainability of
each uncertain tax position based on its technical merits. If

we determine it is more likely than not a tax position will be
sustained based on its technical merits, we record the impact of the position in our consolidated financial statements
at the largest amount that is greater than fifty percent likely
of being realized upon ultimate settlement. These estimates
are updated at each reporting date based on the facts, circumstances and information available. We are also required
to assess at each reporting date whether it is reasonably
possible that any significant increases or decreases to the
unrecognized tax benefits will occur during the next twelve
months. See note 7 for more information.
Note 7 (In Part): Income Taxes
We recognize deferred income taxes for the temporary differences between the carrying amounts of our assets and liabilities for financial statement purposes and their tax bases.
Deferred tax assets are also recorded for operating loss, capital loss and tax credit carryforwards. The sources of the differences that give rise to the deferred income tax assets and
liabilities at December 31, 2007 and 2006, along with the
income tax effect of each, were as follows:
2007

(In millions)
Deferred tax assets
Net operating loss carryforwards
Capital loss carryforwards
Accruals and other liabilities
Tax credit carryforwards
Pension and other postretirement benefits
Valuation allowance
Deferred tax liabilities
Property, plant and equipment
Intangibles
Investments
Other
Current deferred tax asset
Long-term deferred tax liability
The foreign income included in income (loss) from continuing
operations totaled $132 million in 2007, $52 million in 2006
and $27 million in 2005. We have no material unremitted
earnings of foreign subsidiaries.
In 2006 and 2005, we acquired $756 million and $2.8 billion, respectively, of potential income tax benefits related to
net operating loss carryforwards, capital loss carryforwards
and tax credit carryforwards in the Sprint-Nextel merger, and
the PCS Affiliate and Nextel Partners acquisitions. In 1999,
we acquired $193 million of potential tax benefits related to
net operating loss carryforwards in the acquisitions of broadband fixed wireless companies. In 1998, we acquired $229
million of potential tax benefits related to net operating loss
carryforwards in the controlling interest acquisition of our
wireless joint venture, which we call the PCS Restructuring.
The benefits from these acquisitions are subject to certain
realization restrictions under various tax laws. As of December 31, 2007, a valuation allowance of $477 million remains
on these deferred tax benefits. If the benefits for which a

AICPA Accounting Trends & Techniques

2006

Current

Long-Term

Current

Long-Term

$ 407
—
228
—
—
635
(115)
520

$ 1,053
45
1,008
672
84
2,862
(608)
2,254

$ 689
—
356
168
—
1,213
(290)
923

$ 1,245
45
939
465
93
2,787
(663)
2,124

—
—
—
73
73
$ 447

2,214
8,661
68
—
10,943

—
—
—
—
—
$ 923

2,185
9,961
73
—
12,219

$ 8,689

$10,095

valuation allowance has been provided at the time of acquisition are recognized in 2008, they will first reduce goodwill
or intangibles resulting from the application of the purchase
method of accounting for these transactions. If goodwill and
intangibles related to the acquisition are reduced to zero,
any additional tax benefits recognized would reduce income
tax expense. Any adjustment to the valuation allowance after 2008 would be recorded to the statement of operations
following the guidance in the recently issued SFAS No. 141R.
In connection with the PCS Restructuring, we are required
to reimburse the former cable company partners of the joint
venture for net operating loss and tax credit carryforward
benefits generated before the PCS Restructuring if realization
by us produces a cash benefit that would not otherwise have
been realized. The reimbursement will equal 60% of the net
cash benefit received by us and will be made to the former
cable company partners in shares of our stock. The unexpired
carryforward benefits subject to this requirement total $187
million.
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As of December 31, 2007, we had federal operating loss
carryforwards of $2.8 billion and state operating loss carryforwards of $10.5 billion. Related to these loss carryforwards
are federal tax benefits of $979 million and state tax benefits
of $740 million.
In addition, we had available, for income tax purposes,
federal alternative minimum tax net operating loss carryforwards of $2.3 billion and state alternative minimum tax net
operating loss carryforwards of $651 million. The loss carryforwards expire in varying amounts through 2027. We also
had available capital loss carryforwards of $129 million. Related to these capital loss carryforwards are tax benefits of
$45 million, which will expire in 2009.
We also had available $672 million of federal and state
income tax credit carryforwards as of December 31, 2007.
Included in this amount are $397 million of income tax credits
which expire in varying amounts through 2027. The remaining
$275 million do not expire.
The valuation allowance related to deferred income tax assets decreased $230 million in 2007 and decreased $117
million in 2006. The 2007 decrease is primarily related to
a reclassification to other liabilities in accordance with the
adoption of FIN 48 and the use of a capital loss on which a
valuation allowance had been previously provided. The 2006
decrease is primarily related to the use of a capital loss on
which a valuation allowance had been previously provided
and the expiration of state net operating losses for which a
valuation allowance had been provided.
We believe it is more likely than not that these deferred
income tax assets, net of the valuation allowance, will be realized based on current income tax laws and expectations of
future taxable income stemming from the reversal of existing
deferred tax liabilities or ordinary operations. Uncertainties
surrounding income tax law changes, shifts in operations
between state taxing jurisdictions and future operating income levels may, however, affect the ultimate realization of
all or some of these deferred income tax assets. When we
evaluated these and other qualitative factors and uncertainties concerning our company and industry, we found that
they provide continuing evidence requiring the valuation allowance which we currently recognize related to the realization of the tax benefit of our net operating loss and tax credit
carryforwards as of December 31, 2007.

Property Held for Sale
2.81

L.B. FOSTER COMPANY (DEC)
(In thousands)
Current assets
Cash and cash equivalents
Accounts receivable—net
Inventories—net
Current deferred tax assets
Other current assets
Property held for resale
Prepaid income tax
Total current assets

ATT-SEC 2.81
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2007

2006

$121,097
53,610
102,447
3,615
1,131
2,497
—
$284,397

$ 1,309
61,550
99,803
2,653
1,133
—
836
$167,284

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 4. Property Held for Resale
Property held for resale at December 31, 2007 and 2006 consists of the following:
(In thousands)
Land
Improvements to land
Buildings
Less accumulated depreciation and
amortization
Property held for resale

2007
$ 2,174
3,087
794
6,055

2006
$—
—
—
—

(3,558)
$ 2,497

—
$—

In December 2007, the Company entered into a preliminary
agreement to sell approximately 63 acres of real estate located in Houston, TX used primarily by the Company’s Tubular products segment and reclassified these assets as “property held for resale” under SFAS No. 144 “Accounting for the
Impairment or Disposal of Long-Lived Assets.” The purchase
price of the real estate is approximately $6,500,000.
Upon the closing, the Company plans to lease back from
the purchaser approximately 20 acres of the real estate for
a ten year term at a monthly rental rate of $1,000 per acre
with annual 3% increases. The lease is a “net” lease with the
Company being responsible for taxes, maintenance, insurance and utilities. It is anticipated that the Company will use
the leased property for its threaded product operations.
This transaction closed on March 3, 2008.

Derivatives
2.82

THE TJX COMPANIES, INC. (JAN)
(In thousands)
Current assets
Cash and cash equivalents
Accounts receivable, net
Merchandise inventories
Prepaid expenses and other current
assets
Current deferred income taxes, net
Total current assets

2008

2007

$ 732,612
143,289
2,737,378

$ 856,669
115,245
2,581,969

215,550
163,465
$3,992,294

159,105
35,825
$3,748,813

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
E. Financial Instruments
TJX enters into financial instruments to manage its cost of
borrowing and to manage its exposure to changes in foreign
currency exchange rates.
Interest Rate Contracts
In December 1999, prior to the issuance of $200 million
ten-year notes, TJX entered into a rate-lock agreement to
hedge the underlying treasury rate of notes. The cost of this
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agreement is being amortized to interest expense over the
term of the notes and results in an effective fixed rate of
7.60% on these notes. During fiscal 2004, TJX entered into
interest rate swaps on $100 million of the $200 million tenyear notes effectively converting the interest on that portion
of the unsecured notes from fixed to a floating rate of interest
indexed to the six-month LIBOR rate. The maturity dates of
the interest rate swaps is the same as the maturity date of the
underlying debt. Under these swaps, TJX pays a specified
variable interest rate and receives the fixed rate applicable
to the underlying debt. The interest income/expense on the
swaps is accrued as earned and recorded as an adjustment
to the interest expense accrued on the fixed-rate debt. The
interest rate swaps are designated as fair value hedges of the
underlying debt. The fair value of the contracts, excluding the
net interest accrual, amounted to an asset of $1.2 million, a
liability of $4.4 million, and a liability of $4.6 million as of
January 26, 2008, January 27, 2007 and January 28, 2006,
respectively. The valuation of the swaps results in an offsetting fair value adjustment to the debt hedged; accordingly,
long-term debt has been increased by $1.2 million in fiscal
2008, reduced by $4.4 million in fiscal 2007 and reduced by
$4.6 million in fiscal 2006. The average effective interest rate,
on the $100 million of the 7.45% unsecured notes, inclusive
of the effect of hedging activity, was approximately 8.77% in
fiscal 2008, 9.42% in fiscal 2007 and 8.30% in fiscal 2006.
During fiscal 2006, concurrent with the issuance of the
C$235 million three-year note, TJX entered an interest rate
swap on the principal amount of the note effectively converting the interest on the note from floating to a fixed rate of
interest. The maturity date of the interest rate swap is January 2009, one year before the maturity date of the underlying debt. Under this swap, TJX pays a specified fixed interest
rate and receives the floating rate applicable to the underlying
debt. The interest income/expense on the swaps is accrued
as earned and recorded as an adjustment to the interest expense accrued on the floating-rate debt. The interest rate
swap is designated as cash flow hedge of the underlying
debt. The fair value of the contract, excluding the net interest
accrual, amounted to a liability of $1.1 million (C$1.1 million)
as of January 26, 2008 and an asset of $699,000 (C$825,000)
as of January 27, 2007. The valuation of the swap results
in an adjustment to other comprehensive income of a similar amount. The average effective interest rate on the note,
inclusive of the effect of hedging activity, was approximately
4.50% in fiscal 2008. We estimate that all $1.1 million (C$1.1
million) of losses related to this swap, deferred in accumulated other comprehensive income will be recognized in earnings over the next twelve months.
Foreign Currency Contracts
TJX enters into forward foreign currency exchange contracts
to obtain economic hedges on firm U.S. dollar and Euro merchandise purchase commitments made by its foreign subsidiaries, T.K. Maxx (United Kingdom, Ireland and Germany)
and Winners (Canada). These commitments are typically six
months or less in duration. The contracts outstanding at January 26, 2008 covered certain commitments for the first quarter of fiscal 2009. TJX elected not to apply hedge accounting
rules to these contracts. The change in the fair value of these
contracts resulted in income of $6.6 million in fiscal 2008, income of $1.2 million in fiscal 2007 and expense of $2.5 million
in fiscal 2006 and is included in current earnings as a component of cost of sales, including buying and occupancy costs.
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TJX also enters into forward foreign currency exchange contracts to obtain economic hedges on certain foreign intercompany payables, primarily license fees, for which we elect
not to apply hedge accounting rules. There were no such
contracts outstanding at January 26, 2008 and January 27,
2007 thus there was no change in fair value of these contracts and no impact to our statements of financial position.
Any gain or loss on this type of contract is ultimately offset by
a similar gain or loss on the underlying item being hedged.
TJX also enters into foreign currency forward and swap
contracts in both Canadian dollars and British pound sterling and accounts for them as either a hedge of the net
investment in and between its foreign subsidiaries or (until
July 20, 2006 see below) as a cash flow hedge of certain
long-term intercompany debt. We apply hedge accounting
to these hedge contracts of our investment in foreign operations, and changes in fair value of these contracts, as well as
gains and losses upon settlement, are recorded in accumulated other comprehensive income, offsetting changes in the
cumulative foreign translation adjustments of our foreign divisions. The change in fair value of the contracts designated as
a hedge of our investment in foreign operations resulted in a
loss of $15.8 million, net of income taxes, in fiscal 2008, a loss
of $5.6 million, net of income taxes, in fiscal 2007, and a gain
of $15.0 million, net of income taxes, in fiscal 2006. The
change in the cumulative foreign currency translation adjustment resulted in a gain of $21.0 million, net of income taxes,
in fiscal 2008, a gain of $20.4 million, net of income taxes, in
fiscal 2007, and a loss of $32.6 million, net of income taxes,
in fiscal 2006. Amounts included in other comprehensive income relating to cash flow hedges are reclassified to earnings
as the underlying exposure on the debt impacts earnings.
The net loss recognized in fiscal 2008 related to cash flow
contracts was $1.1 million, net of income taxes. The net loss
recognized in fiscal 2007 related to cash flow contracts was
$5.0 million, net of income taxes. This amount was offset by
a non-taxable gain of $4.6 million, related to the underlying
exposure. The net loss recognized in fiscal 2006 related to
cash flow contracts was $13.8 million, net of income taxes.
This amount was offset by a non-taxable gain of $22.5 million, related to the underlying exposure. On July 20, 2006
TJX determined that the C$355 million intercompany loan,
due from Winners to TJX, would not be payable in the foreseeable future due to the capital and cash flow needs of
Winners. As a result, the intercompany loan and the related
currency swap were re-designated as a net investment in
a foreign operation. Accordingly, foreign currency gains or
losses on the intercompany loan and gains or losses on the
related currency swap from re-designation date forward, to
the extent effective, are recorded in other comprehensive income. The ineffective portion of the currency swap resulted in
a pre-tax charge to the income statement of $9.1 million and
$2.9 million in fiscal 2008 and fiscal 2007, respectively.
TJX also enters into derivative contracts, generally designated as fair value hedges, to hedge intercompany debt and
intercompany interest payable. The changes in fair value of
these contracts are recorded in the statements of income and
are offset by marking the underlying item to fair value in the
same period. Upon settlement, the realized gains and losses
on these contracts are offset by the realized gains and losses
of the underlying item in the statement of income. The net impact on the income statement of hedging activity related to
these intercompany payables was income of $2.5 million in
fiscal 2008, and immaterial amounts in both fiscal 2007 and
fiscal 2006.
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The value of foreign currency exchange contracts relating
to inventory commitments is reported in current earnings as a
component of cost of sales, including buying and occupancy
costs. The income statement impact of all other derivative
contracts and underlying exposures is reported as a component of selling, general and administrative expenses.
Following is a summary of TJX’s derivative financial instruments and related fair values, outstanding at January 26,
2008:

(In thousands)
Fair value hedges
Interest rate swap fixed to floating on notional of $50,000
Interest rate swap fixed to floating on notional of $50,000
Cash flow hedge
Interest rate swap floating to fixed on notional of C$235,000
Net investment hedges
Net investment in and between foreign operations

Pay

Receive

Blended
Contract Rate

LIBOR + 4.17%
LIBOR + 3.42%

7.45%
7.45%

N/A
N/A

US$
US$

4.136%

CAD BA%

N/A

US$ (1,086)

C$732,711
£201,000

US$593,073
C$443,429

0.8094
2.2061

US$(143,694)
US$ 45,711

C$170,757
C$ 2,771
£ 18,044
£ 29,026

US$175,100
€ 1,861
US$ 35,900
€ 39,400

1.0254
0.6716
1.9896
1.3574

US$ 5,873
US$
(15)
US$
213
US$
382
US$ (91,264)

Hedge accounting not elected
Merchandise purchase commitments

The fair value of the derivatives is classified as assets or liabilities, current or non-current, based upon valuation results
and settlement dates of the individual contracts. Following
are the balance sheet classifications of the fair value of our
derivatives:
(In thousands)
Current assets
Non-current assets
Current liabilities
Non-current liabilities
Net fair value (liability)

2008
$ 53,094
—
(1,267)
(143,091)
$ (91,264)

2007
$ 2,798
16,688
(3,382)
(96,475)
$(80,371)

TJX’s forward foreign currency exchange and swap contracts
require TJX to make payments of certain foreign currencies
or U.S. dollars for receipt of Canadian dollars, U.S. dollars or
Euros. All of these contracts, except the contracts relating to
our investment in our foreign operations, mature during fiscal
2009. The British pound sterling investment hedges mature
during fiscal 2009 and the Canadian dollar investment hedge
contracts and interest rate swap contracts have maturities
from fiscal 2009 to fiscal 2010.
The counterparties to the forward exchange contracts and
swap agreements are major international financial institutions
and the contracts contain rights of offset, which minimize our
exposure to credit loss in the event of nonperformance by one
of the counterparties. We do not require counterparties to
maintain collateral for these contracts. We periodically monitor our position and the credit ratings of the counterparties
and do not anticipate losses resulting from the nonperformance of these institutions.
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Fair Value Asset
(Liability)
300
1,052

Unbilled Costs
2.83

GENERAL DYNAMICS CORPORATION (DEC)
(Dollars in millions)
Current assets
Cash and equivalents
Accounts receivable
Contracts in process
Inventories
Other current assets
Total current assets

2007

2006

$ 2,891
2,874
4,337
1,621
575
$12,298

$1,604
2,341
3,988
1,484
463
$9,880

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in millions)
A (In Part): Summary of Significant Accounting Policies
Revenue Recognition
General Dynamics accounts for sales and earnings under long-term contracts using the percentage-of-completion
method of accounting in accordance with American Institute
of Certified Public Accountants (AICPA) Statement of Position 81-1, Accounting for Performance of Construction-Type
and Certain Production-Type Contracts. The company estimates the profit on a contract as the difference between
the total estimated revenue and the total estimated costs
of a contract and recognizes that profit over the contract
term. The company determines progress toward completion
on production contracts based on either input measures,
such as costs incurred, or output measures, such as units
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delivered, as appropriate. For services contracts, the company recognizes revenues as the services are rendered. The
company applies earnings rates to all contract costs, including general and administrative (G&A) expenses on government contracts, to determine sales and operating earnings.
The company reviews earnings rates periodically to assess
revisions in contract values and estimated costs at completion. The company applies the effect of any changes in earnings rates resulting from these assessments prospectively
rather than under the cumulative catch-up method. Under
this method, the impact of revisions in estimates is recognized over the remaining contract term, while under the cumulative catch-up method, such impact would be recognized
immediately. The company charges any anticipated losses on
contracts to earnings as soon as they are identified. Anticipated losses cover all costs allocable to the contracts, including G&A expenses on government contracts. The company
recognizes revenue arising from claims either as income or
as an offset against a potential loss only when the amount
of the claim can be estimated reliably and its realization is
probable.
The company accounts for contracts for business-jet aircraft in accordance with Statement of Position 81–1. These
contracts usually provide for two major phases: the manufacture of the “green” aircraft and its completion. Completion includes exterior painting and installation of customer-selected
interiors and optional avionics. The company records revenue at two milestones: when green aircraft are delivered to,
and accepted by, the customer and when the customer accepts final delivery of the fully outfitted aircraft. The company
recognizes sales of all other aircraft products and services
when the product is delivered or the service is performed.
G. Contracts In Process
Contracts in process represent recoverable costs and, where
applicable, accrued profit related to long-term contracts that
have been inventoried until the customer is billed, and consisted of the following:

Contract costs and estimated profits
Other contract costs
Less advances and progress payments
Total contracts in process

2007
$11,224
1,200
12,424
8,087
$ 4,337

2006
$8,938
1,297
10,235
6,247
$3,988

Contract costs consist primarily of labor and material costs
and related overhead and G&A expenses. Contract costs
also include contract recoveries for matters such as contract changes, negotiated settlements and claims for unanticipated contract costs, which totaled approximately $20 as
of December 31, 2007, and approximately $350 as of December 31, 2006. The company has resolved substantially
all of its outstanding claims, including its request for equitable adjustment (REA) related to its T-AKE combat-logistics
ship contract. The company records revenue associated with
these matters only when recovery can be estimated reliably
and realization is probable. Contract costs as of December
31, 2007, also included approximately $225 associated with
the company’s contract to provide Pandur II wheeled vehicles to the Czech Republic. The customer terminated this
contract in December 2007 and expressed interest in a con-
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tract for a reduced quantity of vehicles. The company is in
discussions with the Czech government about a replacement
contract and expects to recover the year-end contracts-inprocess balance.
Other contract costs represent amounts recorded under
GAAP that are not currently allocable to government contracts, such as a portion of the company’s estimated workers’
compensation, other insurance-related assessments, pension and other post-retirement benefits, and environmental
expenses. These costs will become allocable to contracts
generally when they are paid. The company expects to recover these costs through ongoing business, including existing backlog and probable follow-on contracts. This business
base includes numerous contracts for which the company
is the sole source or is one of two suppliers on long-term
U.S. defense programs. However, if the backlog in the future does not support the continued deferral of these costs,
the profitability of the company’s remaining contracts could
be adversely affected. The decrease in other contract costs
since year-end 2006 relates primarily to a reduction in deferred workers’ compensation and pension costs. The company expects to bill substantially all of its year-end 2007
contracts-in-process balance, with the exception of these
other contract costs, during 2008.

Advances/Deposits
2.84

ALLIANCE ONE INTERNATIONAL, INC. (MAR)
(In thousands)
Current assets
Cash and cash equivalents
Trade receivables, net
Inventories:
Tobacco
Other
Advances on purchases of tobacco, net
Current deferred and recoverable income
taxes
Other current assets
Assets of discontinued operations
Total current assets

2007

2006

80,258
217,761

$ 25,985
320,865

619,468
31,623
79,249

726,846
45,294
103,147

33,254
57,186
12,835
$1,131,634

39,560
60,444
46,056
$,368,197

$

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note A (In Part): Significant Accounting Policies
Advances on Purchases of Tobacco
The Company provides seasonal crop advances of, or for,
seed, fertilizer, and other supplies. These advances are short
term in nature, are repaid upon delivery of tobacco to the
Company, and are reported in advances on purchases of tobacco in the consolidated balance sheet. Primarily in Brazil
and certain African countries, the Company has made longterm advances to tobacco farmers to finance curing barns
and other farm infrastructure. In addition, due to low crop
yields and other factors, in some years individual farmers
may not deliver sufficient volumes of tobacco to fully repay their seasonal advances, and the Company may extend
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repayment of those advances into future crop years. Current advances of $79,249 in 2007 and $103,147 in 2006
are presented as Advances on purchases of tobacco, net
in the consolidated balance sheet. The long-term portion of
advances of $44,297 in 2007 and $19,012 in 2006 are included in other non-current assets in the consolidated balance sheet. Both the current and the long-term portion of
advances on purchases of tobacco are reported net of allowances. Allowances are recorded when the Company determines that amounts outstanding are not likely to be collected. Total allowances were $35,172 at March 31, 2007,
and $34,611 at March 31, 2006, and were estimated based
on the Company’s historical loss information and crop projections. The allowances were increased by provisions for
estimated uncollectible amounts of approximately $40,854
in fiscal year 2007, $18,162 in fiscal year 2006 and $11,923
in fiscal year 2005. Farmer bad debt provisions are capitalized into inventory and the expense is realized when the inventory is sold. Write-downs charged against the allowance
were $36,010, $2,816 and $3,395 for fiscal years 2007, 2006
and 2005 respectively.
In Brazil, farmers obtain government subsidized rural credit
financing which is guaranteed by the Company. The farmers borrow these funds from local banks. Repayment of both
Company advances and rural credit financing by the farmer is
concurrent with delivery of tobacco to the Company. Terms of
rural credit financing are such that repayment is due only after
tobacco deliveries are complete. At fiscal year end, the Company will generally have accumulated balances from farmers
for repayment to the local banks for the rural credit financing.
As of March 31, 2007 and 2006, the Company had balances
of $95,064 and $43,806 that were due to local banks. These
amounts are included in Accounts payable in the consolidated balance sheet. Reserves for uncollectible farmers’ advances in Brazil also include rural credit financing guaranteed
by the Company. As of March 31, 2007, the Company was
guarantor for Brazilian loans of $286,527 with an outstanding amount of $258,687. The fair value of guarantees for rural
credit was $14,796 and $10,513 as of March 31, 2007 and
2006, respectively.

PROPERTY, PLANT, AND EQUIPMENT
2.85 Property, Plant, and Equipment are the long-lived,
physical assets of the firm acquired for use in the firm’s normal business operations and not intended for resale by the
firm. These assets are usually valued at historical cost. SFAS
No. 34, Capitalization of Interest Cost, establishes standards
of financial accounting and reporting for capitalizing interest
cost as part of the historical cost of acquiring certain assets
such as plant assets that a firm constructs for its own use.
In 2007, 144 survey companies disclosed that interest costs
were capitalized during the period.
2.86 SOP No. 98-1, Accounting for the Costs of Computer
Software Developed or Obtained for Internal Use, provides
guidance on accounting for the costs of internal-use computer software other than software used in research and
development activities. Under SOP No. 98-1, certain computer software costs should be capitalized and amortized
over their estimated useful lives. Accounting for computer
software costs is also addressed by SFAS No. 86, Account-
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ing for the Costs of Computer Software to be Sold, Leased
or Otherwise Marketed. Under SFAS No. 86, certain computer software production costs incurred subsequent to establishing technological feasibility should be capitalized and
amortized on a product-by-product basis. Presentations of
capitalized computer software costs by survey companies
vary. Examples of capitalized software cost disclosures are
included here and in the Other Noncurrent Asset section.

2.87

Paragraph 5 of APB Opinion No. 12 states:

Because of the significant effects on financial position
and results of operations of the depreciation method
or methods used, the following disclosures should be
made in the financial statements or in notes thereto:
a. Depreciation expense for the period,
b. Balance of major classes of depreciable assets, by
nature or function, at the balance sheet date,
c. Accumulated depreciation, either by major classes of depreciable assets or in total, at the balance
sheet date, and
d. A general description of the method or methods
used in computing depreciation with respect to major classes of depreciable assets.

2.88 APB Opinion No. 20, Accounting Changes, defines
various types of accounting changes, including a change
in depreciation, amortization or depletion method, and provides guidance on the manner of reporting each type. Effective for fiscal years beginning after December 15, 2005
with early adoption permitted, SFAS No. 154, Accounting
Changes and Error Corrections, replaces APB No. 20. SFAS
No. 154 changes the requirements for the accounting for
and reporting of a change in accounting principle. SFAS No.
154 also requires that a change in depreciation, amortization, or depletion method be accounted for prospectively as
a change in accounting estimate effected by a change in
accounting principle. A change in accounting estimate is accounted for either in the period of change if the change affects
that period only, or the period of change and future periods
if the change affects both.
2.89 Tables 2-13 and 2-14 show the assets classified as
Property, Plant, and Equipment by the survey companies.
Table 2-15 summarizes the descriptive captions used to describe the accumulated allowance for depreciation.
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2.90

Examples of Property, Plant, and Equipment disclosures follow.

2.93
TABLE 2-15: ACCUMULATED DEPRECIATION

2.91

2007
343
131
57

2006
325
140
60

2005
337
128
59

2004
339
132
56

Lines of business classification ....

9
45
585
15

7
42
574
26

10
46
580
20

9
48
584
16

Accumulated depreciation....................
Accumulated depreciation and
amortization......................................
Accumulated depreciation,
amortization and depletion...............
Accumulated depreciation and
depletion............................................
Allowance for depreciation...................
Allowance for depreciation and
amortization......................................
Other captions......................................

Total Companies.........................

600

600

600

600

Total Companies................................

TABLE 2-13: LAND CAPTIONS
Land ..............................................
Land and improvements...............
Land and buildings........................
Land combined with other
identified assets.........................
No caption with term land.............

2007
346

2006
357

2005
345

2004
337

191

184

188

192

18

14

18

19

3
14

5
15

6
17

6
17

4
24

5
20

5
21

9
20

600

600

600

600

2.92
TABLE 2-14: DEPRECIABLE ASSET CAPTIONS

2.94

2007

2006

2005

2004

183
271
76

183
275
78

184
267
85

189
269
84

Line of business classification .............

7
50
587
13

11
42
589
11

13
34
583
17

14
32
588
12

Total Companies................................

600

600

600

600

Buildings
Buildings...............................................
Buildings and improvement .................
Building and land or equipment ...........
Buildings combined with other
identified assets................................
No caption with term buildings.............

3M COMPANY (DEC)

Number of Companies
Other Depreciable Asset Captions
Machinery and/or equipment ...............
Machinery and/or equipment
combined with other assets..............
Construction in progress......................
Leasehold improvements.....................
Furniture and fixtures...........................
Automobiles and other specific type
equipment.........................................
Software...............................................
Lease assets........................................
Computer equipment ...........................
Assets leased to others .......................

378

377

387

391

126
301
132
126

130
289
129
106

129
284
133
100

128
276
135
106

104
85
64
61
18

99
67
62
69
25

97
67
59
63
13

89
56
60
59
15

AICPA Accounting Trends & Techniques

(Dollars in millions)
Total current assets
Marketable securities—non-current
Investments
Property, plant and equipment
Less: Accumulated depreciation
Property, plant and equipment—net
Goodwill
Intangible assets—net
Prepaid pension and postretirement
benefits
Other assets
Total assets

2007
$ 9,838
480
298
18,390
(11,808)
6,582
4,589
801

2006
$ 8,946
166
314
17,017
(11,110)
5,907
4,082
708

1,378
728
$ 24,694

395
776
$ 21,294

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Significant Accounting Policies
Property, Plant and Equipment
Property, plant and equipment, including capitalized interest
and internal engineering costs, are recorded at cost. Depreciation of property, plant and equipment generally is computed
using the straight-line method based on the estimated useful
lives of the assets. The estimated useful lives of buildings and
improvements primarily range from 10 to 40 years, with the
majority in the range of 20 to 40 years. The estimated useful lives of machinery and equipment primarily range from
three to 15 years, with the majority in the range of five to 10
years. Fully depreciated assets are retained in property and
accumulated depreciation accounts until disposal. Upon disposal, assets and related accumulated depreciation are removed from the accounts and the net amount, less proceeds
from disposal, is charged or credited to operations. Property,
plant and equipment amounts are reviewed for impairment
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whenever events or changes in circumstances indicate that
the carrying amount of an asset (asset group) may not be
recoverable. An impairment loss would be recognized when
the carrying amount of an asset exceeds the estimated undiscounted future cash flows expected to result from the use of
the asset and its eventual disposition. The amount of the
impairment loss to be recorded is calculated by the excess
over its fair value of the asset’s carrying value. Fair value is
generally determined using a discounted cash flow analysis.
Note 5 (In Part): Supplemental Balance Sheet Information
2007
Property, plant and equipment—at cost
Land
Buildings and leasehold improvements
Machinery and equipment
Construction in progress
Capital leases
Gross property, plant and equipment
Accumulated depreciation
Property, plant and equipment—net

$

303
5,496
11,801
684
106
18,390
(11,808)
$ 6,582

2006
$

281
5,002
11,130
505
99
17,017
(11,110)
$ 5,907

CHURCH & DWIGHT CO., INC. (DEC)
2007
$ 735,353
350,853
3,670
10,324
2,519
665,168
688,842
75,761
$2,532,490

2006
$ 556,070
340,484
5,226
10,394
3,307
679,287
686,301
53,085
$2,334,154

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Accounting Policies
Property, Plant and Equipment
Property, plant and equipment and additions thereto are
stated at cost. Depreciation is recorded using the straightline method over the estimated useful lives of the respective
assets. Estimated useful lives for building and improvements,
machinery and equipment, and office equipment range from
9–40, 3–20 and 3–10 years, respectively. Routine repairs and
maintenance are expensed when incurred. Leasehold improvements are depreciated no longer than the lease term,
except when the lease renewal has been determined to be
reasonably assured and failure to renew the lease imposes a
penalty on the Company.
Property, plant and equipment are reviewed whenever
events or changes in circumstances occur that indicate possible impairment in accordance with Statement of Financial
Accounting Standards (SFAS) No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets”. The Com-
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pany’s impairment review is based on an undiscounted cash
flow analysis at the lowest level at which cash flows of the
long-lived assets are largely independent of other groups of
Company assets and liabilities. The analysis requires management judgment with respect to changes in technology,
the continued success of product lines, and future volume,
revenue and expense growth rates. The Company conducts
annual reviews for idle and underutilized equipment, and reviews business plans for possible impairment. Impairment
occurs when the carrying value of the asset exceeds the future undiscounted cash flows. When an impairment is indicated, the estimated future cash flows are then discounted
to determine the estimated fair value of the asset and an impairment charge is recorded for the difference between the
carrying value and the net present value of estimated future
cash flows.
4. Property, Plant and Equipment
Property, plant and equipment consist of the following:

Land
Buildings and improvements
Machinery and equipment
Office equipment and other
assets
Software

2.95

(Dollars in thousands)
Total current assets
Property, plant and equipment (net)
Note receivable
Equity investment in affiliates
Long-term supply contracts
Tradenames and other intangibles
Goodwill
Other assets
Total assets

7:41

Mineral rights
Construction in progress
Less accumulated
depreciation and
amortization
Net property, plant and
equipment

2007
$ 11,343
147,114
436,104

2006
$ 13,463
143,503
399,730

40,380
33,336

38,254
28,479

1,490
15,915
685,682

1,241
14,100
638,770

334,829

298,286

$350,853

$340,484

Estimated
Lives
(Years)
N/A
9–40
3–20
3–10
5
Based on
Volume
N/A

Depreciation and amortization of property, plant and equipment amounted to $35.8 million, $35.6 million and $33.0 million in 2007, 2006 and 2005, respectively. Interest charges in
the amount of $0.8 million, $0.6 million and $0.5 million were
capitalized in connection with construction projects in 2007,
2006 and 2005, respectively.
The Company wrote off $3.3 million and $1.5 million of
obsolete property, plant and equipment in 2007 and 2006,
respectively and charged most of these write-offs to the Consumer Domestic segment. In August 2007, the Company sold
certain property owned by its Canadian subsidiary that had
a net book value of $3.9 million. The Company received $7.2
million for the property, net of selling costs. The gain on sale is
included as a reduction of selling, general and administrative
expenses and was allocated to the Consumer International
segment. In 2006, the Company sold its Chicago plant for an
amount approximating its net book value.
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2.96

Valuation of Long-Lived Assets

COMPUTER SCIENCES CORPORATION (MAR)

The Company evaluates the carrying value of long-lived assets to be held and used, other than goodwill and intangible assets with indefinite lives, when events and circumstances indicate a potential impairment. The carrying value
of a long-lived asset is considered impaired when the anticipated undiscounted cash flow from such asset is separately
identifiable and is less than its carrying value. In that case, a
loss is recognized based on the amount by which the carrying
value exceeds the fair value of the long-lived asset. Fair value
is determined primarily using the expected present value, in
which multiple cash flow scenarios that reflect the range of
possible outcomes and a risk free rate are used to estimate
fair value. Losses on long-lived assets to be disposed of are
determined in a similar manner, except that fair values are
reduced for the cost of disposal. Changes in estimates of future cash flows could result in a write-down of the asset in a
future period.

(In millions)
Total current assets
Investments and other assets
Software, net of accumulated
amortization of $830.3 (2007) and
$732.4 (2006)
Outsourcing contract costs, net of
accumulated amortization of $1,167.9
(2007) and $1,112.8 (2006)
Goodwill, net of accumulated
amortization of $340.1 (2007) and
$323.0 (2006)
Other assets
Total investments and other assets
Property and equipment—at cost:
Land, buildings and leasehold
improvements
Computers and related equipment
Furniture and other equipment
Less accumulated depreciation and
amortization
Property and equipment, net
Total assets

2007
$ 6,706.4

2006
$ 6,292.2

513.3

453.3

1,029.5

1,175.3

2,505.2
437.0
4,485.0

2,306.3
474.5
4,409.4

1,001.0
4,189.7
422.2
5,612.9

913.4
4,039.9
414.6
5,367.9

3,073.8
2,539.1
$13,730.5

3,047.8
2,320.1
$13,021.7

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Depreciation and Amortization
The Company’s depreciation and amortization policies are as
follows:
Property and equipment
Buildings
Computers and related
equipment
Furniture and other equipment
Leasehold improvements
Software
Credit information files
Acquired contract related
intangibles
Outsourcing contract costs

10 to 40 years
3 to 5 years
2 to 10 years
Shorter of lease term
or useful life
2 to 10 years
10 to 20 years
Contract life and first
contract renewal
Contract life, excluding
option years

For financial reporting purposes, the cost of property and
equipment, less applicable residual values, is depreciated
using predominately the straight-line method. Depreciation
commences when the specific asset is complete, installed
and ready for normal use. Outsourcing contract costs and
credit information files are amortized on a straight-line basis. Acquired intangible assets are amortized based on estimated undiscounted cash flow over the estimated life of the
asset or on a straight line basis if cash flow cannot be reliably
estimated.

AICPA Accounting Trends & Techniques

2.97

EMERSON ELECTRIC CO. (SEP)
(Dollars in millions)
Total current assets
Property, plant and equipment
Land
Buildings
Machinery and equipment
Construction in progress
Less accumulated depreciation
Property, plant and equipment, net
Other assets
Goodwill
Other
Total other assets
Total assets

2006
$7,330

2007
$8,065

188
1,536
5,811
354
7,889
4,669
3,220

199
1,683
6,138
414
8,434
5,003
3,431

6,013
2,109
8,122
$18,672

6,412
1,772
8,184
$19,680

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Property, Plant and Equipment
The Company records investments in land, buildings, and
machinery and equipment at cost. Depreciation is computed
principally using the straight-line method over estimated service lives. Service lives for principal assets are 30 to 40 years
for buildings and 8 to 12 years for machinery and equipment. Long-lived assets are reviewed for impairment whenever events or changes in business circumstances indicate
that the carrying value of the assets may not be recoverable.
Impairment losses are recognized based on fair value if expected future undiscounted cash flows of the related assets
are less than their carrying values.
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INVESTMENTS

proach by focusing on explicit assumptions about the range
of possible cash outcomes and their respective probabilities.

2.98 APB Opinion No. 18, The Equity Method of Accounting

2.103 Effective for financial statements issued for fiscal
years beginning after November 15, 2007 with earlier application encouraged, SFAS No. 157, Fair Value Measurements, defines fair value, establishes a framework for measuring fair value, and expands disclosures about fair value
measurements. While SFAS No. 157 does not require any
new fair value measurements, it applies under other pronouncements that require or permit fair value measurements,
such as SFAS Nos. 107, 115, and 133. SFAS No. 157 clarifies the definition of fair value as an exit price, i.e., a price
that would be received to sell, as opposed to acquire, an
asset or transfer a liability. SFAS No. 157 emphasizes that
fair value is a market-based measurement. It establishes a
fair value hierarchy that distinguishes between assumptions
developed based on market data obtained from independent
external sources and the reporting entity’s own assumptions.
Further, SFAS No. 157 specifies that fair value measurement
should consider adjustment for risk, such as the risk inherent
in a valuation technique or its inputs. For assets and liabilities measured at fair value on a recurring basis, SFAS No.
157 expands the required disclosures concerning the inputs
used to measure fair value, and encourages the combination of fair value information disclosed under the standard
with those disclosed under other pronouncements, such as
SFAS No. 107.

for Investments in Common Stock, stipulates that the equity
method should be used to account for investments in corporate joint ventures and certain other companies when an
investor has “the ability to exercise significant influence over
operating and financial policies of an investee even though
the investor holds 50% or less of the voting stock.” APB
Opinion No. 18 considers an investor to have the ability to
exercise significant influence when it owns 20% or more of
the voting stock of an investee. Financial Accounting Standards Board (FASB) Interpretation No. 35, Criteria for Applying the Equity Method of Accounting for Investments in
Common Stock, issued to clarify the criteria for applying the
equity method of accounting to 50% or less owned companies, lists circumstances under which, despite 20% ownership, an investor may not be able to exercise significant
influence.

2.99

In addition to investments accounted for by the equity method, many survey companies disclosed investments
in equity and debt securities subject to the requirements of
SFAS No. 115. This Statement is the authoritative pronouncement on accounting for and reporting investments in equity
securities that have readily determinable fair value and all
investments in debt securities. Paragraphs 19–22 of SFAS
No. 115, as amended by SFAS No. 133, state the disclosure
requirements for such investments. SFAS No. 115 does not
apply to investments accounted for by the equity method.

2.100 For investments subject to SFAS No. 115 requirements, SFAS No. 107, as amended by SFAS No. 133, requires
disclosure of both the fair value and the bases for estimating the fair value of investments unless it is not practicable
to estimate that value. During 2007, 165 survey companies
made 170 fair value disclosures. 97 of those disclosures used
market or broker quotes of the investments to determine fair
value. 15 of those disclosures stated that either discounted
cash flows or market prices of similar instruments were used
to estimate fair value. Seven of those disclosures estimated
fair value using other valuation methods. 45 disclosures presented carrying amounts which approximated fair value of
investments. In addition, there were 76 disclosures in which
carrying value was compared to fair value in an exposition
or a table. One disclosure stated it was not practicable to
estimate fair value.
2.101 SFAC No. 7 provides a framework for using future
cash flows and present value as the basis for accounting
measurements of fair value of an asset or a liability at initial
recognition or fresh-start measurements and for future-cashflow-based amortization techniques, such as interest method
amortization. Fresh-start measurements are measurements
in periods following initial recognition that establish a new
carrying amount unrelated to previous amounts and accounting conventions. Reporting certain marketable securities at
fair value under SFAS No. 115 is an example of a fresh-start
measurement.
2.102

When observable marketplace-determined values
are not available, discounted cash flows are often used to
estimate fair value. Accounting applications of present value
typically use a single set of estimated cash flows and a riskadjusted discount rate. SFAC No. 7 introduces the expected
cash flow approach, which differs from the traditional ap-
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2.104 Effective for financial statements issued for fiscal
years beginning after November 15, 2007 with conditioned
earlier application allowed, SFAS No. 159, The Fair Value Option for Financial Assets and Liabilities, permits entities to
choose to measure many financial instruments and certain
other items at fair value that are not currently required to be
measured at fair value. Further, under SFAS No. 159 a business entity shall report unrealized gains and losses on eligible items for which the fair value option has been elected in
earnings at each subsequent reporting date. The irrevocable
election of the fair value option is made on an instrument by
instrument basis, and applied to the entire instrument, not
just a portion of it. SFAS No. 159 includes an amendment to
SFAS No. 115 that relates to the accounting for and disclosure of the unrealized gains and losses of available-for-sale
and held-to-maturity securities for which the fair value option is elected. SFAS No. 159 also establishes presentation
and disclosure requirements designed to facilitate comparison between entities that choose different measurement attributes for similar types of assets and liabilities. SFAS No.
159 does not affect any existing pronouncements that require assets and liabilities to be carried at fair value, nor does
it eliminate disclosure requirements included in pronouncements, such as SFAS Nos. 107 and 157.
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2.105

The FASB’s Emerging Issues Task Force (EITF) Issue No. 03-1, The Meaning of Other-Than-Temporary Impairment and its Application to Certain Investments, should be
used to determine when certain investments are considered
impaired, whether that impairment is other than temporary,
and the measurement and recognition of an impairment loss.
EITF Issue No. 03-1 also provides guidance on accounting
considerations subsequent to the recognition of an otherthan-temporary impairment and requires certain disclosures
about unrealized losses that have not been recognized as
other-than-temporary impairments.

Equity Method
2.110

CLEAR CHANNEL COMMUNICATIONS, INC. (DEC)
Consolidated Balance Sheets

2.107 Table 2-17 lists descriptions of investments presented as non-current investments. Examples of presentations and disclosures for such investments follow.

(In thousands)
Total current assets
Property, plant and equipment
Land, buildings and improvements
Structures
Towers, transmitters and studio
equipment
Furniture and other equipment
Construction in progress

2.108

Less accumulated depreciation

TABLE 2-16: INVESTMENTS—CARRYING BASES

Property, plant and equipment from
discontinued operations, net
Intangible assets
Definite-lived intangibles, net
Indefinite-lived intangibles—licenses
Indefinite-lived intangibles—permits
Goodwill
Intangible assets from discontinued
operations, net
Other assets
Notes receivable
Investments in, and advances to,
nonconsolidated affiliates
Other assets
Other investments
Other assets from discontinued
operations
Total assets

2.106 Table 2-16 lists the balance sheet carrying bases for
investments presented as noncurrent assets.

Equity...............................................
Fair value.........................................
Cost..................................................
Lower of cost or market...................

Number of Companies
2007
2006
2005
2004
302
300
302
293
133
124
131
150
109
123
119
114
4
5
2
4

2.109
TABLE 2-17: INVESTMENTS—DESCRIPTION

Common stock.................................
Marketable equity securities............
Joint ventures..................................
Debt.................................................
Leases.............................................
Preferred stock................................
Real estate.......................................
Other................................................
No details.........................................

Number of Companies
2007 2006 2005 2004
246
232
210
222
116
111
106
122
111
84
100
86
41
42
47
54
11
7
12
14
10
11
13
14
5
5
6
12
31
24
13
32
10
8
11
23

AICPA Accounting Trends & Techniques

2007
$ 2,294,583

2006
$ 2,205,730

815,277
3,901,941

765,306
3,601,653

552,372
520,204
118,879
5,908,673
2,905,493
3,003,180

580,322
523,489
89,772
5,560,542
2,600,072
2,960,470

211,908

275,740

485,870
4,186,720
251,988
7,046,881

522,482
4,196,789
260,950
7,071,935

397,854

554,172

12,388

6,318

346,387
303,791
237,598

311,258
249,524
244,980

26,380
$18,805,528

26,590
$18,886,938
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Consolidated Statements of Operations
(In thousands)
Revenue
Operating expenses
Direct operating expenses (includes share-based payments of $16,975,
$16,142 and $212 in 2007, 2006 and 2005, respectively and excludes
depreciation and amortization)
Selling, general and administrative expenses (includes share-based payments
of $14,884, $16,762 and $0 in 2007, 2006 and 2005, respectively and
excludes depreciation and amortization)
Depreciation and amortization
Corporate expenses (includes share-based payments of $12,192, $9,126 and
$5,869 in 2007, 2006 and 2005, respectively and excludes depreciation and
amortization)
Merger expenses
Gain on disposition of assets—net
Operating income
Interest expense
Gain (loss) on marketable securities
Equity in earnings of nonconsolidated affiliates
Other income (expense)—net
Income before income taxes, minority interest and discontinued operations

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note A (In Part): Summary of Significant Accounting Policies

2007
$6,816,909

2006
$6,457,435

2005
$6,019,029

2,707,254

2,506,717

2,325,912

1,718,302
564,920

1,661,377
593,770

1,604,044
585,233

181,504
6,762
14,389
1,652,556
451,870
6,742
35,176
5,326
$1,247,930

196,319
7,633
71,718
1,563,337
484,063
2,306
37,845
(8,593)
$1,110,832

167,088
—
49,663
1,386,415
443,442
(702)
38,338
11,016
$ 991,625

Note E (In Part): Investments
The Company’s most significant investments in nonconsolidated affiliates are listed below:

Other Investments (In Part)
Nonconsolidated Affiliates
In general, investments in which the Company owns 20 percent to 50 percent of the common stock or otherwise exercises significant influence over the investee are accounted for
under the equity method. The Company does not recognize
gains or losses upon the issuance of securities by any of its
equity method investees. The Company reviews the value of
equity method investments and records impairment charges
in the statement of operations for any decline in value that is
determined to be other-than-temporary.

Australian Radio Network
The Company owns a fifty-percent (50%) interest in Australian Radio Network (“ARN”), an Australian company that
owns and operates radio stations in Australia and New
Zealand.
Grupo ACIR Comunicaciones
The Company owns a forty-percent (40%) interest in Grupo
ACIR Comunicaciones (“ACIR”), a Mexican radio broadcasting company. ACIR owns and operates radio stations
throughout Mexico.
Summarized Financial Information
The following table summarizes the Company’s investments
in these nonconsolidated affiliates:

(In thousands)
At December 31, 2006
Acquisition (disposition) of investments, net
Other, net
Equity in net earnings (loss)
Foreign currency transaction adjustment
Foreign currency translation adjustment
At December 31, 2007

ATT-SEC 2.110

ARN
$145,646
—
(22,259)
25,832
(2,082)
18,337
$165,474

ACIR
$68,260
—
—
4,942
—
(297)
$72,905

Others
$ 97,352
(46)
2,861
4,402
—
3,439
$108,008

Total
$311,258
(46)
(19,398)
35,176
(2,082)
21,479
$346,387
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The investments in the table above are not consolidated, but
are accounted for under the equity method of accounting,
whereby the Company records its investments in these entities in the balance sheet as “Investments in, and advances
to, nonconsolidated affiliates.” The Company’s interests in
their operations are recorded in the statement of operations
as “Equity in earnings of nonconsolidated affiliates”. Accumulated undistributed earnings included in retained deficit
for these investments were $133.6 million, $112.8 million and
$90.1 million for December 31, 2007, 2006 and 2005, respectively.

2.111

THE SHAW GROUP INC. (AUG)
Consolidated Balance Sheets
(In thousands)
Total current assets
Investments in and advances to unconsolidated entities, joint ventures and limited partnerships
Investment in Westinghouse
Property and equipment, at cost
Less accumulated depreciation
Property and equipment, net
Goodwill
Intangible assets
Deferred income taxes
Other assets
Total assets

2007
$1,852,090
41,227
1,094,538
418,514
(198,662)
219,852
513,951
27,356
22,155
103,683
$3,874,852

2006
$1,679,864
53,173
—
345,369
(167,121)
178,248
506,592
31,108
—
88,369
$2,537,354

Consolidated Statements of Operations
(In thousands)
Revenues
Cost of revenues
Gross profit
General and administrative expenses
Operating income
Interest expense
Interest expense on Japanese Yen-denominated bonds including accretion and amortization
Interest income
Loss on retirement of debt
Foreign currency translation losses on Japanese Yen-denominated bonds, net
Other foreign currency transaction gains (losses), net
Other income (expense), net
Income before income taxes, minority interest, earnings (losses) from unconsolidated entities
and loss from discontinued operations
Income before minority interest, earnings (losses) from unconsolidated entities and loss from
discontinued operations
Minority interest
Income from 20% investment in Westinghouse, net of income taxes
Earnings (losses) from unconsolidated entities, net of income taxes
Income (loss) from continuing operations
Loss from discontinued operations, net of income taxes
Net income (loss)

AICPA Accounting Trends & Techniques

2007
$5,723,712
5,348,295
375,417
274,490
100,927
(12,811)
(30,577)
13,785
(1,119)
(33,204)
(5,275)
1,440

2006
$4,775,649
4,454,629
321,020
225,575
95,445
(19,177)
—
5,939
—
—
(865)
(933)

2005
$3,267,702
2,974,899
292,803
190,362
102,441
(29,107)
—
5,571
(47,772)
—
823
5,979

$

$

$

37,935

$

20,499
(7,180)
—
3,791
17,110
(1,439)
15,671

33,166

22,419
(17,699)
2,176
(25,896)
(19,000)
—
$ (19,000)

80,409

62,809
(14,725)
—
2,142
50,226
—
$ 50,226
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Investments (In Part)
We account for non-marketable investments using the equity
method of accounting if the investment gives us the ability
to exercise significant influence over, but not control of, an
investee. Significant influence generally exists if we have an
ownership interest representing between 20% and 50% of
the voting stock of the investee. Under the equity method
of accounting, investments are stated at initial cost and are
adjusted for subsequent additional investments and our proportionate share of earnings or losses and distributions. We
record our share of the investee’s earnings or losses in earnings (losses) from unconsolidated entities, net of income
taxes in the accompanying consolidated statements of operations. We evaluate our equity method investment for impairment when events or changes in circumstances indicate,
in management’s judgment, that the carrying value of such
investment may have experienced an other-than-temporary
decline in value. When evidence of loss in value has occurred,
management compares the estimated fair value of the investment to the carrying value of the investment to determine
whether an impairment has occurred. If the estimated fair
value is less than the carrying value and management considers the decline in value to be other than temporary, the
excess of the carrying value over the estimated fair value is
recognized in the financial statements as an impairment.
Note 6 (In Part): Equity Method Investments and Variable
Interest Entities
Equity Method Investments
Our significant unconsolidated subsidiary that is accounted
for using the equity method of accounting is our Investment
in Westinghouse. Summarized financial information for our
Investment in Westinghouse assuming a 100% ownership
interest is as follows (in thousands):
2007
Balance sheet
Current assets
Noncurrent assets
Current liabilities
Noncurrent liabilities
Minority interest

$1,405,687
6,144,378
1,065,482
901,598
4,521
2006 (Acquisition
Date) to June 2007

Statement of operations
Revenues
Gross profit
Income from continuing operations before
income taxes
Net income
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$1,712,165
433,608
$

31,151
17,868

For all other jointly owned operations that are accounted for
using the equity method of accounting, aggregated summarized financial information assuming a 100% ownership interest is as follows (in thousands):

Balance sheets
Current assets
Noncurrent assets
Current liabilities
Noncurrent liabilities

Statement of operations
Revenues
Gross profit
Income from continuing
operations before income taxes
Net income

2007

2006

$234,358
979,881
192,467
783,526

$145,071
927,938
104,470
776,053

2007

2006

2005

$429,451
49,991

$580,837
62,813

$620,031
54,887

44,648
$ 44,648

38,236
$ 38,236

42,309
$ 42,309

The following is a summary of our investments in and advances to unconsolidated entities, joint ventures and limited partnerships which are accounted for under the equity
method (in thousands, except percentages):

Investment in Westinghouse
Privatization entities
KB Home/Shaw Louisiana,
LLC
Mississippi Space Services
LLC
Other
Total investments
Long-term advances to and
receivables from
unconsolidated entities
Shaw YPC Piping (Nanjing)
Co. LTD
Total investments in and
advances to unconsolidated
entities, joint ventures and
limited partnerships

Ownership
Percentage
20%
10%–90%

2007
$1,094,538
10,057

2006
$
—
24,298

50%

5,315

8,708

45%
23%–50%

6,901
15,873
1,132,684

6,006
11,080
50,092

50%

3,081

3,081

$1,135,765

$53,173

We have a 90% equity interest in one of our investments in
a military family housing privatization entity that is not a VIE.
The United States Army owns the other 10% and as such
has substantive participating rights, as defined in EITF 96-16,
“Investor’s Accounting for an Investee When the Investor Has
a Majority of the Voting Interest but the Minority Shareholder
or Shareholders Have Certain Approval or Veto Rights.” As a
result, we do not consolidate this investee.
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Earnings (losses) from unconsolidated entities, net of income taxes, are summarized as follows:

Investment in Westinghouse
Privatization entities
KB Home/Shaw Louisiana LLC
Mississippi Space Services LLC
Other
Total earnings (losses) from
unconsolidated entities, net
income of taxes

2007
$ 2,176
(24,838)
(3,298)
1,347
893

$(23,720)

2006
$ —
2,774
(1,529)
853
44

$ 2,142

2005
$ —
(361)
—
664
3,488

$3,791

Fair Value
2.112

SEALED AIR CORPORATION (DEC)
(In millions)
Total current assets
Property and equipment, net
Goodwill
Non-current deferred tax assets
Non-current
investments—available-for-sale
securities
Other assets, net
Total assets

2007
$1,936.1
1,080.1
1,969.7
163.2

2006
$1,756.7
970.1
1,957.1
175.4

40.8
248.4
$5,438.3

—
161.6
$5,020.9

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 2 (In Part): Summary of Significant Accounting Policies
Available-for-Sale Investments
The Company determines the classification of its investments
at the time of purchase and reassesses it as of each balance sheet date. Available-for-sale securities are markedto-market based on quoted market values of the securities,
with the unrealized gains or losses, if any, reported as a component of other comprehensive income, net of tax, until realized. The Company recognizes realized gains and losses on
the sales of the securities on a specific identification method
and includes the realized gains or losses in other income,
net, in the consolidated statements of operations. The Company includes interest and dividends on securities classified
as available-for-sale in other income, net, in the consolidated
statements of operations.
The Company’s available-for-sale investments at December 31, 2007 and 2006 consisted of auction rate securities,
which were classified as non-current assets at December
31, 2007 and as current assets at December 31, 2006. See
Note 5, “Available-for-Sale Investments,” for further discussion of the Company’s investments at December 31, 2007
and 2006.

AICPA Accounting Trends & Techniques

Note 5 (In Part): Available-for-Sale Investments
The following table summarizes the Company’s available-forsale investments classified as non-current assets that are
carried at fair market value in the consolidated balance sheet
at December 31, 2007:

Auction rate securities:
Debt instruments with
contractual maturity dates
in 2021, 2033, and 2036
Preferred stock with no
maturity dates
Total

Cost

Gross
Unrealized
Losses

Estimated
Fair Market
Value

$24.7

$(0.7)

$24.0

20.0
$44.7

(3.2)
$(3.9)

16.8
$40.8

The auction rate securities that the Company has invested in
are typically re-auctioned every seven to twenty-eight days.
However, as a result of liquidity conditions affecting capital markets, particularly in the U.S., specifically for assetbacked securities, every auction for the securities held by
the Company over the last several months of 2007 failed.
Due to the failed auctions, the Company has recognized unrealized losses in other comprehensive income of $3.9 million ($2.4 million net of taxes) for the reduction in fair market
value of these securities at December 31, 2007. The Company believes that the decline in fair market value is indicative
of the severe pressure from the sub-prime lending collapse
that began during the second half of 2007, rather than specific concerns with respect to the issuers of the auction rate
securities in which the Company has invested or the securities themselves. The auction rate securities in which the
Company has invested consist of debt instruments and perpetual preferred securities. At December 31, 2007, Moody’s
Investors Service’s ratings of these securities ranged from Aa
to Aaa and Standard and Poor’s ratings ranged from AA to
AAA.
The Company believes that the gross unrealized losses on
these securities are temporary in nature and the Company
has the intent and, it believes, the ability to hold these securities until they have recovered their cost basis. The Company
currently anticipates that the market for these securities will
be re-established within 18 months of December 31, 2007,
but it is possible that a recovery may occur beyond this time
period. The Company believes that it has sufficient liquidity
to meet its operating cash needs without the sale of these
securities. As a result of the factors discussed above, the
Company has classified these investments as non-current
assets on the consolidated balance sheet at December 31,
2007.
Note 13 (In Part): Financial Instruments
Under U.S. GAAP, the Company must disclose its estimate of
the fair value of material financial instruments, including those
recorded as assets or liabilities in its consolidated financial
statements and derivative financial instruments.
The following financial instruments are recorded at fair
value or at amounts that approximate fair value: (1) cash and
cash equivalents, (2) investments in available-for-sale securities, (3) receivables, net, (4) certain other current assets, (5)
accounts payable and (6) other current liabilities. The carrying

ATT-SEC 2.112

P1: JyD
ACPA050-02-P02

AICPA

AICPA-xml-v1.cls

September 24, 2008

182

Accounting Trends & Techniques

amounts reported in the consolidated balance sheets for the
above financial instruments closely approximates their fair
value due to the short-term nature of these assets and liabilities, except for the Company’s available-for-sale investments. The carrying amounts of the Company’s available-forsale investments were determined based on quoted market
prices.
The fair values of the Company’s senior notes at December 31, 2007 and 2006 are based on quoted market prices.
The Company derived the fair value estimates of the Company’s various other debt instruments by evaluating the nature and terms of each instrument, considering prevailing
economic and market conditions, and examining the cost
of similar debt offered at the balance sheet date. These estimates are subjective and involve uncertainties and matters of
significant judgment, and therefore the Company cannot determine them with precision. Changes in assumptions could
significantly affect the Company’s estimates.

2.113

TEKTRONIX, INC. (MAY)
(In thousands)
Total current assets
Property, plant and equipment, net
Long-term marketable investments
Deferred tax assets
Goodwill, net
Pension asset
Other long-term assets
Total assets

municipal bonds were added to the marketable investments
portfolio in 2007.

•

2006
$ 736,885
127,510
103,839
—
307,189
239,128
119,539
$1,634,090

2 (In Part): Summary of Significant Accounting Policies
Marketable Investments
Short-term marketable investments include debt securities
with maturities of greater than three months at the date of
acquisition and less than one year at the balance sheet date.
Long-term marketable investments include investments with
maturities of greater than one year.
At May 26, 2007 and May 27, 2006, marketable investments were classified as available-for-sale and reported at
fair market value with the related unrealized holdings gains
and losses excluded from earnings and included, net of deferred income taxes, in Accumulated other comprehensive
(loss) income on the Consolidated Balance Sheets. The specific identification method is used to recognize realized gains
and losses on the sale of marketable investments.
9 (In Part): Marketable Investments
Marketable investments are recorded at fair value with the
resulting unrealized gains and temporary losses included, net
of tax, in Accumulated other comprehensive (loss) income on
the Consolidated Balance Sheets. Fair values of marketable
investments are based on quoted market prices. Tax exempt

•

•

•

•

•

Long-term marketable investments held at May 26, 2007
consisted of:

(In thousands)
Municipal bonds
Asset backed
securities
Mortgage
backed
securities
Corporate notes
and bonds
U.S. Agencies
U.S. Treasuries
Long-term
marketable
investments

•
2007
$ 619,840
129,914
174,307
21,464
326,468
32,115
105,190
$1,409,298

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

ATT-SEC 2.113

11:0

Amortized
Cost
$ 80,483

Unrealized
Gains
$23

Unrealized
Losses
$ (242)

Market
Value
$ 80,264

45,378

45

(432)

44,991

26,172

—

(761)

25,411

13,545
7,049
3,656

—
—
—

(365)
(156)
(88)

13,180
6,893
3,568

$176,283

$68

$(2,044)

$174,307

•

•

•

•

•

Long-term marketable investments held at May 27, 2006
consisted of:

(In thousands)
Asset backed
securities
U.S. Agencies
Corporate notes
and bonds
Mortgage
backed
securities
U.S. Treasuries
Long-term
marketable
investments

Amortized
Cost

Unrealized
Gains

Unrealized
Losses

Market
Value

$ 37,595
13,561

$—
—

$ (901)
(340)

$ 36,694
13,221

20,223

—

(686)

19,537

30,252
5,634

—
—

(1,305)
(194)

28,947
5,440

$107,265

$—

$(3,426)

$103,839

Contractual maturities of long-term marketable investments
at May 26, 2007 will be as follows:

(In thousands)
After 1 year through 5 years
Mortgage backed securities

Amortized Cost
Basis
$150,111
26,172
$176,283

Tektronix reviews investments in debt and equity securities
for other than temporary impairment whenever the fair value
of an investment is less than amortized cost and evidence
indicates that an investment’s carrying amount is not recoverable within a reasonable period of time. In the evaluation
of whether an impairment is other-than-temporary, Tektronix
considers the reasons for the impairment, its ability and intent
to hold the investment until the market price recovers or the
investment matures, compliance with its investment policy,
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the severity and duration of the impairment, and expected
future performance. As Tektronix primarily invests in high
quality debt securities, unrealized losses are largely driven
by increased market interest rates. These unrealized losses
were not significant on an individual investment security basis. Based on this evaluation, no impairment was considered
to be other-than-temporary.
19. Fair Value of Financial Instruments
For cash and cash equivalents, trade accounts receivable,
accounts payable and accrued liabilities, and accrued compensation, the carrying amount approximates the fair value
because of the immediate or short-term nature of those instruments. Marketable investments are recorded at their fair
value based on quoted market prices.

Cost

(In millions)
Asset backed
securities
Floating rate notes
Total

Gross Unrealized

Amortized
Cost

Gains

Losses

Fair
Value

$23.1
21.6
$44.7

$—
—
$—

$(1.4)
(0.1)
$(1.5)

$21.7
21.5
$43.2

The held-to-maturity securities have maturities as follows:
(In millions)
Within 1 year
1 to 5 years

$18.9
25.8
$44.7

Note 14 (In Part): Fair Value of Financial Instruments

2.114

The carrying amount and fair value of our financial instruments at December 31, 2007 and 2006 were as follows:

CLEVELAND-CLIFFS INC (DEC)
(In millions)
Total current assets
Net properties
Other assets
Prepaid pensions—salaried
Long-term receivables
Deferred income taxes
Deposits and miscellaneous
Investments in ventures
Marketable securities
Total other assets
Total assets

Marketable securities classified as “held-to-maturity” are
stated at cost. The held-to-maturity investments are summarized as follows:

2007
$ 754.6
1,823.9

2006
$ 782.3
884.9

6.7
38.0
42.1
89.5
265.3
55.7
497.3
$3,075.8

2.2
43.7
107.0
83.7
7.0
28.9
272.5
$1,939.7

2007
Carrying
Fair
Value
Value

(In millions)
Cash and cash
equivalents
Derivative assets
Long-term receivable*
Marketable securities*
Hedge contracts
(long-term)
Long-term debt*
Deferred payment

2006
Carrying
Fair
Value
Value

$157.1
69.5
50.0
74.6

$157.8
69.5
61.4
73.1

$351.7
32.9
55.7
28.9

$351.7
32.9
68.4
28.9

5.9
446.2
96.2

5.9
445.7
96.2

3.6
6.9
—

3.6
6.6
—

* Includes current portion.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Significant Accounting Policies
Marketable Securities (In Part)
We determine the appropriate classification of debt and equity securities at the time of purchase and re-evaluate such
designation as of each balance sheet date. We evaluate our
investments in securities for impairment at each reporting
period in accordance with SFAS 115, Accounting for Certain
Investments in Debt and Equity Securities. If a decline in fair
value is judged other than temporary, the basis of the individual security is written down to fair value as a new cost basis
and the amount of the write-down is included as a realized
loss. At December 31, 2007 and 2006, we had $74.6 million
and $28.9 million, respectively, of marketable securities as
follows:
(In millions)
Held to maturity—current
Held to maturity—non-current
Available for sale—non-current
Total

AICPA Accounting Trends & Techniques

2007
$18.9
25.8
44.7
29.9
$74.6

•

•

•

•

•

•

Marketable securities consist of the following:

2006
$ —
—
—
28.9
$28.9

(In millions)
Held to maturity—current
Held to maturity—non-current
Total held to maturity
Available for sale—non-current
Total
Asset backed securities
Floating rate notes

Book Value
2007
2006
$18.9
$ —
25.8
—
44.7
—
29.9
28.9
$74.6
$28.9

Fair Value
2007
2006
$19.0
$ —
24.2
—
43.2
—
29.9
28.9
$73.1
$28.9
$23.1
21.6
$44.7

At December 31, 2007, we held investments totaling $44.7
million which were stated at cost and classified as held to
maturity. The investments are held in asset-backed securities and floating rate notes. We evaluate our investments in
securities for impairment at each reporting period in accordance with SFAS 115 . If a decline in fair value is judged other
than temporary, the basis of the individual security is written
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down to fair value as a new cost basis and the amount of the
write-down is included as a realized loss.
The fair value of our current held to maturity investments,
consisting primarily of floating rate note investments, is below cost. We intend to hold these investments to maturity,
when we will contractually receive the face value of these
investments. The impairment of the floating rate note investment was determined to be temporary and no impairment
was recognized.

NONCURRENT RECEIVABLES
2.115 ARB No. 43, Chapter 3A, Current Assets and Current
Liabilities, states that the concept of current assets excludes
“receivables arising from unusual transactions (such as the
sale of capital assets, or loans or advances to affiliates, officers, or employees) which are not expected to be collected
within twelve months.”
2.116

SFAS No. 107 defines noncurrent receivables as financial instruments. SFAS No. 107, as amended by SFAS
No. 133, requires disclosure of both the fair value and the
bases for estimating the fair value of noncurrent receivables
unless it is not practicable to estimate that value. 52 survey
companies made 55 fair value disclosures. Eight of those
disclosures used market or broker quotes of the noncurrent
receivables to determine fair value. 30 of those disclosures
stated that either discounted cash flows or market prices of
similar instruments were used to estimate fair value. 20 disclosures presented carrying amounts which approximated
fair value of noncurrent receivables. In addition, there were
24 disclosures in which carrying value was compared to fair
value in an exposition or a table.

2.117 SFAC No. 7 provides a framework for using future
cash flows and present value as the basis for accounting
measurements of fair value of an asset or a liability at initial
recognition or fresh-start measurements and for future-cashflow-based amortization techniques, such as interest method
amortization. Fresh-start measurements are measurements
in periods following initial recognition that establish a new
carrying amount unrelated to previous amounts and accounting conventions.
2.118

When observable marketplace-determined values
are not available, discounted cash flows are often used to
estimate fair value. Accounting applications of present value
typically use a single set of estimated cash flows and a
risk-adjusted discount rate. This Statement introduces the
expected cash flow approach, which differs from the traditional approach by focusing on explicit assumptions about
the range of possible cash outcomes and their respective
probabilities.

2.119 Effective for financial statements issued for fiscal
years beginning after November 15, 2007 with earlier application encouraged, SFAS No. 157, Fair Value Measurements,
defines fair value, establishes a framework for measuring fair
value, and expands disclosures about fair value measurements. While SFAS No. 157 does not require any new fair
value measurements, it applies under other pronouncements
that require or permit fair value measurements, such as SFAS
Nos. 107, and 133. SFAS No. 157 clarifies the definition of
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fair value as an exit price, i.e., a price that would be received
to sell, as opposed to acquire, an asset or transfer a liability.
SFAS No. 157 emphasizes that fair value is a market-based
measurement. It establishes a fair value hierarchy that distinguishes between assumptions developed based on market data obtained from independent external sources and
the reporting entity’s own assumptions. Further, SFAS No.
157 specifies that fair value measurement should consider
adjustment for risk, such as the risk inherent in a valuation
technique or its inputs. For assets and liabilities measured
at fair value on a recurring basis, SFAS No. 157 expands the
required disclosures concerning the inputs used to measure
fair value, and encourages the combination of fair value information disclosed under the standard with those disclosed
under other pronouncements, such as SFAS No. 107.

2.120 Effective for financial statements issued for fiscal
years beginning after November 15, 2007 with conditioned
earlier application allowed, SFAS No. 159, The Fair Value
Option for Financial Assets and Liabilities, permits entities
to choose to measure many financial instruments and certain other items at fair value that are not currently required
to be measured at fair value. Further, under SFAS No. 159
a business entity shall report unrealized gains and losses on
eligible items for which the fair value option has been elected
in earnings at each subsequent reporting date. The irrevocable election of the fair value option is made on an instrument
by instrument basis, and applied to the entire instrument,
not just a portion of it. SFAS No. 159 also establishes presentation and disclosure requirements designed to facilitate
comparison between entities that choose different measurement attributes for similar types of assets and liabilities. SFAS
No. 159 does not affect any existing pronouncements that require assets and liabilities to be carried at fair value, nor does
it eliminate disclosure requirements included in pronouncements, such as SFAS Nos. 107 and 157.
2.121 SFAS No. 125, as amended by SFAS No. 133 and
as replaced by SFAS No. 140, establishes criteria for determining whether a transfer of financial assets in exchange
for cash or other consideration should be accounted for as
a sale or as a pledge of collateral in a secured borrowing.
This topic and the related examples are covered under the
“Receivables Sold or Collateralized” part of this section.

P1: JyD
ACPA050-02-P02

AICPA

AICPA-xml-v1.cls

September 24, 2008

11:0

185

Section 2: Balance Sheet

2.122 Table 2-18 summarizes the balance sheet captions
used to describe noncurrent receivables. Examples of noncurrent receivable presentations and disclosures follow.
2.123
TABLE 2-18: NONCURRENT RECEIVABLES
Caption Title
Notes receivable..............................
Finance receivable..........................
Long-term receivables.....................
Insurance receivable.......................
Receivables from related party.......
Other................................................
Receivables combined with other
investments, deposits, etc...........
Total Presentations.......................

2007

2006

2005

2004

30
29
23
21
9
40

29
35
22
25
8
45

32
35
33
25
8
39

33
37
26
17
16
39

1
153

2
166

5
177

4
172

Number of Companies
Presenting noncurrent receivables.
Not presenting noncurrent
receivables...................................

131

148

149

150

469

452

451

450

Total Companies...........................

600

600

600

600

2.124

ASHLAND INC. (SEP)
(In millions)
Total current asset
Investments and other assets
Goodwill and other intangibles
Asbestos insurance receivable
(noncurrent portion)—Note P
Deferred income taxes
Other noncurrent assets
Property, plant and equipment
Cost
Land
Buildings
Machinery and equipment
Construction in progress
Accumulated depreciation and
amortization
Total assets

AICPA Accounting Trends & Techniques

2007
$ 3,276

2006
$ 4,250

377

310

458
157
435
1,427

444
186
450
1,390

79
541
1,390
115
2,125

82
522
1,260
143
2,007

(1,142)
983
$ 5,686

(1,057)
950
$ 6,590

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note P (In Part): Litigation, Claims and Contingencies
Asbestos-Related Litigation (In Part)
Ashland has insurance coverage for most of the litigation
defense and claim settlement costs incurred in connection
with its asbestos claims, and coverage-in-place agreements
exist with the insurance companies that provide most of the
coverage currently being accessed. As a result, increases
in the asbestos reserve have been largely offset by probable
insurance recoveries. The amounts not recoverable generally
are due from insurers that are insolvent, rather than as a result
of uninsured claims or the exhaustion of Ashland’s insurance
coverage.
Ashland has estimated the value of probable insurance
recoveries associated with its asbestos reserve based on
management’s interpretations and estimates surrounding the
available or applicable insurance coverage, including an assumption that all solvent insurance carriers remain solvent.
Approximately 67% of the estimated receivables from insurance companies at September 30, 2007, are expected to
be due from domestic insurers, of which 86% have a credit
rating of A or higher by A. M. Best. The remainder of the
insurance receivable is due from London insurance companies, which generally have lower credit quality ratings, and
from Underwriters at Lloyd’s, which is reinsured by Equitas (Limited). Ashland discounts a substantial portion of this
piece of the receivable based upon the projected timing of
the receipt of cash from those insurers. During 2007 a significant amount of Equitas’ reinsurance of liabilities became
reinsured by National Indemnity Corporation, a member of
the Berkshire Hathaway group of insurance companies with
a current A. M. Best rating of A++. As a result Ashland reassessed its assumptions for the receivable recorded from
Equitas, and due to the improved credit quality of this portion
of the receivable, Ashland increased its recorded receivable
by $21 million during 2007.
At September 30, 2007, Ashland’s receivable for recoveries
of litigation defense and claim settlement costs from insurers amounted to $488 million, of which $68 million relate to
costs previously paid. Receivables from insurers amounted
to $474 million at September 30, 2006. During 2007, the
model used for purposes of valuing the asbestos reserve
described above, and its impact on the valuation of future
recoveries from insurers was updated, which caused an additional $19 million increase in the receivable for probable
insurance recoveries.
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2.125

2.126

CISCO SYSTEMS, INC. (JUL)

TESORO CORPORATION (DEC)

(In millions)
Total current assets
Property and equipment, net
Goodwill
Purchased intangible assets, net
Other assets
Total assets

2007
$31,574
3,893
12,121
2,540
3,212
$53,340

2006
$25,676
3,440
9,227
2,161
2,811
$43,315

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
4 (In Part): Balance Sheet Details
The following tables provide details of selected balance sheet
items (in millions):

Other assets
Deferred tax assets
Investments in privately held companies
Income tax receivable
Lease receivables, net
Other
Total

2007

2006

$1,060
643
277
539
693
$3,212

$ 983
574
279
464
511
$2,811

5. Lease Receivables, Net
Lease receivables represent sales-type and direct-financing
leases resulting from the sale of the Company’s and complementary third-party products and services. These lease arrangements typically have terms from two to three years and
are generally collateralized by a security interest in the underlying assets. The current portion of lease receivables, net, is
recorded in prepaid expenses and other current assets, and
the noncurrent portion is recorded in other assets. The net
lease receivables are summarized as follows (in millions):

Gross lease receivables
Unearned income and other allowances
Total
Reported as
Current
Noncurrent
Total

2007
$1,140
(212)
$ 928

2006
$ 960
(188)
$ 772

$ 389
539
$ 928

$ 308
464
$ 772

Contractual maturities of the gross lease receivables at
July 28, 2007 were $499 million in fiscal 2008, $350 million
in fiscal 2009, $180 million in fiscal 2010, $81 million in fiscal 2011, and $30 million in fiscal 2012 and thereafter. Actual
cash collections may differ from the contractual maturities
due to early customer buyouts, refinancings, or defaults.

ATT-SEC 2.125

(Dollars in millions)
Total current assets
Property, plant and equipment
Refining
Retail
Corporate and other
Less accumulated depreciation and
amortization
Net property, plant and equipment
Other noncurrent assets
Goodwill
Acquired intangibles, net
Other, net
Total other noncurrent assets
Total assets

2007
$ 2,600

2006
$2,811

5,021
642
193

3,207
210
144

(1,076)
4,780

(874)
2,687

92
290
366
748
$ 8,128

89
112
205
406
$5,904

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note G. Other Noncurrent Assets
Other noncurrent assets at December 31, 2007 and 2006
consisted of (in millions):

Deferred maintenance costs, including
refinery turnarounds, net of amortization
Debt issuance costs, net of amortization
Notes receivable from employees
Other assets, net of amortization
Total other assets

2007

2006

$310
26
1
29
$366

$166
14
2
23
$205

At December 31, 2006, notes receivable from employees included two non-interest bearing notes due from an employee
who subsequently became an executive officer. These notes,
assumed in connection with the acquisition of our Golden
Eagle refinery in May 2002, totaled approximately $1 million
at December 31, 2006. During 2007 one of these notes was
paid in full. The remaining balance on the other note at December 31, 2007 is nominal.
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INTANGIBLE ASSETS
2.127 SFAS No. 142, Goodwill and Other Intangible Assets, specifies that goodwill and intangible assets that have
indefinite useful lives will not be subject to amortization, but
rather will be tested at least annually for impairment. In addition, the Standard provides specific guidance on how to determine and measure goodwill impairment. Intangible assets
that have finite useful lives will be amortized over their useful
lives. SFAS No. 142 requires additional disclosures including
information about carrying amounts of goodwill and other
intangible assets, and estimates as to future intangible asset amortization expense. SFAS No. 141 (Revised), Business
Combinations, amends SFAS No. 142 to provide guidance
on the impairment testing of acquired research and development intangible assets and assets that the acquirer intends
not to use. It applies prospectively to business combinations
for which the acquisition date is on or after the beginning of
the first annual reporting period beginning on or after December 15, 2008 with early adoption prohibited.
2.128 Table 2-19 lists those intangible assets, amortized
or not, which are most frequently disclosed by the survey
companies. Table 2-20 summarizes the amortization periods
used by the survey companies to amortize intangible assets
that have finite useful lives.
2.129 Examples of intangible asset presentations and disclosures follow.
2.130
TABLE 2-19: INTANGIBLE ASSETS
Number of Companies
2007 2006 2005 2004
Goodwill recognized in a business
combination ......................................
Trademarks, brand names, copyrights
Customer lists/relationships.................
Technology...........................................
Patents, patent rights...........................
Licenses, franchises, memberships ....
Noncompete covenants.......................
Contracts, agreements.........................
Other—described.................................

542
330
320
162
161
114
112
104
65

542
296
290
142
153
111
103
89
77

522
271
243
140
149
106
87
85
79

510
260
195
125
151
101
85
68
88

2.131
TABLE 2-20: AMORTIZATION PERIOD—2007

Intangible Asset
Trademarks, brand names, copyrights...................................
Customer lists/relationships....................................................
Technology..............................................................................
Patents....................................................................................
Licenses, franchises...............................................................
Noncompete covenants..........................................................
Contracts, agreements...........................................................

AICPA Accounting Trends & Techniques

Exceeding
40 Years
—
—
—
—
—
—
—

31–40
Years
11
5
1
1
2
2
2

Number of Companies
21–30
11–20
10 Years
Years
Years
or Less
13
63
88
17
113
138
6
42
85
6
53
55
5
28
27
1
11
79
8
29
37

Estimated or
Legal Life
40
47
25
46
21
19
28
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Goodwill
2.132

ALCOA INC. (DEC)
(In millions)
Total current assets
Properties, plants, and equipment, net
Goodwill (E)
Investments
Other assets
Assets held for sale
Total assets

2007
$ 8,086
16,879
4,806
2,038
4,046
2,948
$38,803

2006
$ 8,353
14,007
4,885
1,718
3,939
4,281
$37,183

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in millions)

recognized. The evaluation of impairment involves comparing the current fair value of each of Alcoa’s reporting units
to their recorded value, including goodwill. Alcoa uses a discounted cash flow model (DCF model) to determine the current fair value of its reporting units. A number of significant
assumptions and estimates are involved in the application
of the DCF model to forecast operating cash flows, including
markets and market share, sales volumes and prices, costs to
produce, discount rate, and working capital changes. Management considers historical experience and all available information at the time the fair values of its reporting units are
estimated. However, fair values that could be realized in an
actual transaction may differ from those used to evaluate the
impairment of goodwill. See Note E for additional information.
E (In Part): Goodwill and Other Intangible Assets
The following table details the changes in the carrying
amount of goodwill:

A (In Part): Summary of Significant Accounting Policies
Goodwill and Other Intangible Assets (In Part)
Goodwill and intangible assets with indefinite useful lives are
not amortized. Intangible assets with finite useful lives are
amortized generally on a straight-line basis over the periods
benefited, with a weighted average useful life of 13 years.
Goodwill and indefinite-lived intangible assets are tested
annually for impairment and whenever events or circumstances change, such as a significant adverse change in
business climate or the decision to sell a business, that would
make it more likely than not that an impairment may have occurred. If the carrying value of goodwill or an indefinite-lived
intangible asset exceeds its fair value, an impairment loss is

Balance at beginning of year
Acquisition of businesses
Impairment charge
Translation and other adjustments
Balance at end of year

2007
$4,885
8
(133)
46
$4,806

2006
$4,832
16
—
37
$4,885

In 2007, Alcoa recorded an impairment charge of $133 ($93
after-tax) based on a business review of EES performed by
management that determined that the forecasted future earnings and cash flows of the EES business no longer supported
the carrying value of goodwill because of continued deterioration in the automotive.
Q (In Part): Segment and Geographic Area Information
Alcoa’s reportable segments, as reclassified for assets held
for sale, are as follows:

2007
Assets
Capital expenditures
Equity investments
Goodwill
Total assets
2006
Assets
Capital expenditures
Equity investments
Goodwill
Total assets
2005
Assets
Capital expenditures
Equity investments
Goodwill
Total assets

ATT-SEC 2.132

Engineered
Solutions

Packaging
and
Consumer

Total

$

89
814
88
$2,025

$ 225
10
2,443
$5,723

$—
—
—
$—

$ 3,353
1,951
3,669
$31,885

$ 399
—
178
$5,192

$ 135
—
88
$1,178

$ 138
8
2,553
$5,847

$—
—
—
$—

$ 2,949
814
3,765
$27,997

$ 185
4
158
$3,963

$ 114
—
98
$ 884

$ 129
8
2,503
$5,606

$—
—
—
$—

$ 1,905
611
3,697
$23,287

Alumina

Primary
Metals

Flat-Rolled
Products

$1,207
292
17
$6,875

$ 1,313
835
938
$11,858

$ 519
—
183
$5,404

$ 837
238
16
$5,250

$ 1,440
568
930
$10,530

$ 608
215
15
$4,268

$

869
384
923
$ 8,566

Extruded
and End
Products
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2.133

BELDEN INC. (DEC)
(In thousands)
Total current assets
Property, plant and equipment, less
accumulated depreciation
Goodwill
Intangible assets, less accumulated
amortization
Other long-lived assets
Total assets

2007
$ 836,582

2006
$ 719,436

369,803
648,882

272,285
275,134

154,786
58,796
$2,068,849

70,964
18,149
$1,355,968

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 2 (In Part): Summary of Significant Accounting Policies
Intangible Assets
Our intangible assets consist of (a) definite-lived assets subject to amortization such as patents, favorable customer contracts, customer relationships and backlog, and (b) indefinitelived assets not subject to amortization such as goodwill and
trademarks. We calculate amortization of the definite-lived

intangible assets on a straight-line basis over the estimated
useful lives of the related assets ranging from less than one
year for backlog to in excess of twenty-five years for customer relationships.
We evaluate goodwill for impairment annually or at other
times if events have occurred or circumstances exist that
indicate the carrying value of goodwill may no longer be recoverable. We compare the fair value of each reporting unit
to its carrying value. We determine the fair value using the
income approach. Under the income approach, we calculate
the fair value of a reporting unit based on the present value of
estimated future cash flows. If the fair value of the reporting
unit exceeds the carrying value of the net assets including
goodwill assigned to that unit, goodwill is not impaired. If
the carrying value of the reporting unit’s net assets including goodwill exceeds the fair value of the reporting unit, then
we determine the implied fair value of the reporting unit’s
goodwill. If the carrying value of a reporting unit’s goodwill
exceeds its implied fair value, then an impairment of goodwill has occurred and we recognize an impairment loss for
the difference between the carrying amount and the implied
fair value of goodwill as a component of operating income.
We did not recognize any goodwill impairment charges in
2007 and 2006. In 2005, we recognized goodwill impairment
charges totaling $6.9 million related to our discontinued operations in the United Kingdom.
Note 9 (In Part): Intangible Assets
The carrying values of intangible assets were as follows:

2007
Accumulated
Amortization
$—

Gross Carrying
Amount
$648,882

(In thousands)
Goodwill
Segment Allocation of Goodwill

Our goodwill is allocated among our operating segments as
follows:
(In thousands)
Belden Americas Segment
Specialty Products Segment
Europe Segment
Asia Pacific Segment
Finance & Administration

2007
$ 60,252
36,950
307,089
100,907
143,684
$648,882

2006
$ 60,252
36,950
33,671
—
144,261
$275,134

Change
—
—
273,418
100,907
(577)
$373,748

Gross Carrying
Amount
$275,134

Net Carrying
Amount
$275,134

We believe that goodwill recognized in F&A benefits the
entire Company because it represents acquirer-specific synergies unique to a previous acquisition. Goodwill recorded in
F&A decreased during 2007 primarily due to an adjustment
of a deferred tax asset valuation allowance that was originally
recorded in purchase accounting.

$

Goodwill allocated to the Europe segment increased during
2007 primarily due to the acquisitions of Hirschmann and
Lumberg Automation, which in total added $248.4 million to
goodwill. In addition, goodwill allocated to the Europe segment increased $25.0 million during 2007 due to the impact
of translation on goodwill denominated in currencies other
than the United States dollar.
Goodwill allocated to the Asia Pacific segment increased
during 2007 primarily due to the acquisition of LTK, which
added $100.8 million to goodwill. In addition, goodwill allocated to the Asia Pacific segment increased $0.1 million
during 2007 due to the impact of translation on goodwill denominated in currencies other than the United States dollar.

AICPA Accounting Trends & Techniques

Net Carrying
Amount
$648,882

2006
Accumulated
Amortization
$—

Impairment
At December 31, 2007 and 2006, the carrying amounts of
goodwill, trademarks, and intangible assets subject to amortization were considered recoverable.
During 2005, we determined that the carrying amount of
goodwill reported by the Europe segment and the goodwill
amount allocated from F&A to the Europe segment for the
purpose of annual impairment testing were impaired because
of our decision to exit the United Kingdom communications
cable market. We determined the estimated fair value of the
Europe reporting unit by calculating the present value of its
estimated future cash flows. We determined the implied fair
value of goodwill associated with the Europe reporting unit
by subtracting the estimated fair value of tangible assets and
intangible assets subject to amortization associated with the
Europe reporting unit from the estimated fair value of the unit.
We recognized impairment losses totaling $4.5 million in the
Europe segment and $2.4 million in F&A in 2005.
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Trademarks

in selling, general and administrative expenses in the statement of operations. No impairment was recorded in 2006 and
2005.

2.134

FURNITURE BRANDS INTERNATIONAL,INC. (DEC)
(Dollars in thousands)
Total current assets
Property, plant and equipment, net
Goodwill
Other intangible assets (Note 6)
Other assets
Noncurrent assets of discontinued
operations
Total assets

2007
$ 899,854
178,564
167,356
162,571
36,770

2006
$ 941,174
221,398
182,652
169,671
43,308

17,963
$1,463,078

—
$1,558,203

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands)
2 (In Part): Significant Accounting Policies
Intangible Assets
Intangible assets consist of goodwill and trademarks. In accordance with Statement of Financial Accounting Standards
(SFAS) No. 142, “Goodwill and Other Intangible Assets,”
goodwill and intangible assets with indefinite lives are no
longer amortized, but instead tested for impairment. Intangible assets are reviewed for impairment annually or whenever
events or changes in business circumstances indicate the
carrying value of the assets may not be recoverable.
Goodwill is tested by estimating the fair value of each reporting unit using a discounted cash flow model with an appropriate risk adjusted discount rate. The fair value of each
reporting unit is then compared with the carrying value to
determine if any impairment exists.
The fair value of trademarks is calculated using a “relief
from royalty payments” methodology. This approach involves
two steps: (i) estimating reasonable royalty rates for each
trademark and (ii) applying these royalty rates to a net sales
stream and discounting the resulting cash flows to determine
fair value. This fair value is then compared with the carrying
value of each trademark.
6 (In Part): Goodwill and Other Intangible Assets
Goodwill and other intangible assets include the following:

Trademarks and trade names
Beginning balance
Trade name impairment
Ending balance

2007

2006

$169,671
(7,100)
$162,571

$169,671
—
$169,671

Our other intangible assets consist of trademarks and trade
names all having indefinite lives. Goodwill and other intangible assets with indefinite lives are tested annually for impairment or whenever events or changes in business circumstances indicate the carrying value of the assets may not be
recoverable. During 2007, we tested for impairment and the
fair value of certain trade names were lower than their carrying value. Therefore, a non-cash pretax charge of $7,100
was recorded to reduce the carrying value of those trade
names to their estimated fair value. This charge is reflected

ATT-SEC 2.134
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PEPSIAMERICAS, INC. (DEC)
(In millions)
Total current assets
Property and equipment:
Land
Buildings and improvements
Machinery and equipment
Total property and equipment
Less: accumulated depreciation
Net property and equipment
Goodwill
Intangible assets, net
Other assets
Total assets

2007
$ 922.1

2006
$ 675.1

78.5
508.2
2,263.8
2,850.5
(1,520.9)
1,329.6
2,432.7
545.6
78.0
$ 5,308.0

63.7
445.7
2,067.0
2,576.4
(1,437.7)
1,138.7
2,027.1
299.9
66.6
$ 4,207.4

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Significant Accounting Policies
Goodwill and Intangible Assets (In Part)
Our definite lived intangible assets consist primarily of trademarks and tradenames, franchise and distribution agreements, and customer relationships and lists. We compute
amortization of definite lived intangible assets using the
straight-line method.
The approximate lives used for annual amortization are 20
to 30 years for trademarks and tradenames, 20 years for franchise and distribution agreements, and 3 to 14 years for customer relationships and lists.
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4 (In Part): Goodwill and Intangible Assets
Intangible asset balances as of the end of fiscal years 2007
and 2006 were as follows (in millions):
2007
Intangible assets subject to amortization
Gross carrying amount
Trademarks and tradenames
Customer relationships and lists
Franchise and distribution agreements
Other
Total
Accumulated amortization
Trademarks and tradenames
Customer relationships and lists
Franchise and distribution agreements
Other
Total
Intangible assets subject to amortization,
net
Intangible assets not subject to
amortization
Franchise and distribution agreements
Total intangible assets, net

2006

$109.0
56.2
3.3
2.9
$171.4

$

—
8.0
3.3
2.9
$ 14.2

$ (1.2)
(6.3)
(1.1)
(0.8)
$ (9.4)

$

$162.0

$ 11.4

$383.6
$545.6

$288.5
$299.9

—
(1.3)
(0.9)
(0.6)
$ (2.8)

For intangible assets subject to amortization, we calculate
amortization expense over the period we expect to receive
economic benefit. Total amortization expense was $6.6 million, $1.2 million and $0.9 million in fiscal years 2007, 2006,
and 2005, respectively. The increase in amortization expense
in fiscal year 2007 was due to the recognition and amortization of intangible assets associated with the Romania and
Sandora acquisitions. The estimated aggregate amortization
expense over each of the next five years is expected to be
$12.4 million per year.
The acquisition of Sandora in fiscal year 2007 resulted in
a preliminary allocation of $493.8 million to goodwill, $109.0
million to trademarks and tradenames and $31.8 million in
customer relationships and lists in CEE. The trademarks and
tradenames are being amortized preliminarily over 20 to 30
years. The customer relationships and lists are being amortized over 3 to 10 years. We are in the process of finalizing the
valuation of the assets, liabilities and intangibles acquired in
connection with the Sandora acquisition, and we anticipate
that the valuation will be completed in the second quarter of
2008.
The process of valuing the assets, liabilities and intangibles acquired in connection with the acquisition of QABCL
was completed in the second quarter of 2007 and resulted in
an allocation of $46.4 million to goodwill and $108.5 million
to other intangibles in CEE. We recorded $92.5 million and
$16.0 million in franchise and distribution agreements and
customer relationships and lists, respectively. We have assigned an indefinite life to the franchise and distribution
agreement intangible asset. The customer relationships and
lists are being amortized over eight years.
Also in fiscal year 2006, we acquired Ardea which resulted
in an allocation of $7.4 million to goodwill and $2.4 million
to other intangibles. The process of valuing the assets, liabilities and intangibles acquired in connection with the Ardea
acquisition was completed in the second quarter of 2006.

AICPA Accounting Trends & Techniques

We reduced goodwill by $0.8 million and $3.3 million in
fiscal years 2007 and 2006, respectively, due to adjustments
associated with net operating loss carryforwards acquired in
prior year acquisitions.

Customer Lists/Relationships
2.136

COLLECTIVE BRANDS, INC. (JAN)
(Dollars in millions)
Total current assets
Property and Equipment:
Land
Property, buildings and equipment
Accumulated depreciation and
amortization
Property and equipment, net
Intangible assets, net
Goodwill
Deferred income taxes
Other assets
Total assets

2008
$ 938.2

2007
$ 906.6

9.3
1,440.1

6.6
1,245.1

(898.4)
551.0
559.5
321.0
1.5
44.0
$2,415.2

(830.5)
421.2
39.6
5.9
37.7
16.4
$1,427.4

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Accounting for Intangible Assets
Indefinite-lived Intangible assets are not amortized, but are
tested for impairment annually, or more frequently if circumstances indicate potential impairment, through a comparison
of fair value to its carrying amount. Favorable leases, certain trademarks and other intangible assets with finite lives
are amortized over their useful lives using the straight-line
method. Customer relationships are amortized using an economic patterning technique based on when the benefits of
the asset are expected to be used.
Each period, the Company evaluates whether events and
circumstances warrant a revision to the remaining estimated
useful life of each intangible asset. If the Company were to
determine that events and circumstances warrant a change
to the estimate of an intangible asset’s remaining useful life,
then the remaining carrying amount of the intangible asset
would be amortized prospectively over that revised remaining
useful life.
Additionally, other events and circumstances may indicate
that the carrying value of one or more intangible assets is not
recoverable and its fair value is less than the intangible asset’s
carrying value, resulting in the recognition of an impairment
charge.
A change in the estimate of the remaining life of one or more
intangible assets or the impairment of one or more intangible assets could have a material impact on the Company’s
results of operations and financial condition. The Company’s
intangible assets’ carrying value, net of amortization, was
$559.5 million as of February 2, 2008.
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Note 11. Intangible Assets

Technology

The following is a summary of the Company’s intangible
assets:

2.137

(Dollars in millions)
Intangible assets subject to amortization
Favorable lease rights:
Gross carrying amount
Less: accumulated amortization
Carrying amount, end of period
Customer relationships
Gross carrying amount
Less: accumulated amortization
Carrying amount, end of period
Trademarks and other intangible assets
Gross carrying amount
Less: accumulated amortization
Carrying amount, end of period
Total carrying amount of intangible assets
subject to amortization
Indefinite-lived trademarks
Total intangible assets

2007

$ 69.9
(54.7)
15.2

$ 67.2
(54.4)
12.8

73.7
(5.9)
67.8

—
—
—

20.7
(3.5)
17.2

0.1
—
0.1

Trademarks and other
intangible assets
Customer relationships

100.2
459.3
$559.5

12.9
26.7
$ 39.6

A weighted-average period of 11
years. Favorable lease rights
are amortized over the term
of the underlying lease, including renewal options in instances
where failure to exercise renewals would result in an economic penalty.
0.75 to 10 years
8 years

Customer relationships are amortized on an accelerated basis. All other intangible assets subject to amortization are
amortized on a straight-line basis. Amortization expense on
intangible assets is as follows:
(Dollars in millions)
Amortization expense on intangible
assets

2007

2006

2005

$12.6

$ 3.2

$3.4

The Company expects amortization expense for the next five
years to be as follows (in millions):
Year
2008
2009
2010
2011
2012

ATT-SEC 2.137

(Thousands of dollars)
Total current assets
Property, plant and equipment, net
Goodwill
Core and developed technology, net
Other intangibles, net
Capitalized software, net
Other
Total assets

2007
$3,130,566
2,497,338
621,414
374,779
95,938
142,738
466,592
$7,329,365

2006
$3,185,253
2,133,548
565,146
244,811
91,501
189,355
414,911
$6,824,525

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Thousands of dollars)
1 (In Part): Summary of Significant Accounting Policies

The estimated useful life for each class of intangible assets
is as follows:
Favorable lease rights

BECTON, DICKINSON AND COMPANY (SEP)

2006

Amount
$21.7
19.2
15.2
12.2
9.9

Goodwill and Other Intangible Assets
Goodwill is reviewed annually for impairment in accordance
with Statement of Financial Accounting Standards (“SFAS”)
No. 142, “Goodwill and Other Intangible Assets”. In reviewing
goodwill for impairment, potential impairment is identified by
comparing the fair value of a reporting unit, estimated using
an income approach, with its carrying value. Core and developed technology is amortized over periods ranging from
15 to 20 years, using the straight-line method. Both goodwill and core and developed technology arise from acquisitions. Other intangibles with finite useful lives, which include
patents, are amortized over periods principally ranging from
two to 40 years, using the straight-line method. These intangibles, including core and developed technology, are periodically reviewed when impairment indicators are present
to assess recoverability from future operations using undiscounted cash flows in accordance with SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets”. To the extent carrying value exceeds the undiscounted
cash flows, an impairment loss is recognized in operating results based upon the excess of the carrying value over fair
value. Other intangibles also include certain trademarks that
are considered to have indefinite lives, as they are expected
to generate cash flows indefinitely, and are reviewed annually
for impairment.
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4 (In Part): Other Intangible Assets
Other intangible assets at September 30 consisted of:
2007
Gross Carrying
Accumulated
Amount
Amortization
Amortized intangible assets
Core and developed technology
Patents, trademarks, and other

$548,995
289,920
$838,915

Intangible amortization expense was $46,607, $34,843
and $29,529 in 2007, 2006 and 2005, respectively. The
estimated aggregate amortization expense for the fiscal
years ending September 30, 2008 to 2012 are as follows: 2008–$49,100; 2009–$46,900; 2010–$45,200; 2011–
$43,700; 2012–$40,600.

Patents
2.138

$174,216
203,037
$377,253

2006
Gross Carrying
Amount

Accumulated
Amortization

$377,633
337,176
$714,809

$132,822
254,717
$387,539

straight line basis for other intangible assets with finite lives.
Patents have been assigned an estimated weighted average
useful life of thirteen years. The customer relationships have
been assigned an estimated useful life of twenty-five years.
The Company is subject to financial statement risk in the
event that goodwill and intangible assets become impaired.
The Company performed the required impairment tests in
fiscal 2007, 2006 and 2005, and found no impairment of the
assets.

BRIGGS & STRATTON CORPORATION (JUN)

Total current assets
Goodwill
Other intangible assets, net
Investments
Prepaid pension
Deferred loan costs, net
Other long-term assets, net
Plant and equipment:
Land and land improvements
Buildings
Machinery and euipment
Construction in progress
Less: accumulated depreciation
Total plant and equipment, net
Total assets

2007
$ 995,793
250,107
92,556
47,326
103,247
3,135
6,686

2006
$1,023,588
251,885
94,596
48,917
75,789
4,308
6,765

18,039
142,873
814,037
31,453
1,006,402
618,084
388,318
$1,887,168

17,956
130,044
830,537
29,627
1,008,164
577,876
430,288
$1,936,136

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
2 (In Part): Summary of Significant Accounting Policies
Goodwill and Other Intangible Assets
Goodwill reflects the cost of acquisitions in excess of the fair
values assigned to identifiable net assets acquired. Other
Intangible Assets reflect identifiable intangible assets that
arose from purchase acquisitions. Other Intangible Assets
are comprised of trademarks, patents and customer relationships. Goodwill and trademarks, which are considered to
have indefinite lives are not amortized; however, both must be
tested for impairment annually. Amortization is recorded on a

AICPA Accounting Trends & Techniques
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4 (In Part): Goodwill and Other Intangible Assets
The Company’s other intangible assets for the years ended
July 1, 2007 and July 2, 2006 are as follows (in thousands):

Gross Carrying
Amount

2007
Accumulated
Amortization

Net

$13,281
17,910
279
31,470

$(3,488)
(2,149)
(277)
(5,914)

67,000
67,000
$98,470

—
—
$(5,914)

Amortized intangible assets
Patents
Customer relationships
Miscellaneous
Total amortized intangible assets
Unamortized intangible assets
Trademarks/brand names
Total unamortized intangible assets
Total intangible assets

Amortization expense of other intangible assets amounts
to approximately $2,039,200, $1,850,000 and $1,850,000 in
2007, 2006, and 2005, respectively.
The estimated amortization expense of other intangible assets for the next five years is (in thousands):

2008
2009
2010
2011
2012

$1,860
1,860
1,860
1,860
1,860
$9,300

Licenses and Franchises
2.139

AT&T INC. (DEC)
(Dollars in millions)
Total current assets
Property, plant and equipment—net
Goodwill
Licenses
Customer lists and relationships—net
Other intangible assets—net
Investments in equity affiliates
Postemployment benefit
Other assets
Total assets

2007
$ 24,686
95,890
70,713
37,985
14,505
5,912
2,270
17,291
6,392
$275,644

2006
$ 25,553
94,596
67,657
34,252
18,922
6,566
1,995
14,228
6,865
$270,634

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in millions)
Note 1 (In Part): Summary of Significant Accounting Policies
Goodwill and Other Intangible Assets (In Part)
Intangible assets that have finite useful lives are amortized
over their useful lives, a weighted average of 7.4 years. Cus-

ATT-SEC 2.139

Gross Carrying
Amount

2006
Accumulated
Amortization

Net

$ 9,793
15,761
2
25,556

$13,281
17,910
279
31,470

$(2,203)
(1,433)
(238)
(3,874)

$11,078
16,477
41
27,596

67,000
67,000
$92,556

67,000
67,000
$98,470

—
—
$(3,874)

67,000
67,000
$94,596

tomer relationships are amortized using primarily the sum-ofthe-months-digits method of amortization over the expected
period in which those relationships are expected to contribute to our future cash flows based in such a way as to
allocate it as equitably as possible to periods during which
we expect to benefit from those relationships.
A significant portion of intangible assets in our wireless
segment are Federal Communications Commission (FCC) licenses that provide us with the exclusive right to utilize certain radio frequency spectrum to provide wireless communications services. While FCC licenses are issued for a fixed
time, renewals of FCC licenses have occurred routinely and
at nominal cost. Moreover, we have determined that there are
currently no legal, regulatory, contractual, competitive, economic or other factors that limit the useful lives of our FCC
licenses and therefore the FCC licenses are an indefinite-lived
intangible asset under the provisions of Statement of Financial Accounting Standards No. 142, “Goodwill and Other Intangible Assets.”
In accordance with EITF No. 02-7, “Unit of Accounting
for Testing Impairment of Indefinite-Lived Intangible Assets,”
we test FCC licenses for impairment on an aggregate basis, consistent with the management of the business on a
national scope. We utilize a fair value approach, incorporating discounted cash flows, to complete the test. This approach determines the fair value of the FCC licenses and,
accordingly, incorporates cash flow assumptions regarding
the investment in a network, the development of distribution
channels and other inputs for making the business operational. As these inputs are included in determining free cash
flows of the business, the present value of the free cash flows
is attributable to the licenses. The discount rate applied to
the cash flows is consistent with our weighted-average cost
of capital. During the fourth quarter of 2007, we completed
the annual impairment tests for indefinite-lived FCC licenses.
These annual impairment tests resulted in no impairment of
indefinite-lived FCC licenses.
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Note 6 (In Part): Goodwill and Other Intangible Assets
Our other intangible assets are summarized as follows:

Other Intangible Assets
Amortized intangible assets:
Customer lists and relationships:
AT&T Mobility
BellSouth
ATTC
Other
Subtotal
Other
Total
Indefinite life intangible assets not subject to amortization:
Licenses
Trade name
Total

•

•

•

•

•

2007
Gross Carrying
Accumulated
Amount
Amortization

$10,526
9,205
3,050
429
23,210
1,873
$25,083

2.140

THE EASTERN COMPANY (DEC)

Total assets

2007
$ 63,252,611

2006
$ 59,326,242

1,103,872
13,822,209
33,057,484
(22,749,351)
25,234,214

1,102,628
13,687,524
32,068,499
(21,042,934)
25,815,717

13,955,608
135,473

13,742,160
117,959

3,981,338
1,792,657
19,865,076
$108,351,901

4,216,508
266,358
18,342,985
$103,484,944

AICPA Accounting Trends & Techniques

$ 9,530
9,230
3,050
395
22,205
1,973
$24,178

$1,948
—
1,082
253
3,283
714
$3,997

$4,549
2,205
1,653
298
8,705
1,191
$9,896

$34,252
5,307
$39,559

•

Covenants Not To Compete

Other assets
Goodwill
Trademarks
Patents, technology and other
intangibles net of accumulated
amortization
Prepaid pension cost

Accumulated
Amortization

$37,985
5,230
$43,215

Licenses include FCC licenses of $37,948 that provide us
with the exclusive right to utilize certain radio frequency spectrum to provide wireless communications services. While
FCC licenses are issued for a fixed time, renewals of FCC
licenses have occurred routinely and at nominal cost. Moreover, we have determined that there are currently no legal,
regulatory, contractual, competitive, economic or other factors that limit the useful lives of our FCC licenses and therefore, treat the FCC licenses as an indefinite-lived intangible
asset.

Total current assets
Property, plant and equipment
Land
Buildings
Machinery and equipment
Accumulated depreciation

2006
Gross Carrying
Amount

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
2 (In Part): Accounting Policies
Goodwill, Intangibles and Impairment of Long-Lived
Assets (In Part)
Patents are recorded at cost and are amortized using the
straight-line method over the lives of the patents. Technology
and licenses are recorded at cost and are generally amortized on a straight-line basis over periods ranging from 5
to 17 years. Non-compete agreements and customer relationships are being amortized using the straight-line method
over a period of 5 years. Amortization expense in 2007, 2006
and 2005 was $599,718, $302,342 and $136,856, respectively. Total amortization expense for each of the next five
years is estimated to be as follows: 2008–$602,000; 2009–
$602,000; 2010–$602,000; 2011–$499,000; and 2012–
$187,000. Trademarks are not amortized as their lives are
deemed to be indefinite.
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The gross carrying amount and accumulated amortization
of amortizable intangible assets:

2007 gross amount
Patents and developed technology
Customer relationships
Non-compete agreements
Other
Total gross intangibles
2007 accumulated amortization:
Patents and developed technology
Customer relationships
Non-compete agreements
Total gross amortization
Net 2007 per balance sheet
2006 gross amount:
Patents and developed technology
Customer relationships
Non-compete agreements
Other
Total gross intangibles
2006 accumulated amortization:
Patents and developed technology
Customer relationships
Non-compete agreements
Total gross amortization
Net 2006 per balance sheet

Industrial
Hardware
Segment

Security
Products
Segment

Metal
Products
Segment

Total

Weighted-Average
Amortization Period
(Years)

$2,738,893
—
—
—
$2,738,893

$1,088,592
1,921,811
90,735
3,941
$3,105,079

$82,747
—
—
—
$82,747

$3,910,232
1,921,811
90,735
3,941
$5,926,719

15.7
5.0
5.0
—
11.8

$1,077,608
—
—
$1,077,608
$1,661,285

$ 263,255
477,495
59,522
$ 800,272
$2,304,807

$67,501
—
—
$67,501
$15,246

$1,408,364
477,495
59,522
$1,945,381
$3,981,338

$2,411,468
—
—
—
$2,411,468

$1,005,390
1,921,811
90,735
3,941
$3,021,877

$82,747
—
—
—
$82,747

$3,499,605
1,921,811
90,735
3,941
$5,516,092

$ 902,854
—
—
$ 902,854
$1,508,614

$ 192,250
93,133
48,794
$ 334,177
$2,687,700

$62,553
—
—
$62,553
$20,194

$1,157,657
93,133
48,794
$1,299,584
$4,216,508

In the event that facts and circumstances indicate that the
carrying value of long-lived assets, including definite life
intangible assets, may be impaired, an evaluation is performed to determine if a write-down is required. No events
or changes in circumstances have occurred to indicate that
the carrying amount of such long-lived assets held and used
may not be recovered.
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Contracts
2.141

HARTMARX CORPORATION (NOV)

Total current assets
Goodwill
Intangible assets
Deferred income taxes
Other assets
Prepaid/intangible pension asset
Properties
Land
Buildings and building
improvements
Furniture, fixtures and equipment
Leasehold improvements
Accumulated depreciation and
amortization
Net properties
Total assets

2007
$ 269,548
36,977
63,127
38,388
16,539
—

2006
$ 293,130
27,957
55,501
17,322
8,660
36,550

1,859

1,883

43,008
76,265
26,016
147,148

42,676
103,667
28,183
176,409

(111,875)
35,273
$ 459,852

(142,445)
33,964
$ 473,084

formed on an annual basis at the same time as the impairment tests for Goodwill are performed, or more frequently if
impairment indicators arise. During fiscal 2007 and 2006, no
impairment adjustment relating to intangible assets was determined to be required. The intangibles related to customer
relationships, covenant not to compete, supply agreement,
design services agreement and license agreement are also
attributable to the Zooey, Monarchy, Sweater.com, Simply
Blue and Misook acquisitions and aggregated $7.6 million at
November 30, 2007 and $8.7 million at November 30, 2006.
Amortization of intangible assets with finite lives is recognized over their estimated useful lives using a method of
amortization that reflects the pattern in which the economic
benefits of the intangible assets are consumed or otherwise
realized, which is up to 10 years for some intangible assets.
Intangible assets with finite lives are reviewed for impairment
periodically if events or changes in circumstances indicate
that the carrying amount may not be recoverable. If expected
future undiscounted cash flows from operations are less than
their carrying amounts, an asset is determined to be impaired
and a loss would be recorded for the amount by which the
carrying value of the asset exceeds its fair value. During fiscal
2007 and 2006, no impairment adjustments relating to intangible assets with finite lives was determined to be required.
Note 6 (In Part): Goodwill and Intangible Assets

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Accounting Policies
Goodwill and Intangible Assets (In Part)
The estimated lives and the method of amortization for the
components of intangible assets are as follows:
Intangible Asset
Tradenames
Customer relationships
Supply agreement
Design services
agreement
Covenant not to
compete
License agreement
License rights

Life
Indefinite
10 years
5 years
5 years
4 years to 10 years
5 years
Initial term of license
agreement, usually
5 years or less

Amortization Method
Not amortized
Estimated weighted
cash flows over life
Straight line over life
Estimated weighted
cash flows over life
Estimated weighted
cash flows over life
Estimated weighted
cash flows over life
Straight line over life

Intangible assets, net of accumulated amortization, aggregated $63.1 million and $55.5 million at November 30, 2007
and 2006, respectively. Accumulated amortization was $10.4
million and $7.3 million at November 30, 2007 and 2006,
respectively. Amortization expense of intangible assets was
$3.1 million in 2007, $2.9 million in 2006 and $2.2 million in
2005.
The amounts allocated to Tradenames at November 30,
2007 and 2006 were $55.5 million and $46.8 million, respectively; the $8.8 million recorded in fiscal 2007 related to the
Zooey and Monarchy acquisitions and the remaining $46.7
million was attributable to the Sweater.com acquisition in August 2006, the Simply Blue acquisition in October 2005 and
the Misook acquisition in July 2004. Impairment tests are per-
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Intangible assets by category are summarized below (000’s
omitted):

Intangible assets with finite lives
Gross carrying amount
Customer relationships
Supply agreement
Design services agreement
Covenant not to compete
License agreement
Other
Accumulated amortization
Customer relationships
Supply agreement
Design services agreement
Covenant not to compete
License agreement
Other
Total intangible assets with finite lives,
net
Indefinite lived intangible assets:
Tradenames
Total intangible assets, net

2007

2006

$ 9,380
4,400
1,450
980
75
1,700
17,985

$ 7,700
4,400
1,450
700
75
1,700
16,025

3,937
2,958
1,194
562
42
1,700
10,393

2,219
2,078
884
422
11
1,700
7,314

7,592

8,711

55,535
$63,127

46,790
$55,501

The increase reflected the acquisition of Zooey and Monarchy in fiscal 2007 offset by amortization of intangible assets
with finite lives of Misook, Simply Blue, Sweater.com, Zooey
and Monarchy.
Based on the current estimated useful lives assigned to the
Company’s intangible assets with finite lives, amortization expense for fiscal 2008, 2009, 2010, 2011 and 2012 is projected
to total $2.7 million, $1.9 million, $1.0 million, $.7 million and
$.5 million, respectively.
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OTHER NONCURRENT ASSETS
2.142 Table 2-21 summarizes the nature of assets (other
than property, investments, noncurrent receivables, and intangible assets) classified as noncurrent assets on the balance sheet of the survey companies. Examples of other noncurrent asset presentations and disclosures, except assets
leased to others, follow. Examples of assets leased to others are presented under “Lessor Leases” in the “Long-Term
Leases” section.
2.143
TABLE 2-21: OTHER NONCURRENT ASSETS

Deferred income taxes.............
Pension asset...........................
Software...................................
Debt issue costs.......................
Segregated cash or
securities...............................
Property held for sale...............
Derivatives................................
Cash surrender value of life
insurance ..............................
Contracts..................................
Assets leased to others............
Assets of nonhomogeneous
operations.............................
Estimated insurance
recoveries .............................
Other identified noncurrent
assets....................................

2007
287
235
116
110

Number of Companies
2006
2005
2004
261
243
237
200
193
151
117
118
132
104
89
69

105
57
50

82
68
46

73
47
68

75
52
88

39
21
11

43
16
13

35
12
11

40
16
12

10

8

8

7

9

12

11

7

68

60

62

66

Deferred Income Taxes
2.144

INTERMEC, INC. (DEC)
(Thousands of dollars)
Total current assets
Property, plant and equipment, net
Intangibles, net
Net deferred tax assets
Other assets
Total assets

2007
$646,331
47,732
4,138
150,154
52,280
$900,635

2006
$540,469
43,453
3,978
190,683
31,757
$810,340

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note A (In Part): Significant Accounting Policies
Income Taxes
We account for income taxes using the asset and liability approach, which requires the recognition of deferred tax assets
and liabilities for the expected future tax consequences of

ATT-SEC 2.142

temporary differences between the carrying amounts and the
tax bases of assets and liabilities. This method also requires
the recognition of future tax benefits, such as net operating loss carry forwards and other tax credits. Deferred tax
assets and liabilities are measured using enacted tax rates
expected to apply to taxable income in the years in which
those temporary differences are expected to reverse. Valuation allowances are provided to reduce deferred tax assets
to an amount that is more likely than not to be realized. We
evaluate the likelihood of realizing our deferred tax assets by
estimating sources of future taxable income and the impact
of tax planning strategies. Our deferred tax assets include
future tax benefits of discontinued operations that remain
with us. Effective January 1, 2007 we began recording benefits from uncertain tax positions in accordance with FASB
Interpretation No. 48, “ Accounting for Uncertainty in Income
Taxes .” Accordingly, we recognize the largest amount of benefit greater than 50% determined by cumulative probability of
being realized upon ultimate settlement with the tax authority.
Note I (In Part): Income Taxes
Deferred income taxes reflect the net tax effect of transactions which are recognized in different periods for financial
and tax reporting purposes. The primary components of our
deferred tax assets and liabilities are as follows (thousands
of dollars):

Current deferred tax assets
Accrued expenses
Receivable and inventories
Net operating loss carryforwards
Capitalized R&D
Other items
Total current deferred tax assets
Valuation allowance
Net current deferred tax assets
Long-term deferred tax assets
Retiree medical benefits
Intangibles
Tax credit carryforwards
Deferred income
Fixed assets
Net operating loss carryforwards
Capitalized R&D
Cumulative translation adjustments
Pension
Other items
Total long-term deferred tax assets
Valuation allowance
Net long-term deferred tax assets
Deferred tax liabilities
Pensions
Net deferred tax asset

2007

2006

$ 13,970
10,264
37,730
—
1,400
63,364
(1,832)
61,532

$ 17,027
9,397
17,859
6,878
—
51,161
(1,538)
49,623

11,163
8,601
88,891
7,125
1,676
30,839
12,600
1,172
—
1,512
163,579
(13,425)
150,154

12,972
10,311
91,312
8,120
1,004
32,974
35,518
1,817
8,672
16
202,716
(12,033)
190,683

(784)
$210,902

—
$240,306

We have considered future market growth, forecasted earnings, future taxable income and the mix of earnings in the
jurisdictions in which we operate and prudent, feasible and
permissible tax planning strategies in determining the realizability of deferred tax assets. If we were to determine that
we would not be able to realize a portion of our net deferred

P1: JyD
ACPA050-02-P02a

AICPA

AICPA-xml-v1.cls

October 5, 2008

14:59

199

Section 2: Balance Sheet

tax asset in the future for which there is currently no valuation
allowance, an adjustment to the net deferred tax asset would
be charged to earnings in the period such determination was
made. Conversely, if we were to make a determination that it
is more likely than not that the deferred tax assets for which
there is currently a valuation allowance would be realized, the
related valuation allowance would be reduced and a benefit to earnings would be recorded. Our deferred tax assets
include future tax benefits of discontinued operations that
remain with us.
We have available at December 31, 2007 net operating
tax loss carryforwards in the United States of approximately
$146.5 million, which result in a deferred tax asset of $51.3
million. These losses expire from 2023 through 2025.
We also have available at December 31, 2007 capital tax
loss carryforwards in the United States of approximately $9.3
million which expire in 2010. No deferred tax asset has been
recognized for capital loss carryforwards.
Our valuation allowance increased during 2007 primarily
for certain foreign net operating loss carryforwards and general business credit carryforwards, which will not be used
within their respective carryforward periods.
We have $34.2 million general business credit carryforwards and $53.2 million foreign tax credit carryforwards at
December 31, 2007. The general business credit carryforwards have expiration dates ranging from 2010 through 2027.
The foreign tax credit carryforwards have expiration dates
ranging from 2013 to 2017. We have a valuation allowance
of $1.2 million at December 31, 2007 for general business
credit carryforwards.
We have a valuation allowance of $5.6 million at December
31, 2007 for deferred tax assets related to state net operating tax loss carryforwards from discontinued operations. We
have recognized deferred tax assets of $4.6 million at December 31, 2007 for state net operating loss carryforwards
from continuing operations.
At December 31, 2007, we have foreign net operating tax
loss carryforwards in the Netherlands and Canada which result in a deferred tax asset of $0.6 million after considering a
valuation allowance of $1.3 million. We also have a full valuation allowance against our U.K. capital loss carryforwards of
$23.1 million as of December 31, 2007, which carries forward
indefinitely.

•

•

•

•

•

•

We have not provided deferred U.S. income taxes on undistributed earnings of certain foreign subsidiaries that we intend to reinvest permanently outside of the United States;
the total amount of such earnings as of December 31, 2007,
was $64.3 million. Should we distribute earnings of foreign
subsidiaries in the form of dividends or otherwise, we may
be subject to U.S. income taxes. Due to complexities in tax
laws and various assumptions that would have to be made,
it is not practicable to estimate the amount of unrecognized
deferred U.S. taxes on these earnings.

AICPA Accounting Trends & Techniques

2.145

NEWMONT MINING CORPORATION (DEC)
(In millions)
Current assets
Property, plant and mine development,
net
Investments
Long-term stockpiles and ore on leach
pads
Deferred income tax assets (Note 8)
Other long-term assets
Goodwill
Assets of operations held for sale
Total assets

2007
$ 2,672

2006
$ 2,625

9,140
1,527

6,544
1,319

788
1,027
234
186
24
$15,598

812
793
178
1,338
1,992
$15,601

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in millions)
Note 2 (In Part): Summary of Significant Accounting Policies
Income and Mining Taxes
The Company accounts for income taxes using the liability
method, recognizing certain temporary differences between
the financial reporting basis of the Company’s liabilities and
assets and the related income tax basis for such liabilities
and assets. This method generates either a net deferred income tax liability or asset for the Company, as measured
by the statutory tax rates in effect. The Company derives
its deferred income tax charge or benefit by recording the
change in either the net deferred income tax liability or asset balance for the year. Mining taxes represent Canadian
provincial taxes levied on mining operations and are classified as income taxes; as such taxes are based on a percentage of mining profits. With respect to the earnings that
the Company derives from the operations of its consolidated
subsidiaries, in those situations where the earnings are indefinitely reinvested, no deferred taxes have been provided on
the unremitted earnings (including the excess of the carrying
value of the net equity of such entities for financial reporting
purposes over the tax basis of such equity) of these consolidated companies.
The Company’s deferred income tax assets include certain future tax benefits. The Company records a valuation
allowance against any portion of those deferred income tax
assets when it believes, based on the weight of available evidence, it is more likely than not that some portion or all of
the deferred income tax asset will not be realized.
The Company’s operation involves dealing with uncertainties and judgments in the application of complex tax regulations in multiple jurisdictions. The final taxes paid are dependent upon many factors, including negotiations with taxing
authorities in various jurisdictions and resolution of disputes
arising from federal, state, and international tax audits. The
Company recognizes potential liabilities and records tax liabilities for anticipated tax audit issues in the U.S. and other
tax jurisdictions based on its estimate of whether, and the extent to which, additional taxes will be due. As of January 1,
2007, the Company adopted FASB Interpretation No. 48,
“Accounting for Uncertainty in Income Taxes,” (“FIN 48”),
an interpretation of FASB Statement No. 109, “Accounting
for Income Taxes,” guidance to record these liabilities (refer
to Note 8 for additional information). The Company adjusts
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these reserves in light of changing facts and circumstances;
however, due to the complexity of some of these uncertainties, the ultimate resolution may result in a payment that is
materially different from the Company’s current estimate of
the tax liabilities. If the Company’s estimate of tax liabilities
proves to be less than the ultimate assessment, an additional
charge to expense would result. If payment of these amounts
ultimately proves to be less than the recorded amounts, the
reversal of the liabilities would result in tax benefits being
recognized in the period when the Company determines the
liabilities are no longer necessary. The Company recognizes
interest and penalties, if any, related to unrecognized tax benefits in income tax expense.
Note 8 (In Part): Income Taxes
Components of the Company’s deferred income tax assets
(liabilities) are as follows:
2007
Deferred income tax assets
Exploration costs
Depreciation
Net operating losses and tax credits
Retiree benefit and vacation accrual costs
Remediation and reclamation costs
Derivative instruments
Other
Valuation allowances
Deferred income tax liabilities
Net undistributed earnings of subsidiaries
Unrealized gain on investments
Depletable and amortizable costs associated
with mineral rights
Derivative instruments
Foreign currency exchange
Net deferred income tax assets (liabilities)

$

59
89
610
68
141
128
236
1,331
(509)
822

2006
$

63
147
649
114
141
—
217
1,331
(517)
814

(11)
(149)

(37)
(135)

(629)
(25)
(26)
(840)
$ (18)

(358)
(15)
(26)
(571)
$ 243

Net deferred income tax assets (liabilities) consist of:

Current deferred income tax assets
Long-term deferred income tax assets
Current deferred income tax liabilities
Long-term deferred income tax liabilities

2007
$ 112
1,027
(132)
(1,025)
$ (18)

2006
$ 156
799
(9)
(703)
$ 243

These balances include net deferred income tax assets (liabilities) that have been reclassified to Assets and Liabilities
of Operations Held for Sale of:

Long-term deferred income tax assets
Long-term deferred income tax liabilities

ATT-SEC 2.145

2007
$1
—
$1

2006
$ 6
(77)
$(71)

The Company adopted the provisions of FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes,”
(“FIN48”) an interpretation of FASB Statement No. 109, “Accounting for Income Taxes” on January 1, 2007. FIN 48 clarifies the accounting and reporting for uncertainties in the application of the income tax laws to the Company’s operations.
The interpretation prescribes a comprehensive model for the
financial statement recognition, measurement, presentation
and disclosure of uncertain tax positions taken or expected to
be taken in income tax returns. The cumulative effects of applying this interpretation have been recorded as a decrease
in retained earnings of $108, an increase of $5 in goodwill,
an increase of $4 in minority interest, a decrease in net deferred tax assets of $37 (primarily, as a result of utilization
of foreign tax credits and net operating losses as part of the
FIN 48 measurement process, offset, in part, by the impact
of the interaction of the Alternative Minimum Tax rules) and
an increase of $72 in the net liability for unrecognized income
tax benefits.
The Company or one of its subsidiaries files income tax returns in the U.S. federal jurisdiction, and various states and
foreign jurisdictions. With limited exception, the Company is
no longer subject to U.S. federal, state and local, or nonU.S. income tax examinations by taxing authorities for years
through 1999. As a result of statute of limitations that will begin to expire within the next 12 months in various jurisdictions
and possible settlements of audit-related issues with taxing
authorities in various jurisdictions with respect to which none
of the issues are individually significant, the Company believes that it is reasonably possible that the total amount of
its unrecognized income tax benefits will decrease between
$15 to $25.

•

•

•

•

•

•

Newmont intends to indefinitely reinvest earnings from certain foreign operations. Accordingly, U.S. and non-U.S. income and withholding taxes for which deferred taxes might
otherwise be required, have not been provided on a cumulative amount of temporary differences (including, for this purpose, any difference between the tax basis in the stock of a
consolidated subsidiary and the amount of the subsidiary’s
net equity determined for financial reporting purposes) related to investments in foreign subsidiaries of approximately
$773 and $844 as of December 31, 2007 and 2006, respectively. The additional U.S. and non-U.S. income and withholding tax that would arise on the reversal of the temporary
differences could be offset in part, by tax credits. Because
the determination of the amount of available tax credits and
the limitations imposed on the annual utilization of such credits are subject to a highly complex series of calculations and
expense allocations, it is impractical to estimate the amount
of net income and withholding tax that might be payable if a
reversal of temporary differences occurred.
As of December 31, 2007 and December 31, 2006, the
Company had (i) $684 and $830 of net operating loss carry
forwards, respectively; and (ii) $72 and $155 of tax credit
carry forwards, respectively. Of the amounts of net operating loss carry forwards, $22 and $47, respectively, are attributable to acquired mining operations conducted in the
United States and will begin expiring in 2013 if not utilized
before then. As of December 31, 2007 and 2006, $493 and
$509, respectively, of net operating loss carry forwards are attributable to acquired mining operations in Australia for which
current tax law provides no expiration period. The remaining
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net operating losses available are attributable to acquired
entities and have various temporal and other limitations that
may restrict the ultimate realization of the tax benefits of such
tax attributes.
Tax credit carry forwards for 2007 and 2006 of $72 and
$135 consist of foreign tax credits available in the United
States; substantially all such credits not utilized will expire
at the end of 2011. Other credit carry forwards at the end
of 2007 and 2006 in the amounts of $nil and $20, respectively, represent alternative minimum tax credits attributable
to the Company’s U.S. operations for which the current tax
law provides no period of expiration.
During 2006 the Company completed a reconciliation of
its U.S. book and tax basis assets and liabilities as well as
a detailed analysis of its income taxes payable. This exercise identified differences of $27. The entire adjustment was
recognized as a tax benefit in 2006. The Company also recognized a net tax benefit of $16 due to an adjustment on the
interest accrued on tax contingencies.
The Company decreased the valuation allowance related
to deferred tax assets by $8 during 2007. The valuation allowance remaining at the end of 2007 primarily is attributable
to non-U.S. subsidiaries tax loss carryforwards. Of the total
$509 and $517 valuation allowance recorded as of December 31, 2007 and 2006, $102 in 2007 and $78 in 2006 are attributable to deferred tax assets for which any subsequently
recognized tax benefits will be allocated to reduce goodwill
related to prior acquisitions.
The breakdown of the Company’s net deferred tax assets (liabilities) between the United States and foreign taxing
jurisdictions is as follows:
2007
$ 678
(696)
$ (18)

United States
Foreign

2006
$ 550
(307)
$ 243

Pension Asset
2.146

ALLIANT TECHSYSTEMS INC. (MAR)
(In thousands)
Total current assets
Net property, plant, and equipment
Goodwill
Prepaid and intangible pension assets
Deferred charges and other non-current
assets
Total assets

2007
$1,029,108
454,748
1,163,186
27,998

2006
$1,019,451
453,958
1,163,186
69,216

199,732
$2,874,682

196,169
$2,901,980
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(Amounts in thousands)
8 (In Part): Employee Benefit Plans
Defined Benefit Plans (In Part)
Pension Plans
ATK has noncontributory defined benefit pension plans that
cover substantially all employees hired prior to January 1,
2007. Non-union employees hired on or after January 1, 2007
are covered by a defined contribution plan, discussed below. The plans provide either pension benefits based on employee annual pay levels and years of credited service or
stated amounts for each year of credited service. ATK funds
the plans in accordance with federal requirements calculated
using appropriate actuarial methods.
Other Postretirement Benefit Plans
Generally, employees who retired from ATK on or before
January 1, 2004 and were are at least age 55 with at least
five or ten years of service, depending on pension plan provisions, are entitled to a pre- and/or post-65 healthcare company subsidy and retiree life insurance benefits. Employees
who retired after January 1, 2004 but before January 1, 2006,
are only eligible for a pre-65 company subsidy. The portion of
the healthcare premium cost borne by ATK for such benefits
is based on the pension plan they are eligible for, years of
service, and age at retirement.
Effective March 31, 2007, ATK adopted the recognition
provisions of SFAS No. 158, which requires that the consolidated balance sheet reflect the funded status of the pension
and postretirement plans. The funded status of the plans is
measured as the difference between the plan assets at fair
value and the projected benefit obligation. ATK has recognized the aggregate of all overfunded plans in prepaid and
intangible pension assets and the aggregate of all underfunded plans within the accrued pension liability and postretirement and postemployment benefits liabilities. The portion
of the amount by which the actuarial present value of benefits included in the projected benefit obligation exceeds the
fair value of plan assets, payable in the next 12 months, is
reflected in other accrued liabilities.
At March 31, 2007, previously unrecognized differences
between actual amounts and estimates based on actuarial
assumptions are included in accumulated other comprehensive loss in our consolidated balance sheet as required by
SFAS No. 158. In future reporting periods, the difference between actual amounts and estimates based on actuarial assumptions will be recognized in other comprehensive income
in the period in which they occur.
Effective April 1, 2007, ATK adopted the measurement provisions of SFAS No. 158 which will require ATK to measure
plan assets and benefit obligations at fiscal year end. ATK
currently performs this measurement at December 31 of each
year and will remeasure its plan assets and benefit obligations as of April 1, 2007 in accordance with the transition
provisions of SFAS No. 158. The provisions of SFAS No.
158 do not permit retrospective application. This adoption
will change ATK’s discount rate assumptions for fiscal 2008
which will change the anticipated pension expense for fiscal
2008.
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The incremental effect of adopting the recognition provisions of SFAS No. 158 on individual line items in the consolidated balance sheet at March 31, 2007 is shown below:

Prepaid and intangible pension assets
Total assets
Deferred income tax liabilities
Postretirement and postemployment benefits liabilities
Accrued pension liability
Total liabilities
Accumulated other comprehensive loss
Total stockholders’ equity
Total liabilities and stockholders’ equity

Before Adoption of
SFAS No. 158
$ 600,270
$3,446,954
$ 261,768
170,006
47,018
2,520,223
(55,225)
926,731
$3,446,954

Adjustments
$(572,272)
$(572,272)
$(239,490)
(6,297)
42,365
(203,422)
(368,850)
(368,850)
$(572,272)

After Adoption of
SFAS No. 158
$ 27,998
$2,874,682
$ 22,278
163,709
89,383
2,316,801
(424,075)
557,881
$2,874,682

Obligations and Funded Status
Pension Benefits
2007
Change in benefit obligation
Benefit obligation at beginning of year
Service cost
Interest cost
Amendments
Actuarial loss (gain)
Benefits paid
Benefit obligation at end of year
Change in plan assets
Fair value of plan assets at beginning of year
Actual return on plan assets
Retiree contributions
Employer contributions
Benefits paid
Fair value of plan assets at end of year
Adjustment for fourth quarter contributions
Funded status at end of year
Unrecognized net actuarial loss
Unrecognized prior service benefit
Net amount recognized
* Not applicable due to the adoption of SFAS No. 158.
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2006

Other Postretirement Benefits
2007
2006

$2,140,606
54,927
121,375
3,253
42,205
(134,111)
2,228,255

$1,986,935
48,836
117,327
—
111,663
(124,155)
2,140,606

$ 231,031
497
12,695
—
(8,191)
(20,154)
215,878

$ 253,613
450
13,945
(450)
(11,349)
(25,178)
231,031

1,652,304
239,671
—
319,536
(134,111)
2,077,400
87,505
2,164,905
(63,350)
*
*
$ (63,350)

1,589,594
133,391
—
53,474
(124,155)
1,652,304
—
1,652,304
(488,302)
797,698
(10,172)
$ 299,224

54,676
5,734
9,011
17,123
(29,165)
57,379
740
58,119
(157,759)
*
*
$(157,759)

55,520
1,823
11,268
22,511
(36,446)
54,676
975
55,651
(175,380)
93,033
(93,077)
$(175,424)
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Amounts Recognized in the Balance Sheet

Prepaid and intangible pension assets
Other current accrued liabilities
Postretirement and postemployment benefits liabilities
Accrued pension liability
Intangible asset
Accumulated other comprehensive loss related to minimum pension
liability
Net amount recognized
Accumulated other comprehensive loss (gain) related to:
Unrecognized net actuarial losses
Unrecognized prior service benefit
Accumulated other comprehensive loss (gain)

Pension Benefits
2007
2006
$ 27,998
$ 65,075
(1,965)
(85,776)
—
—
(89,383)
(239,313)
*
4,141

Other Postretirement Benefits
2007
2006
—
—
$ (13,902)
$ (20,846)
(143,857)
(154,578)
—
—
*
—

*
$ (63,350)

555,097
$ 299,224

*
$(157,759)

—
$(175,424)

704,707
(6,082)
$698,625

*
*
—

77,751
(84,048)
$ (6,297)

*
*
—

$

$

* Not applicable due to the adoption of SFAS No. 158.

2.147

CAMERON INTERNATIONAL CORPORATION (DEC)

Note 5 (In Part): Plant and Equipment, Goodwill and
Other Assets
Other assets consisted of the following:

(Dollars in thousands)
Total current assets
Plant and equipment, net
Goodwill
Other assets
Total assets

2007
$3,071,931
821,104
647,819
189,965
$4,730,819

2006
$2,907,652
648,785
595,268
199,045
$4,350,750

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Major Accounting Policies
Pension and Postretirement Benefits Accounting
The Company follows the provisions of Statement of Financial Accounting Standards No. 158, Employers’ Accounting
for Defined Benefit Pension and Other Postretirement Plans
(SFAS 158) with regard to recognition of the funded status
of its defined benefit pension and other postretirement benefit plans in its Consolidated Balance Sheets. The Company
currently uses a measurement date of December 31 for its defined benefit pension plans. The Company expects to adopt
the measurement date provisions of SFAS 158 for its postretirement benefit plans when required in 2008. SFAS 158 did
not change the basic approach used by companies to measure plan assets, benefit obligations and annual net periodic
benefit costs. These issues are expected to be addressed
by the Financial Accounting Standards Board (FASB) at a
later date. Accordingly, the Company continues to follow the
provisions of Statement of Financial Accounting Standards
No. 87, Employers’ Accounting for Pensions (SFAS 87) and
Statement of Financial Accounting Standards No. 106, Employers’ Accounting for Postretirement Benefits Other Than
Pensions (SFAS 106) in measuring its plan assets and benefit obligations as of December 31, 2007 and 2006 and in
determining the amount of its net periodic benefit costs for
the years ended December 31, 2007, 2006 and 2005.

AICPA Accounting Trends & Techniques

(Dollars in thousands)
Funded status of overfunded defined
benefit pension plans
Deferred income taxes
Other intangibles:
Nonamortizable
Gross amortizable
Accumulated amortization
Other
Total other assets

2007

2006

$ 8,087
29,313

$ 18,451
45,703

8,456
111,245
(31,813)
64,677
$189,965

8,607
94,683
(20,807)
52,408
$199,045

Note 7 (In Part): Employee Benefit Plans
The Company sponsors the Cameron International Corporation Retirement Plan (Retirement Plan), which covered the
majority of salaried U.S. employees and certain domestic
hourly employees at the time it was frozen to most new entrants, effective May 1, 2003. In addition, the Company sponsors separate defined benefit pension plans for employees
of its U.K. and German subsidiaries and several unfunded
defined benefit arrangements for various other employee
groups. The U.K. defined benefit pension plan was frozen
to new entrants effective June 14, 1996. With respect to the
freeze in the Retirement Plan, the basic credits to participant
account balances decreased from 4% of compensation below the Social Security Wage Base plus 8% of compensation
in excess of the Social Security Wage Base to 3% and 6%,
respectively, and vesting for participants who had not completed three full years of vesting service as of May 1, 2003
changed from a three-year graded vesting with 33% vested
after three years and 100% vested after five years to five-year
cliff vesting.
In June 2007, the Company communicated to employees
and beneficiaries that it had elected to terminate the Retirement Plan and replace the benefits offered under the Retirement Plan with enhanced benefits under its existing defined
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contribution plan. The Company expects to distribute the
assets of the Retirement Plan in two phases. The first phase
occurred during the fourth quarter of 2007 and included former employees who were participants in the Retirement Plan.
In connection with this distribution, the Company recorded a
pre-tax settlement loss of $37,704,000 as of December 31,
2007. The second phase of asset distributions from the Retirement Plan will cover current employees and is expected
to occur once all necessary governmental approvals are obtained, which is currently anticipated to be in 2008 or early
2009. The Company expects to record pre-tax charges totaling approximately $26,426,000 upon the occurrence of this
second phase of asset distributions to settle remaining obligations of the Plan. In addition, the Retirement Plan was

amended effective December 31, 2007 to eliminate future
benefits from being earned. As a result, the Company also
recorded a pre-tax curtailment gain of $1,979,000 as of December 31, 2007, for a net charge in 2007 of $35,725,000.
Certain of the Company’s employees also participate in
various domestic employee welfare benefit plans, including
medical, dental and prescriptions. Additionally, certain employees receive retiree medical, prescription and life insurance benefits. All of the welfare benefit plans, including those
providing postretirement benefits, are unfunded.
Included in accumulated other elements of comprehensive
income at December 31, 2007 and 2006 are the following
amounts that have not yet been recognized in net periodic
benefit plan cost, as well as the amounts that are expected
to be recognized in net periodic benefit plan cost during the
year ending December 31, 2008:

2007
(Dollars in thousands)
Pension benefits
Prior service credit, net
Actuarial losses, net
Post retirement benefits
Prior service credit
Actuarial gains

Before Tax
58
113,897

2006
After Tax

Before Tax

After Tax

2008
Expected
Amortization

$

$

36
79,215

$ (2,461)
155,487

$ (1,520)
103,427

$

14
9,945

(2,295)
(15,233)
$ 96,427

(1,417)
(9,406)
$68,428

(2,677)
(11,760)
$138,589

(1,653)
(7,262)
$ 92,992

(382)
(1,483)
$ 8,094

The change in the projected benefit obligation associated
with the Company’s defined benefit pension plans and
the change in the accumulated benefit obligation associated with the Company’s postretirement benefit plans is as
follows:

(Dollars in thousands)
Benefit obligation at beginning of year
Service cost
Interest cost
Plan participants’ contributions
Actuarial losses (gains)
Exchange rate changes
Benefits and expenses paid from plan assets
Benefits paid directly by the Company
Curtailments
Purchase of annuity contracts
Benefit obligation at end of year
Benefit obligation at end of year:
U.S. plans
Foreign plans
Benefit obligation at end of year

ATT-SEC 2.147

Pension Benefits
2007
2006
$487,407
$422,897
9,039
8,830
25,129
23,046
1,002
921
12,693
17,374
4,387
31,975
(70,046)
(17,063
(522)
(573)
(1,695)
—
(77,574)
—
$389,820
$487,407

Postretirement Benefits
2007
2006
$23,264
$24,912
5
6
1,211
1,334
—
—
(3,884)
(1,274)
—
—
—
—
(2,771)
(1,714)
—
—
—
—
$17,825
$23,264

$ 99,921
289,899
$389,820

$17,825
—
$17,825

$210,244
277,163
$487,407

$23,264
—
$23,264
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The total accumulated benefit obligation for the Company’s defined benefit pension plans was $350,849,000 and
$445,911,000 at December 31, 2007 and 2006, respectively.
The change in the plan assets associated with the Company’s defined benefit pension and postretirement benefit
plans is as follows:
Pension Benefits
2007
2006
$467,428
$403,942
35,860
38,633
—
4,563
8,463
7,586
1,002
921
3,248
28,846
(77,574)
—
(70,046)
(17,063)
$368,381
$467,428

(Dollars in thousands)
Fair value of plan assets at beginning of year
Actual return on plan assets
Actuarial gains
Company contributions
Plan participants’ contributions
Exchange rate changes
Purchase of annuity contracts
Benefits and expenses paid from plan assets
Fair value of plan assets at end of year
Fair value of plan assets at end of year:
U.S. plans
Foreign plans
Fair value of plan assets at end of year

$102,707
265,674
$368,381

$223,835
243,593
$467,428

Postretirement Benefits
2007
2006
$—
$—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
$—
$—
$—
—
$—

$—
—
$—

The funded status of the Company’s defined benefit pension
and postretirement benefit plans is as follows:
Pension Benefits
2007
2006
$ 8,087
$ 18,451
(29,526)
(38,430)
$(21,439)
$(19,979)

(Dollars in thousands)
Overfunded plans
Underfunded plans
Funded status

2.148

IDEARC INC. (DEC)
(In millions)
Total current assets
Property, plant and equipment
Less: accumulated depreciation
Goodwill
Intangible assets, net
Pension assets
Non-current deferred tax assets
Debt issuance costs
Other non-current assets
Total assets

2007
$ 793
471
356
115
73
303
171
124
86
2
$1,667

2006
$ 804
474
331
143
73
103
174
21
97
—
$1,415

Postretirement Benefits
2007
2006
$
—
$
—
(17,825)
(23,264)
$(17,825)
$(23,264)

ployee benefit obligations, the most significant of which are
the discount rate, the expected rate of return on plan assets,
and the health care cost trend rate. For these assumptions,
management consults with actuaries, monitors plan provisions and demographics, and reviews public market data
and general economic information.
On December 31, 2006, we adopted the recognition and
disclosure provisions of SFAS No. 158, “Employers Accounting for Defined Benefit and Other Post Retirement Plans”
(“SFAS 158”). See Note 11 for additional information.
Prior to the spin-off from Verizon, we participated in certain Verizon benefit plans. Under those plans, pension, postemployment health care and life insurance benefits earned
during the year, as well as interest on projected benefit obligations, were accrued currently. Prior service costs and credits
resulting from changes in plan benefits were amortized over
the average remaining service period of the employees expected to receive benefits.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Pension and Other Post-Employment Benefits
Idearc provides pension and other post-employment benefits
to most of its employees. For financial reporting purposes,
Idearc develops long-term assumptions to determine its em-

AICPA Accounting Trends & Techniques
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Note 11 (In Part): Pension and Other Post-Employment
Benefit Costs
Current Plans
We provide pension and post-employment benefits to
most of our employees. The Company’s pension plans are
noncontributory defined benefit pension plans. The postemployment health care and life insurance plans (“OPEB”) for
our retirees and their dependents are both contributory and
noncontributory and include a limit on the Company’s share
of cost for recent and future retirees. We use a measurement
date of December 31 for our pension and post-employment
health care and life insurance plans.
We have separate pension and OPEB plans for management employees and non-management employees who are
subject to collective bargaining agreements. Modifications in
benefits have been bargained from time to time, and Idearc
may also periodically amend the benefits in the management
plans.
Prior to November 17, 2006 we participated in Verizon’s
pension and post-employment benefit plans. In December
2005, Verizon announced that participants in its management pension plan would no longer earn pension benefits or
earn service towards the Company retiree medical subsidy
after June 30, 2006. In addition, new management employees hired after December 31, 2005 are not eligible for pension
benefits and managers with less than 13.5 years of service
as of June 30, 2006 are not eligible for Company subsidized
retiree healthcare or retiree life insurance benefits.
In December 2007, Idearc announced that some participants in its non-management employee pension plans no
longer earn pension benefits or earn service towards the
Company retiree medical subsidy effective December 31,
2007. While it is the Company’s intent to no longer allow
employees to earn pension benefits or earn service towards
the Company retiree medical subsidy, the status of the plan
changes is uncertain until the negotiations are resolved. Accordingly, changes have not been reflected in estimating the
benefit obligations for these plans. Additionally, our contracts with non-management employees contain limits on the
amount Idearc will subsidize retiree health care and life insurance expenses beginning in 2009. In 2007, we have included
the valuation of these contractual limits in estimating our benefit obligation, resulting in a $16 million reduction to OPEB
expenses and a reduction in our OPEB liability of approximately $84 million.
Adoption of SFAS No. 158
On December 31, 2006, we adopted the recognition and disclosure provisions of SFAS 158, “Employers Accounting for
Defined Benefit Pension and Other Post Retirement Plans”.
SFAS No. 158 required us to recognize the funded status
(i.e., the difference between the fair value of plan assets,
and the benefit obligations) of our defined benefit pension
and OPEB plans in our December 31, 2006, balance sheet,
with a corresponding adjustment to accumulated other comprehensive loss, net of tax. The adjustment to accumulated
other comprehensive loss at adoption represents the unrecognized net actuarial losses, and unrecognized prior service
costs, all of which were previously netted against the plans’
funded status pursuant to the provisions of SFAS No. 87 and
No. 106. These amounts will continue to be recognized as
a component of future net periodic benefit cost. Further, actuarial gains and losses that arise in future periods and are
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not recognized as net periodic cost in the same periods will
be recognized as a component of other comprehensive loss.
Those amounts will also be recognized as a component of
future net periodic benefit cost.
The incremental effects of adopting the provisions of SFAS
No. 158 on our balance sheet at December 31, 2006, resulted in an increase to the pension over-funded status of
$25 million and an increase to the OPEB under-funded status of $148 million. The after-tax impact of these adjustments
of $68 million was recorded as an increase to accumulated
other comprehensive loss as of December 31, 2006. The
adoption of SFAS No. 158 had no effect on our consolidated
statement of income for the year ended December 31, 2006,
or for any prior period presented, and it will not affect our
operating results in future periods.
Spin-Off Transaction
Prior to the spin-off from Verizon, we participated in Verizon’s
pension and OPEB plans. Pension and OPEB expense and
benefit payments were allocated to the Company based on
Verizon’s allocation methodology. At December 31, 2005, we
had a pension liability and OPEB liability of $232 million and
$180 million, respectively. Effective with the spin-off, Idearc
created its own employee pension and OPEB plans that were
substantially similar to the Verizon plans. Pension plan assets
were transferred from Verizon based on the requirements of
Section 414(1) of the Internal Revenue Code for all Idearc
individuals whose accrued benefits were transferred to an
Idearc pension plan. This calculation resulted in the pension
being transferred to the Company in an over-funded position. An initial pension asset transfer equal to 90% of the estimated asset transfer was completed after the spin-off and
prior to December 31, 2006. The final transfer amount, an
estimate which is included in plan assets at December 31,
2007, and December 31, 2006, will be based on the actuarial
calculations that will be completed as soon as practical.
The Company and Verizon calculated the Company’s pension and OPEB funded status on a stand-alone basis to reflect the terms of the spin-off transaction in accordance with
SFAS No. 87 “Employers’ Accounting for Pensions”, SFAS
No. 88 “Employers’ Accounting for Settlements and Curtailments of Defined Benefit Pension Plans and for Termination
Benefits” (“SFAS 88”), and SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other than Pensions”
(“SFAS 106”). As a result of the calculation, the pension liability of $214 million prior to the spin-off was adjusted to
an asset of $142 million and the OPEB liability of $198 million prior to the spin-off was increased to $244 million. The
net change of $310 million was reflected as an increase to
parent’s equity of $188 million on an after-tax basis.
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Benefit Costs (In Part)
The following tables summarize benefit costs, as well as the
benefit obligations, plan assets, funded status and rate assumptions associated with pension and post-employment
health care and life insurance benefit plans for 2007. The
structure of Verizon’s benefit plans does not provide for the
separate determination of certain disclosures for the Company for the periods prior to the spin-off on November 17,
2006. Accordingly, this information is not included for 2006
and 2005.

(In millions, except %)
Change in benefit obligation:
At January 1, 2007
Service cost
Interest cost
Actuarial loss, net
Benefits paid
Plan amendments
Benefit obligations at December 31, 2007
Change in plan assets:
At January 1, 2007
Actual return on plan assets
Company contributions
Benefits paid
Plan assets at December 31, 2007
Funded status at December 31, 2007
(plan assets less benefit obligations)
Amounts recognized in consolidated
balance sheets
Noncurrent assets
Current liabilities
Noncurrent liabilities
Net asset (liability) at end of year

Pension

Health Care
and Life

$ 594
7
35
25
(106)
—
$ 555

$ 392
3
18
2
(28)
(84)
$ 303

$ 761
61
2
(106)
$ 718

$ —
—
—
—
$ —

$ 163

$(303)

$ 171
—
(8)
$ 163

$ —
(22)
(281)
$(303)

Software Development Costs
2.149

ANALOGIC CORPORATION (JUL)
(In thousands)
Total current assets
Property, plant, and equipment, net
Investments in and advances to affiliated
companies
Capitalized software, net
Intangible assets, net
Other assets
Deferred income taxes
Total assets

2007
$365,442
80,482

2006
$390,835
81,853

35
2,319
413
9
10,441
$459,141

917
2,670
2,068
4,505
5,797
$488,645

AICPA Accounting Trends & Techniques

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands)
1 (In Part): Summary of Significant Accounting Policies
Research and Development and Capitalized Software
Development Costs (In Part)
Software development costs incurred subsequent to establishing technological feasibility through general release of the
software products are capitalized in accordance to SFAS
No. 86 “Accounting for the Costs of Computer Software
to be Sold, Leased, or Otherwise Marketed.” Technological feasibility is demonstrated by the completion of a detailed program design. Capitalized costs are amortized on
a straight-line basis over the economic lives of the related
products, generally three years. Amortization expense was
$739, $1,157 and $857 in fiscal years 2007, 2006 and 2005
respectively and is included in product cost of sales. The unamortized balance of capitalized software was $2,319 and
$2,670 at July 31, 2007 and 2006 respectively.

2.150

HILLENBRAND INDUSTRIES, INC. (SEP)
(Dollars in millions)
Total current assets
Equipment leased to others
Less accumulated depreciation
Equipment leased to others, net
Property
Less accumulated depreciation
Property, net
Investments
Intangible assets
Goodwill
Software and other (Note 1)
Notes receivable, net of discounts
Prepaid pension costs
Other assets
Total other assets
Total assets

2007
$ 894.4
455.9
(270.2)
185.7
689.3
(464.7)
224.6
62.9

2006
$ 763.9
389.1
(228.4)
160.7
683.5
(475.1)
208.4
64.3

428.7
155.7
143.3
1.0
20.7
749.4
$2,117.0

414.1
157.6
134.4
25.2
23.6
754.9
$1,952.2
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in millions)
1 (In Part): Summary of Significant Accounting Policies
Intangible Assets (In Part)
Intangible assets are stated at cost and consist predominantly of goodwill, software, patents and trademarks. With
the exception of goodwill and certain trademarks, our intangible assets are amortized on a straight-line basis over periods generally ranging from 3 to 20 years. We review intangible
assets, excluding goodwill, for impairment annually or whenever events or changes in circumstances indicate that the
carrying value may not be recoverable. An impairment loss
would be recorded when the estimated future undiscounted
cash flows expected to result from the use of the asset and
its eventual disposition are less than the carrying amount.

•

•

•

•

•

•

Our goodwill, and many of our intangible assets, however,
are not deductible for income tax purposes. A summary of
intangible assets and the related accumulated amortization
as of September 30 was as follows:

Cost
$428.7
157.7
96.2
$682.6

Goodwill
Software
Other
Total

•

•

2007
Accumulated
Amortization
$ —
67.1
31.1
$98.2

•

•

2006
Accumulated
Amortization
$ —
55.3
25.5
$80.8

Cost
$414.1
144.9
93.5
$652.5

•

•

Costs associated with internal use software are recorded
in accordance with American Institute of Certified Public
Accountants Statement of Position 98-1, “Accounting for
Costs of Computer Software Developed or Obtained for Internal Use.” Certain expenditures relating to the development
of software for internal use are capitalized in accordance
with this Statement, including applicable costs associated
with the implementation/upgrade of our Enterprise Resource
Planning system. The net book value of computer software
costs, included within Intangible assets, was $90.6 million
and $89.6 million at September 30, 2007 and 2006, respectively. Capitalized software costs are amortized on a straightline basis over periods ranging from five to ten years once the
software is ready for its intended use. Amortization expense
approximated $14.6 million, $15.0 million and $15.2 million
for fiscal years 2007, 2006 and 2005, respectively, and is included in the amortization expense above.

Debt Issue Costs
2.151

DOMINO’S PIZZA, INC. (DEC)
(In thousands)
Total current assets
Property, plant and equipment
Land and buildings
Leasehold and other improvements
Equipment
Construction in progress
Accumulated depreciation and
amortization
Property, plant and equipment, net
Other assets:
Investments in marketable securities,
restricted
Notes receivable, less current portion,
net of reserves of $718 in 2006 and
$878 in 2007
Deferred financing costs, net of
accumulated amortization of $8,273
in 2006 and $4,944 in 2007
Goodwill
Capitalized software, net of
accumulated amortization of $38,583
in 2006 and $44,197 in 2007
Other assets, net of accumulated
amortization of $2,340 in 2006 and
$2,732 in 2007
Deferred income taxes
Total other assets
Total assets

2006
$ 166,305

2007
$ 226,882

21,831
83,503
162,142
2,132
269,608

21,899
86,909
176,667
2,361
287,836

(152,464)
117,144

(164,946)
122,890

1,340

1,924

576

740

8,770
21,319

33,139
20,772

16,142

10,130

8,625
39,982
96,754
$ 380,203

10,877
45,810
123,392
$ 473,164

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Deferred Financing Costs
Deferred financing costs include debt issuance costs primarily incurred by the Company as part of the 2003 and
2007 Recapitalizations (Note 2). Amortization is provided on
a straight-line basis over the terms of the respective debt instruments to which the costs relate and is included in interest
expense.
In connection with the 2007 Recapitalization, the Company
wrote-off financing costs of approximately $30.3 million. Deferred financing cost expense, including the aforementioned
amount, was approximately $2.8 million, $3.1 million and
$36.0 million in 2005, 2006 and 2007, respectively.
2 (In Part): Recapitalizations and Financing Arrangements
2003 Recapitalization
On June 25, 2003, the Company consummated a recapitalization transaction (the 2003 Recapitalization) whereby the
Company (i) issued and sold $403.0 million aggregate principal amount at maturity of 81/4 % senior subordinated notes
due 2011 (the 2011 Notes) at a discount resulting in gross
proceeds of approximately $400.1 million, and (ii) borrowed
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$610.0 million in term loans and secured a $125.0 million revolving credit facility with a consortium of banks (collectively,
the 2003 Agreement). Borrowings under the 2003 Agreement
accrued interest based on LIBOR plus a margin. Term loan
borrowings were scheduled to mature in June 2010 while
the revolving credit facility was scheduled to mature in June
2009.
2007 Recapitalization (In Part)
On February 7, 2007, the Company announced a recapitalization transaction (the 2007 Recapitalization) comprised of
(i) a stock tender offer for up to 13,850,000 shares of the
Company’s common stock, (ii) an offer to purchase all of the
outstanding 2011 Notes pursuant to a debt tender offer, (iii)
the repayment of all outstanding borrowings under the 2003
Agreement, and (iv) a planned special cash dividend to stockholders and related anti-dilution payments and adjustments
to certain option holders, in each case financed as described
below.
On March 8, 2007, the Company entered into a $1.35 billion bridge facility credit agreement, consisting of (i) up to
$1.25 billion in bridge term loans and (ii) up to $100.0 million
under a revolving credit facility. In connection with obtaining
the bridge facility credit agreement, the Company paid $22.3
million in financing fees, which were recorded as a deferred
financing cost asset in the consolidated balance sheet. Also
on March 8, 2007, the Company borrowed $500.0 million
in bridge term loans, which it used to repay all outstanding
borrowings under the 2003 Agreement. The 2003 Agreement
was concurrently terminated.
On March 9, 2007, the Company borrowed an additional
$280.0 million in bridge term loans which, along with existing
available cash, it used to repurchase and retire, at a $13.3 million premium, $273.6 million in aggregate principal amount
of 2011 Notes, representing substantially all of the then outstanding 2011 Notes. The Company wrote off $9.5 million of
deferred financing fees and bond discount as part of the 2011
Notes repayments and the 2003 Agreement repayments. On
March 9, 2007, the Company also announced the acceptance for purchase of 2,242 shares of its common stock under its stock tender offer at a purchase price of $30.00 per
share, for a total purchase price of approximately $67,000.
On April 16, 2007, a wholly-owned subsidiary of DPLLC
and three of its wholly-owned subsidiaries completed an
asset-backed securitization (ABS) by co-issuing a $1.85 billion facility in a private transaction consisting of $1.6 billion
of 5.261% Fixed Rate Series 2007-1 Senior Notes, Class A-2
(Class A-2 Notes), $100.0 million of 7.629% Fixed Rate Series 2007-1 Subordinated Notes, Class M-1 (Class M-1 Notes
and collectively with Class A-2 Notes, the Fixed Rate Notes)
and $150.0 million of Variable Rate Series 2007-1 Senior Variable Funding Notes, Class A-1 (the Variable Funding Notes).
Gross proceeds from the issuance of the Fixed Rate Notes
were $1.7 billion. The Variable Funding Notes were undrawn
upon at issuance. The Company used a portion of the Fixed
Rate Note proceeds to (i) repay in full all outstanding bridge
term loans and terminate the bridge facility credit agreement,
(ii) capitalize certain new subsidiaries, and (iii) pay $38.1 million of ABS debt financing fees. The Company concurrently
wrote-off the unamortized deferred financing fees related to
the previously outstanding bridge facility credit agreement of
approximately $21.9 million.
On April 17, 2007, the Company completed the 2007 Recapitalization, with the declaration of a $13.50 per share spe-
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cial cash dividend on its outstanding common stock totaling
$846.4 million, which was paid on May 4, 2007 to shareholders of record at the close of business on April 27, 2007.
Additionally, pursuant to the anti-dilution provisions in the
Company’s Equity Incentive Plans, the Company made a corresponding cash payment of approximately $50.6 million on
certain stock options, reduced the exercise price on certain
other stock options by an equivalent per share amount and,
in certain circumstances, both reduced the stock option exercise price and made a cash payment totaling $13.50 per
share. Total cash paid for common stock dividends and related anti-dilution equivalent payments totaled $897.0 million, of which approximately $141.0 million was recorded as
a reduction of additional paid-in capital and approximately
$756.0 million was recorded as an increase in retained deficit.

Segregated Funds
2.152

FOSTER WHEELER LTD. (DEC)
(In thousands)
Total current assets
Land, buildings and equipment, net
Restricted cash
Notes and accounts
receivable—long-term
Investments in and advances to
unconsolidated affiliates
Goodwill, net
Other intangible assets, net
Asbestos-related insurance recovery
receivable
Other assets
Deferred income taxes
Total assets

2007
$2,044,383
337,485
20,937

2006
$1,389,628
302,488
19,080

2,941

5,395

198,346
53,345
61,190

167,186
51,573
62,004

324,588
93,737
112,036
$3,248,988

350,322
91,081
126,792
$2,565,549
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands)
1 (In Part): Summary of Significant Accounting Policies
Restricted Cash
The following table details the restricted cash held:

Held by special-purpose entities and restricted
for debt service payments
Held to collateralize letters of credit and bank
guarantees
Client funds held in escrow
Total

Foreign

2007
Domestic

Total

Foreign

2006
Domestic

Total

$ 5,766

$ 257

$ 6,023

$ 5,236

$252

$ 5,488

6,800
6,787
$19,353

—
1,327
$1,584

6,800
8,114
$20,937

5,345
7,622
$18,203

—
625
$877

5,345
8,247
$19,080

Property Held for Sale
2.153

FLOWERS FOODS, INC. (DEC)
(Amounts in thousands)
Total current assets
Property, plant and equipment
Land
Buildings
Machinery and equipment
Furniture, fixtures and transportation
equipment
Construction in progress
Less: accumulated depreciation
Notes receivable
Assets held for sale—distributor routes
Other assets
Goodwill
Other intangible assets, net
Total assets

2007
$ 269,234

2006
$ 242,116

44,826
280,806
612,983

38,849
252,729
583,685

87,870
16,997
1,043,482
(556,960)
486,522
88,469
12,396
32,525
76,338
22,051
$ 987,535

85,689
16,160
977,112
(512,670)
464,442
74,428
22,908
3,038
75,537
24,121
$ 906,590

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 2 (In Part): Summary of Significant Accounting Policies
Revenue Recognition (In Part)
The company purchases territories from and sells territories to independent distributors from time to time. At the
time the company purchases a territory from an independent distributor, the fair value purchase price of the territory
is recorded as “Assets Held for Sale—Distributor Routes”.
Upon the sale of that territory to a new independent distributor, generally a note receivable is recorded for the sales
price of the territory, as the company provides direct financing to the distributor, with a corresponding credit to assets
held for sale to relieve the carrying amount of the territory.
Any difference between the amount of the note receivable

ATT-SEC 2.153

and the territory’s carrying value is recorded as a gain or a
loss in selling, marketing and administrative expenses because the company considers its distributor activity a cost
of distribution. No revenue is recorded when the company
sells a territory to an independent distributor. In the event the
sales price of the territory exceeds the carrying amount of the
territory, the gain is deferred and recorded over the 10-year
life of the note receivable from the independent distributor.
In addition, since the distributor has the right to require the
company to repurchase the territory at the original purchase
price within the six-month period following the date of sale,
no gain is recorded on the sale of the territory during this sixmonth period. Upon expiration of the six-month period, the
amount deferred during this period is recorded and the remaining gain on the sale is recorded over the remaining nine
and one-half years of the note. In instances where a territory
is sold for less than its carrying value, a loss is recorded at the
date of sale and any impairment of a territory held for sale is
recorded at such time the impairment occurs. The company
recorded net gains of $0.9 million during fiscal 2007 and $0.8
million during fiscal 2006 and net losses of $0.7 million during
fiscal 2005 related to the sale of territories as a component of
selling, marketing and administrative expenses. Included in
the net losses of $0.7 million during fiscal 2005 were losses
of $1.2 million related to the write-off of distributors’ notes receivable and the settlement of routes as a result of the effects
of Hurricane Katrina.
Note 7. Assets Held for Sale—Distributor Routes
The company purchases territories from and sells territories
to independent distributors from time to time. The company
repurchases territories from independent distributors in circumstances when the company decides to exit a territory or
when the distributor elects to terminate its relationship with
the company. In the event the company decides to exit a territory or ceases to utilize the independent distribution form
of doing business, the company is contractually required to
purchase the territory from the independent distributor for ten
times average weekly branded sales. In the event an independent distributor terminates its relationship with the company, the company, although not legally obligated, normally
repurchases and operates that territory as a company-owned
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territory. Territories purchased from independent distributors
are recorded on the company’s consolidated balance sheets
as “Assets Held for Sale—Distributor Routes” while the company actively seeks another distributor to purchase the territory. At December 29, 2007 and December 30, 2006, territories recorded as assets held for sale were $12.4 million and
$22.9 million, respectively. The company held and operated
332 and 560 such independent distributor territories for sale
at December 29, 2007 and December 30, 2006, respectively.
This decrease was primarily due to the sale in fiscal 2007 of
territories acquired in the 2006 Derst acquisition. The carrying
value of each territory is recorded as an asset held for sale, is
not amortized and is evaluated for impairment in accordance
with the provisions of SFAS 142.
Territories held for sale and operated by the company are
sold to independent distributors at a multiple of average
weekly branded sales, which approximate the fair market
value of the territory. Subsequent to the purchase of a territory by the distributor, in accordance with the terms of the
distributor arrangement, the independent distributor has the
right to require the company to repurchase the territory and
truck, if applicable, at the original purchase price paid by the
distributor on the long-term financing arrangement within the
six-month period following the date of sale. Prior to July of
2006, the company was required to repurchase the territory
at the original purchase price plus interest paid by the distributor in the six-month period following the sale of a territory to the independent distributor; beginning July 2006, the
company is not required to repay interest paid by the distributor during such six-month period. If the truck is leased, the
company will assume the lease payment if the territory is repurchased during the first six-month period. If the company
had been required to repurchase these territories, the company would have been obligated to pay $0.9 million and $0.6
million as of December 29, 2007 and December 30, 2006, respectively. Should the independent distributor wish to sell the
territory after the six-month period has expired, the company
has the right of first refusal.

Derivatives
2.154

ROHM AND HAAS COMPANY (DEC)
(In millions)
Total current assets
Land, buildings and equipment, net of
accumulated depreciation
Investments in and advances to affiliates
Goodwill, net of accumulated
amortization
Other intangible assets, net of
accumulated amortization
Other assets
Other assets of discontinued operations
Total assets

AICPA Accounting Trends & Techniques

2007
$ 3,527

2006
$3,411

2,871
195

2,669
112

1,668

1,541

1,492
455
—
$10,208

1,487
324
9
$9,553
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Accounting for Derivative Instruments and Hedging Activities
We use derivative and non-derivative instruments to manage
market risk arising out of changes in interest rates, foreign exchange rates, commodity prices and the U.S. dollar value of
our net investments outside the U.S. These instruments are
accounted for under SFAS No. 133, “ Accounting for Derivative Instruments and Hedging Activities,” as amended.
We have established policies governing our use of derivative instruments. We do not use derivative instruments for
trading or speculative purposes, nor are we a party to any
leveraged derivative instruments or any instruments for which
the fair market values are not available from independent third
parties. We manage counter-party default risk by entering
into derivative contracts with only major financial institutions
of investment grade credit rating and by limiting the amount
of exposure to each financial institution. Certain of our derivative instruments contain credit clauses giving each party the
right to settle at market if the other party is downgraded below investment grade.
The accounting standards require that all derivative instruments be reported on the balance sheet at their fair values.
For derivative instruments designated as fair value hedges,
changes in the fair value of the derivative instruments generally offset the changes in fair value of the hedged items in
the Consolidated Statements of Operations. For derivative
instruments designated as cash flow hedges to reduce the
variability of future cash flows related to forecasted transactions, the effective portions of hedges are recorded in accumulated other comprehensive income (loss) until the hedged
items are realized and recorded in earnings. When cash flow
hedges are terminated early but the underlying hedged forecast transactions are likely to occur, related gains or losses
are deferred in accumulated other comprehensive income
(loss) until the hedged items occur. Any ineffective portions
of the hedges are recognized in current period earnings.
Changes in the value of derivative or non-derivative instruments, which are designated as, and meet all of the criteria
for, hedges of net investments are recorded in accumulated
other comprehensive income (loss) based on changes measured on a spot-to-spot basis of exchange rates. Ineffective
portions of net investment hedges are charged to earnings.
Changes in the fair values are immediately recorded in current period earnings if derivative instruments were not designated as hedges or fail to meet the criteria as effective
hedges.
Cash flows resulting from our hedging activities are reported under operating activities in our Consolidated Statements of Cash Flows, except for cash flows from derivatives
hedges of net investments in foreign subsidiaries and derivatives not accounted for as hedges under SFAS No. 133, which
are reported separately under investing activities.
Note 5 (In Part): Financial Instruments
We denominate our business transactions in a variety of foreign currencies, finance our operations through long- and
short-term borrowings, and purchase raw materials at market prices. Accordingly, changing market prices for foreign
currencies and commodities and changing interest rates materially impact our earnings, cash flows and the fair values of
our assets and liabilities. Our operating and financing plans
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include actions to reduce, but not eliminate, the uncertainty
associated with these changes including the use of derivative instruments. See Note 1 to our Consolidated Financial
Statements.

The following table sets forth the net fair value of hedges
and the net fair value of foreign-denominated debt issuances
outstanding as of December 31, 2007.

Interest Rate Hedges (In Part)
To reach a desired level of floating rate debt, we utilize interest rate swap agreements to convert specific fixed rate debt
issuances into variable rate debt. These interest rate swaps
are designated as fair value hedges.

•

•

•

•

•

•

In September 2007, we issued $250 million of notes due in
March 2013 and $850 million of notes due in September
2017. In August 2007, in anticipation of the debt issuance
we entered into a $350 million interest rate lock agreement
designated as a cash flow hedge to mitigate exposure to
interest rate fluctuations which would impact semi-annual
interest payments. In conjunction with the issuance of the
debt, the interest rate lock agreement was settled resulting
in a payment from us to the counterparty of approximately
$10 million. Less than half a million after-tax of this value
was deemed ineffective and immediately recognized in earnings during 2007. The remaining $6 million after-tax loss was
recorded in accumulated other comprehensive income (loss)
and will be amortized to interest expense over the life of the
$850 million notes due in September 2017. As of December 31, 2007, the unamortized balance included in accumulated other comprehensive income (loss) is a $6 million loss.
In September 2007, we entered into interest rate swap
agreements totaling $250 million to swap the fixed rate components of the $250 million notes due in March 2013 to a
floating rate based on six-month LIBOR. The changes in fair
value of the interest rate swap agreements are marked-tomarket through income together with the offsetting changes
in fair value of the underlying notes using the short cut
method of measuring effectiveness. As a result, the carrying amounts of both the interest rate swap agreements and
the notes increased by $7 million, respectively, at December
31, 2007.

(In millions)
Derivatives-net
asset/(liability)
Currency hedges
Long-term investments
in foreign
subsidiaries (net
investments)
Commodity hedges
Interest rate hedges
Total derivatives
Debt
Long-term investments
in foreign
subsidiaries (net
investments)
Total
(a)
(b)
(c)
(d)

Fair
Value

Hedge Designation
Cash
Net
Flow
Investment

$—

$5

—
—
7

—
1
—

7

—
$7

6(a)

—
$6

$

Other

—

$(21)

(25)
—
—

—
—
—

(25)(b)

(21)(c)

(649)(d)
$(674)

—
$(21)

Comprises assets of $7 million and liabilities of $1 million.
Comprises assets of $8 million and liabilities of $33 million.
Comprises assets of $12 million and liabilities of $33 million.
Represents fair value of foreign denominated debt issuances formally designated as a hedge of net investment.

Note 6 (In Part): Fair Values and Carrying Amounts
of Financial Instruments
In determining the fair value of our financial instruments, we
use a variety of methods and assumptions that are based on
market conditions and risks existing at each balance sheet
date as follows:
Interest rate swap agreements—market prices of the same
or similar agreements quoted as of the balance sheet date.
All methods of assessing fair value result in a general
approximation of value and such value may never actually
be realized.
The carrying amounts and fair values of material financial
instruments at December 31, 2007 and 2006 are as follows:

Asset/(Liability)
2007
(In millions)
Short-term debt
Long-term debt
Interest rate swap agreements
Interest rate lock agreements
Foreign currency options
Foreign exchange forward and swap contracts
Natural gas swap agreements

ATT-SEC 2.154

Carrying
Amount
$ (158)
(3,186)
7
—
3
(44)
1

Fair Value
$ (158)
(3,356)
7
—
3
(44)
1

2006
Carrying
Amount
$ (393)
(1,899)
—
11
2
(26)
(2)

Fair Value
$ (393)
(2,128)
—
11
2
(26)
(2)
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Note 17. Other Assets
(In millions)
Prepaid pension cost
Rabbi trust assets
Insurance receivables
Deferred tax assets
Other employee benefit assets
Fair market value of interest rate swaps
(see Note 6)
Lease deposits
Other non-current assets
Total

2007
$183
76
28
83
17

2006
$131
71
28
52
16

7
34
27
$455

—
—
26
$324

Cash Value of Life Insurance

9 (In Part): Employee Benefit Plan Obligations

2.155

STEELCASE INC. (FEB)
(In millions)
Total current assets
Property and equipment, net of
accumulated depreciation of $1,356.0
and $1,506.6
Company-owned life insurance
Deferred income taxes
Goodwill
Other intangible assets, net of
accumulated amortization of $53.4
and $47.9
Other assets
Total assets

insurance companies guarantee a minimum dividend rate on
these investments. In the variable life policies, we are able
to allocate the investments across a set of choices provided
by the insurance companies. At February 23, 2007, the investments in the variable life policies were allocated 53%
in fixed income securities and 47% in equity securities. The
valuation of these investments can fluctuate depending on
changes in market interest rates and equity values. The annual net changes in market valuation, normal insurance expenses and any death benefit gains are reflected in the accompanying Consolidated Statements of Income. The net
effect of these changes in 2007, 2006 and 2005 resulted in
pre-tax income of approximately $15.9, $10.7 and $9.2, respectively. In 2007 and 2006, approximately 40% and 60%
of these credits were recorded to Cost of sales and Operating expenses, respectively. In 2005, approximately 60% and
40% of these credits were recorded to Cost of sales and
Operating expenses, respectively.

2007
$1,229.6

2006
$1,128.1

477.1
209.2
151.7
213.4

524.8
196.6
154.6
211.1

64.6
53.8
$2,399.4

73.7
55.6
$2,344.5

Post-Retirement Medical Benefits (In Part)
We maintain unfunded post-retirement benefit plans that provide medical and life insurance benefits to certain North
American based retirees and eligible dependents. We accrue the cost of post-retirement insurance benefits during
the service lives of employees based on actuarial calculations for each plan. These plans are unfunded, but we have
purchased company-owned life insurance policies with the
intention of utilizing them as a long-term funding source for
post-retirement medical benefits and other obligations. See
Note 6 for additional information. However, it is likely that
over the next several years annual inflows from the policies
will not be sufficient to meet annual outflows for the benefit
plans. The difference will represent a use of cash.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
6. Company-Owned Life Insurance
Investments in company-owned life insurance policies, made
with the intention of utilizing them as a long-term funding
source for post-retirement medical benefits, deferred compensation and supplemental retirement plan obligations aggregating $191.1 at February 23, 2007 with a related deferred
tax asset of approximately $72.5, do not represent a committed funding source. See Note 9 for additional information.
They are subject to claims from creditors, and we can designate them to another purpose at any time. The policies
are recorded at their net cash surrender values, as reported
by the four issuing insurance companies, whose Standard &
Poor’s credit ratings range from A- to AAA, and totaled $209.2
at February 23, 2007 and $196.6 at February 24, 2006.
Investments in company-owned life insurance consisted
of $98.3 in traditional whole life policies and $110.9 in variable life insurance policies as of February 23, 2007. In the
traditional whole life policies, the investments return a set
dividend rate that is periodically adjusted by the insurance
companies based on the performance of their long-term investment portfolio. While the amount of the dividend can vary
subject to a minimum dividend rate, the cash surrender value
of these policies is not exposed to negative returns in that the
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Contracts

12. Deferred Contract Costs

2.156

A summary of deferred contract costs as of December 31,
2007 and 2006 was as follows (in thousands):

FIDELITY NATIONAL INFORMATION SERVICES,
INC. (DEC)
(In thousands)
Total current assets
Property and equipment, net of
accumulated depreciation of $331.5
million and $261.7 million, respectively,
at December 31, 2007 and 2006
Goodwill
Intangible assets, net of accumulated
amortization of $611.4 million and
$449.5 million, respectively, at
December 31, 2007 and 2006
Computer software, net of accumulated
amortization of $334.5 million and
$324.2 million, respectively, at
December 31, 2007 and 2006
Deferred contract costs
Investment in unconsolidated entities
Long term note receivable from FNF
Long term lease receivables
Other noncurrent assets
Total assets

2007
$1,829,495

2006
$1,300,539

392,508
5,326,831

345,799
3,737,540

1,030,582

1,009,978

775,151
256,852
30,491
6,154
—
146,519
$9,794,583

640,815
233,996
195,739
—
52,702
113,452
$7,630,560

Installations and conversions in progress
Installations and conversions completed,
net
Other, net
Total deferred contract costs

2007
$ 85,459

2006
$ 74,280

118,787
52,606
$256,852

120,901
38,815
$233,996

Amortization of deferred contract costs was $34.8 million,
$30.1 million and $14.2 million for the years ended December 31, 2007, 2006 and 2005 respectively.

Assets of Nonhomogeneous Operations

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
3 (In Part): Summary of Significant Accounting Policies
Deferred Contract Costs
Cost of software sales and outsourced data processing and
application management arrangements, including costs incurred for bid and proposal activities, are generally expensed
as incurred. However, certain costs incurred upon initiation
of a contract are deferred and expensed over the contract
life. These costs represent incremental external costs or certain specific internal costs that are directly related to the
contract acquisition or transition activities and are primarily
associated with installation of systems/processes and data
conversion.
In the event indications exist that a deferred contract cost
balance related to a particular contract may be impaired,
undiscounted estimated cash flows of the contract are projected over its remaining term and compared to the unamortized deferred contract cost balance. If the projected cash
flows are not adequate to recover the unamortized cost balance, the balance would be adjusted to equal the contract’s
net realizable value, including any termination fees provided
for under the contract, in the period such a determination is
made.

2.157

TEMPLE-INLAND INC. (DEC)
(In millions)
Total current assets
Timber and timberland
Property and equipment
Land and buildings
Machinery and equipment
Construction in progress
Less allowances for depreciation
Total property and equipment
Financial assets of special purpose
entities
Goodwill
Assets of discontinued operations
Other assets
Total assets

2007
$ 1,277
—

2006
$ 1,038
315

641
3,423
120
(2,552)
1,632

637
3,400
82
(2,491)
1,628

2,383
365
—
285
$ 5,942

—
365
16,847
281
$20,474

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Special Purpose and Variable Interest Entities
We account for special purpose and variable interest entities
using FASB Interpretation No. 46 (revised December 2003),
Consolidation of Variable Interest Entities an Interpretation of
ARB No. 51. This interpretation provides guidance for determining whether an entity is a variable interest entity and
which beneficiary of the variable interest entity, if any, should
consolidate the variable interest entity.
Note 5. Financial Assets and Nonrecourse Financial
Liabilities of Special Purpose Entities
In October 2007, we received $2.38 billion in notes from
the sale of 1.55 million acres of timberland, which we contributed to two wholly-owned, bankruptcy-remote special
purpose entities. The notes are secured by irrevocable letters of credit, are due in 2027, and require quarterly interest
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payments based on variable interest rates that reset quarterly
(4.98 percent at year-end 2007).
In December 2007, the special purpose entities pledged
the notes and irrevocable letters of credit to secure $2.14
billion nonrecourse loans payable in 2027. These borrowings
require quarterly interest payments based on variable interest
rates that reset quarterly (5.67 percent at year-end 2007).
We include these special purpose entities in our consolidated financial statements.

(In millions)
Pending claims
Shortfall and other
Total asbestos-related reserves
Asbestos-related insurance recoveries

Estimated Insurance Recoveries
2.158

ARVINMERITOR, INC. (SEP)
(In millions)
Total current assets
Net property
Goodwill
Other assets
Total assets

2007
$2,389
738
520
1,142
$4,789

2006
$3,390
719
503
896
$5,508

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
10 (In Part): Other Current Assets
Other current assets are summarized as follows (in millions):
(In millions)
Current deferred income tax assets
Customer reimbursable tooling and
engineering
Asbestos-related recoveries (see Note 23)
Investment in debt defeasance trust
Assets held for sale
Prepaid and other
Other current assets

2007
$111

2006
$137

22
8
6
19
50
$216

21
8
1
7
74
$248

23 (In Part): Contingencies
Asbestos
Maremont Corporation (“Maremont”), a subsidiary of ArvinMeritor, manufactured friction products containing asbestos
from 1953 through 1977, when it sold its friction product
business. Arvin acquired Maremont in 1986. Maremont and
many other companies are defendants in suits brought by
individuals claiming personal injuries as a result of exposure
to asbestos-containing products. Maremont had approximately 27,912 and 51,895 pending asbestos-related claims
at September 30, 2007 and 2006, respectively. The significant reduction in pending claims in fiscal year 2007 is primarily due to numerous dismissals of claims. As a result,
this reduction in claims did not have a significant impact on
recorded asbestos related reserves. Although Maremont has
been named in these cases, in the cases where actual injury
has been alleged, very few claimants have established that
a Maremont product caused their injuries. Plaintiffs’ lawyers
often sue dozens or even hundreds of defendants in individual lawsuits on behalf of hundreds or thousands of claimants,

AICPA Accounting Trends & Techniques

seeking damages against all named defendants irrespective
of the disease or injury and irrespective of any causal connection with a particular product. For these reasons, Maremont
does not consider the number of claims filed or the damages
alleged to be a meaningful factor in determining its asbestosrelated liability.
Maremont’s asbestos-related reserves and corresponding
asbestos-related recoveries are summarized as follows:
2007
$37
6
$43
$28

2006
$41
9
$50
$31

A portion of the asbestos-related recoveries and reserves are
included in Other Current Assets and Liabilities, with the majority of the amounts recorded in Other Assets and Liabilities.
Prior to February 2001, Maremont participated in the Center for Claims Resolution (“CCR”) and shared with other CCR
members in the payment of defense and indemnity costs
for asbestos-related claims. The CCR handled the resolution
and processing of asbestos claims on behalf of its members
until February 2001, when it was reorganized and discontinued negotiating shared settlements. Upon dissolution of the
CCR in February 2001, Maremont began handling asbestosrelated claims through its own defense counsel and has taken
a more aggressive defensive approach that involves examining the merits of each asbestos-related claim. Although the
company expects legal defense costs to continue at higher
levels than when it participated in the CCR, the company
believes its litigation strategy has reduced the average indemnity cost per claim.
Pending and Future Claims
Maremont engages Bates White LLC (Bates White), a consulting firm with extensive experience estimating costs associated with asbestos litigation, to assist with determining
the estimated cost of resolving pending and future asbestosrelated claims that have been, and could reasonably be expected to be, filed against Maremont, as well as the cost
of Maremont’s share of committed but unpaid settlements
entered into by the CCR. Although it is not possible to estimate the full range of costs because of various uncertainties,
Bates White advised Maremont that it would be possible to
determine an estimate of a reasonable forecast of the cost of
resolving pending and future asbestos-related claims, based
on historical data and certain assumptions with respect to
events that occur in the future.
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Bates White provided an estimate of the reasonably possible range of Maremont’s obligation for asbestos personal
injury claims over the next three to four years of $28 million to
$38 million. After consultation with Bates White, Maremont
determined that as of September 30, 2007 the most likely
and probable liability for pending and future claims over the
next four years is $37 million. The ultimate cost of resolving
pending and future claims is estimated based on the history
of claims and expenses for plaintiffs represented by law firms
in jurisdictions with an established history with Maremont.
The following assumptions were made by Maremont after
consultation with Bates White and are included in their study:
• pending and future claims were estimated for a four year
period ending in fiscal year 2010. Maremont believes
that the litigation environment will change significantly
in several years, and that the reliability of estimates
of future probable expenditures in connection with
asbestos-related personal injury claims declines for
each year further in the future. As a result, estimating
a probable liability beyond four years is difficult and
uncertain;
• the ultimate cost of resolving pending and future claims
filed in Madison County, Illinois, a jurisdiction where
a substantial amount of Maremont’s claims are filed,
will decline to reflect average outcomes throughout the
United States;
• defense and processing costs for pending and future
claims filed outside of Madison County, Illinois will be at
the level consistent with Maremont’s prior experience;
and
• The ultimate indemnity cost of resolving nonmalignant
claims with plaintiff’s law firms in jurisdictions without
an established history with Maremont cannot be reasonably estimated. Recent changes in tort law and insufficient settlement history make estimating a liability
for these nonmalignant claims difficult and uncertain.
Shortfall and Other
Several former members of the CCR have filed for bankruptcy
protection, and these members have failed, or may fail, to pay
certain financial obligations with respect to settlements that
were reached while they were CCR members. Maremont is
subject to claims for payment of a portion of these defaulted
member shares (shortfall). In an effort to resolve the affected
settlements, Maremont has entered into negotiations with
plaintiffs’ attorneys, and an estimate of Maremont’s obligation for the shortfall is included in the total asbestos-related
reserves. In addition, Maremont and its insurers are engaged
in legal proceedings to determine whether existing insurance
coverage should reimburse any potential liability related to
this issue. Payments by the company related to shortfall and
other were not significant in fiscal years 2007 or 2006.
Recoveries
Maremont has insurance that reimburses a substantial portion of the costs incurred defending against asbestos-related
claims. The coverage also reimburses Maremont for any indemnity paid on those claims. The coverage is provided by
several insurance carriers based on insurance agreements
in place. Incorporating historical information with respect
to buy-outs and settlements of coverage, and excluding
any policies in dispute, the insurance receivable related to
asbestos-related liabilities is $28 million. The difference be-
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tween the estimated liability and insurance receivable is related to proceeds received from settled insurance policies
and liabilities for shortfall and other. Certain insurance policies have been settled in cash prior to the ultimate settlement of related asbestos liabilities. Amounts received
from insurance settlements generally reduce recorded insurance receivables. Receivables for policies in dispute are not
recorded. In fiscal year 2005, the company received $12 million associated with the settlement of certain insurance policies. Billings to insurance companies for indemnity and defense costs of resolved cases were $6 million in each of fiscal
years 2007 and 2006.
The amounts recorded for the asbestos-related reserves
and recoveries from insurance companies are based upon
assumptions and estimates derived from currently known
facts. All such estimates of liabilities and recoveries for
asbestos-related claims are subject to considerable uncertainty because such liabilities and recoveries are influenced
by variables that are difficult to predict. The future litigation
environment for Maremont could change significantly from
its past experience, due, for example, to changes in the mix
of claims filed against Maremont in terms of plaintiffs’ law
firm, jurisdiction and disease; legislative or regulatory developments; Maremont’s approach to defending claims; or
payments to plaintiffs from other defendants. Estimated recoveries are influenced by coverage issues among insurers,
and the continuing solvency of various insurance companies.
If the assumptions with respect to the nature of pending
claims, the cost to resolve claims and the amount of available
insurance prove to be incorrect, the actual amount of liability
for Maremont’s asbestos-related claims, and the effect on the
company, could differ materially from current estimates and,
therefore, could have a material impact on the company’s
financial position and results of operations.
Rockwell—ArvinMeritor, along with many other companies, has also been named as a defendant in lawsuits alleging
personal injury as a result of exposure to asbestos used in
certain components of Rockwell products many years ago.
Liability for these claims was transferred to the company
at the time of the spin-off of the automotive business to
Meritor from Rockwell in 1997. Currently there are thousands
of claimants in lawsuits that name the company, together with
many other companies, as defendants. However, the company does not consider the number of claims filed or the
damages alleged to be a meaningful factor in determining
asbestos-related liabilities. A significant portion of the claims
do not identify any of Rockwell’s products or specify which of
the claimants, if any, were exposed to asbestos attributable
to Rockwell’s products, and past experience has shown that
the vast majority of the claimants will never identify any of
Rockwell’s products. For those claimants who do show that
they worked with Rockwell’s products, management nevertheless believes it has meritorious defenses, in substantial
part due to the integrity of the products involved, the encapsulated nature of any asbestos-containing components, and
the lack of any impairing medical condition on the part of
many claimants. The company defends these cases vigorously. Historically, ArvinMeritor has been dismissed from the
vast majority of these claims with no payment to claimants.
In the fourth quarter of fiscal year 2006, the company engaged Bates White to assist with determining whether it
would be possible to estimate the cost of resolving pending and future Rockwell legacy asbestos-related claims that
have been, and could reasonably be expected to be, filed
against the company. Although it is not possible to estimate
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the full range of costs because of various uncertainties, Bates
White advised the company that it would be able to determine an estimate of probable defense and indemnity costs
which could be incurred to resolve pending and future Rockwell legacy asbestos-related claims. Accordingly, the company recorded a $12 million liability for defense and indemnity
costs associated with these claims. This estimate was based
on historical data and certain assumptions with respect to
events that occur in the future. The uncertainties of asbestos
claim litigation and resolution of the litigation with the insurance companies make it difficult to predict accurately the
ultimate resolution of asbestos claims. That uncertainty is
increased by the possibility of adverse rulings or new legislation affecting asbestos claim litigation or the settlement
process. Subject to these uncertainties and based on the
company’s experience defending these asbestos claims, the
company does not believe these lawsuits will have a material
adverse effect on its financial condition or results of operations. Rockwell was not a member of the CCR and handled
its asbestos-related claims using its own litigation counsel.
As a result, the company does not have any additional potential liabilities for committed CCR settlements or shortfall
(as described above) in connection with the Rockwell-legacy
cases.
Rockwell maintained insurance coverage that management believes covers indemnity and defense costs, over and
above self-insurance retentions, for most of these claims.
The company has initiated claims against these carriers to
enforce the insurance policies. Although the status of one
carrier as a financially viable entity is in question, the company expects to recover the majority of defense and indemnity costs it has incurred to date, over and above selfinsured retentions, and a substantial portion of the costs for
defending asbestos claims going forward. Accordingly, the
company has recorded an insurance receivable related to
Rockwell legacy asbestos-related liabilities of $12 million at
September 30, 2007.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In millions)
I (In Part): Other Assets

Financial investments
In-store displays, net
Debenture expense
Prepaid benefit cost
Notes receivable
Other
Total

2007
$315
69
33
10
7
37
$471

2006
$379
72
33
1
14
85
$584

In-store displays are amortized using the straight-line method
over the expected useful life of three years; the Company recognized amortization expense related to in-store displays of
$46 million, $55 million and $63 million in 2007, 2006 and
2005, respectively. Cash spent for displays was $43 million, $45 million and $48 million in 2007, 2006 and 2005,
respectively.

CURRENT LIABILITIES
2.160 ARB No. 43, Chapter 3A, Current Assets and Current Liabilities, as amended by SFAS No. 6, Classification
of Short-Term Obligations Expected to Be Refinanced, and
SFAS No. 78, Classification of Obligations That Are Callable
by the Creditor, discusses, in paragraphs 7 and 8, the nature
of current liabilities. Examples of the various types of current
liabilities follow.

SHORT-TERM DEBT

In-Store Displays
2.161 Table 2-22 lists the captions used by the survey companies to describe short-term notes payable, loans payable
and commercial paper. By definition, such short-term obligations are financial instruments.

2.159

MASCO CORPORATION (DEC)
(In millions)
Total current assets
Property and equipment, net
Goodwill
Other intangible assets, net
Other assets
Total assets

2007
$ 3,808
2,367
3,938
323
471
$10,907

2006
$ 5,115
2,363
3,957
306
584
$12,325

2.162 SFAS No. 107, as amended by SFAS No. 133, requires disclosure of both the fair value and the bases for
estimating the fair value of short-term notes payable, loans
payable, and commercial paper unless it is not practicable
to estimate that value. 226 survey companies made 240 fair
value disclosures. 40 of those disclosures used market or
broker quotes of the short-term debt to determine fair value.
32 of those disclosures stated that either discounted cash
flows or market prices of similar instruments were used to
estimate fair value. None of those disclosures estimated fair
value using other valuation methods. 186 disclosures presented carrying amounts which approximated fair value of
short-term debt. In addition, there were 51 disclosures in
which carrying value was compared to fair value in an exposition or table. None of the disclosures stated it was not
practicable to estimate fair value.
2.163 SFAC No. 7 provides a framework for using future
cash flows and present value as the basis for accounting
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measurements of fair value of an asset or a liability at initial
recognition or fresh-start measurements and for future-cashflow-based amortization techniques, such as interest method
amortization. Fresh-start measurements are measurements
in periods following initial recognition that establish a new
carrying amount unrelated to previous amounts and accounting conventions.

2.164

When observable marketplace-determined values
are not available, discounted cash flows are often used to
estimate fair value. Accounting applications of present value
typically use a single set of estimated cash flows and a riskadjusted discount rate. SFAC No. 7 introduces the expected
cash flow approach, which differs from the traditional approach by focusing on explicit assumptions about the range
of possible cash outcomes and their respective probabilities.

2.165 Effective for financial statements issued for fiscal
years beginning after November 15, 2007 with earlier application encouraged, SFAS No. 157, Fair Value Measurements,
defines fair value, establishes a framework for measuring fair
value, and expands disclosures about fair value measurements. While SFAS No. 157 does not require any new fair
value measurements, it applies under other pronouncements
that require or permit fair value measurements, such as SFAS
Nos. 107, and 133. SFAS No. 157 clarifies the definition of
fair value as an exit price, i.e., a price that would be received
to sell, as opposed to acquire, an asset or transfer a liability.
SFAS No. 157 emphasizes that fair value is a market-based
measurement. It establishes a fair value hierarchy that distinguishes between assumptions developed based on market
data obtained from independent external sources and the
reporting entity’s own assumptions. Further, SFAS No. 157
specifies that fair value measurement should consider adjustment for risk, such as the risk inherent in a valuation
technique or its inputs. For assets and liabilities measured
at fair value on a recurring basis, SFAS No. 157 expands the
required disclosures concerning the inputs used to measure
fair value, and encourages the combination of fair value information disclosed under the standard with those disclosed
under other pronouncements, such as SFAS No. 107.
2.166 Effective for financial statements issued for fiscal
years beginning after November 15, 2007 with conditioned
earlier application allowed, SFAS No. 159, The Fair Value
Option for Financial Assets and Liabilities, permits entities
to choose to measure many financial instruments and certain other items at fair value that are not currently required
to be measured at fair value. Further, under SFAS No. 159
a business entity shall report unrealized gains and losses on
eligible items for which the fair value option has been elected
in earnings at each subsequent reporting date. The irrevocable election of the fair value option is made on an instrument
by instrument basis, and applied to the entire instrument,
not just a portion of it. SFAS No. 159 also establishes presentation and disclosure requirements designed to facilitate
comparison between entities that choose different measurement attributes for similar types of assets and liabilities. SFAS
No. 159 does not affect any existing pronouncements that require assets and liabilities to be carried at fair value, nor does
it eliminate disclosure requirements included in pronouncements, such as SFAS Nos. 107 and 157.
2.167 Examples of short-term debt presentations and disclosures follow.

ATT-SEC 2.164

2.168
TABLE 2-22: SHORT-TERM DEBT
2007

2006

2005

2004

Description
Notes or loans..............................
Payee indicated........................
Payee not indicated..................
Short-term debt or borrowings ....
Commercial paper .......................
Credit agreements.......................
Other............................................
Total Presentations................

29
78
135
54
40
26
362

22
77
133
45
38
24
339

27
85
133
40
37
16
338

26
89
138
32
13
25
323

Number of Companies
Showing short-term debt .............
Not showing short-term debt .......

297
303

293
307

279
321

285
315

Total Companies........................

600

600

600

600

2.169

BADGER METER, INC. (DEC)
(Dollars in thousands)
Current liabilities
Short-term debt
Current portion of long-term debt
Payables
Accrued compensation and employee
benefits
Warranty and after-sale costs
Income and other taxes
Liabilities of discontinued operations
Total current liabilities

2007

2006

$10,844
2,738
11,363

$15,093
1,944
10,597

5,988
1,917
8,359
—
$41,209

6,181
2,954
621
8,321
$45,711

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 4 (In Part): Short-Term Debt and Credit Lines
Short-term debt at December 31, 2007 and 2006 consisted
of:
(In thousands)
Notes payable to banks
Commercial paper
Total short-term debt

2007
$10,844
—
$10,844

2006
$ 8,393
6,700
$15,093

Included in notes payable to banks for 2007 was $7.7 million
borrowed under a 7 million euro-based (U.S. dollar equivalent
of $10.2 million at December 31, 2007) revolving loan facility
that bears interest at 5.91% and expires in October 2008,
and $3.1 million outstanding under revolving credit facilities
which bear interest at 6.27%. The Company has $48.7 million
of short-term credit lines with domestic and foreign banks,
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which includes a $25.0 million line of credit that can also
support the issuance of commercial paper.
Note 9 (In Part): Long Term Debt and Fair Value
of Financial Instruments

instruments. The fair value of long-term debt is estimated using a present value method based on current interest rates
for similar instruments with equivalent credit quality.
14 (In Part): Financing Arrangements

Cash, receivables and payables are reflected in the financial statements at fair value. Short-term debt is comprised of
notes payable drawn against the Company’s lines of credit
and commercial paper. Because of the short-term nature of
these instruments, the carrying value approximates the fair
value. The $7.7 million of short-term debt outstanding under
the euro-based revolving loan facility was renewed at December 31, 2007 at current interest rates and therefore carrying
value approximates fair market value. The five-year term loan
with $5.2 million outstanding has an estimated fair value of
$5.2 million at December 31, 2007, based on quoted market
rates.

2.170

THE MOSAIC COMPANY (MAY)
(In millions)
Current liabilities
Short-term debt
Current maturities of long-term debt
Accounts payable
Trade accounts payable due to Cargill,
Incorporated and affiliates
Cargill prepayments and accrued
liabilities
Accrued liabilities
Accrued income taxes
Deferred income taxes
Total current liabilities

219

2007

2006

$ 138.6
403.8
423.8

$ 152.8
69.3
372.1

9.7

17.1

22.7
494.6
100.9
35.6
$1,629.7

—
419.3
97.9
—
$1,128.5

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
11. Financial Instruments

Short-Term Debt
Short-term debt consists of the revolving credit facility under
the Restated Credit Agreement, a receivables financing facility, and various other short-term borrowings related to our
Offshore business. Short-term borrowings were $138.6 million and $152.8 million as of May 31, 2007 and May 31, 2006,
respectively. The weighted average interest rate on shortterm borrowings was 6.6% as of May 31, 2007 and May 31,
2006.
We had no outstanding borrowings and $100.0 million in
outstanding borrowings under the revolving credit facility as
of May 31, 2007 and May 31, 2006, respectively. We had
outstanding letters of credit that utilized a portion of the
revolving credit facility of $102.7 million and $128.4 million
as of May 31, 2007 and May 31, 2006, respectively. The
net available borrowings under the revolving credit facility
as of May 31, 2007 and May 31, 2006 were approximately
$347.3 million and $221.6 million, respectively. Unused commitment fees of $1.1 million were expensed during each of
the fiscal years ended May 31, 2007 and 2006, respectively.
Borrowings under the revolving credit facility bear interest at
LIBOR plus 1.5%.
Also included in short-term borrowings were outstanding
amounts under a $55.0 million PhosChem receivables purchase facility. This facility supports PhosChem’s funding of
its purchases of crop nutrients from us and other PhosChem
members and is nonrecourse except that the uninsured portion of receivables sold is with recourse to PhosChem but
not to us. At May 31, 2007, the PhosChem facility bears an
interest rate of LIBOR plus 1.125%. We had $28.0 million
and $13.2 million outstanding under the facility as of May 31,
2007 and May 31, 2006, respectively.
The remainder of the short-term borrowings balance consisted of lines of credit relating to our Offshore segment and
other short-term borrowings. As of May 31, 2007, these borrowings bear interest rates between 5.6% and 10.4%, respectively. As of May 31, 2007 and May 31, 2006, $110.6
million and $39.6 million, respectively, were outstanding.

The carrying amounts and estimated fair values of our financial instruments are as follows:

(In millions)
Cash and cash
equivalents
Restricted cash
Accounts receivable
Accounts payable trade
Short-term debt
Long-term debt,
including current
portion

2007
Carrying
Fair
Amount
Value

2006
Carrying
Fair
Amount
Value

$ 420.6
2.3
557.0
433.5
138.6

$ 420.6
2.3
557.0
433.5
138.6

$ 173.3
16.1
508.2
389.2
152.8

$ 173.3
16.1
508.2
389.2
152.8

$2,220.0

$2,229.3

$2,453.9

$2,341.2

TRADE ACCOUNTS PAYABLE
2.171 All the survey companies disclosed the existence of
amounts owed to trade creditors. As shown in Table 2-23,
such amounts were usually described as Accounts Payable
or Trade Accounts Payable.
2.172 As stated in paragraph 13 of SFAS No. 107, as
amended by SFAS No. 133, fair value disclosure is not required for trade payables when the carrying amount of the
trade payable approximates its fair value. 317 survey companies made 317 fair value disclosures. Carrying amount approximated fair value of trade payables for 311 disclosures.

For cash and cash equivalents, restricted cash, accounts receivable and accounts payable, the carrying amount approximates fair value because of the short-term maturity of those
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Examples of trade accounts payable presentations

follow.

2.174
TABLE 2-23: TRADE ACCOUNTS PAYABLE
Accounts payable ........................
Trade accounts payable..............
Accounts payable combined with
accrued liabilities or accrued
expenses..................................
Other captions .............................
Total Companies........................

2007
457
85

2006
464
79

2005
460
88

2004
458
90

30
28

28
29

26
26

30
22

600

600

600

600

The carrying values of financial instruments comprising
current assets and current liabilities approximate fair values due to the short-term maturities of these instruments.
We estimate the fair value of our long-term fixed-rate debt
and our convertible preferred stock using primarily quoted
market prices. Our carrying amounts for such debt, excluding the impact of interest rate derivatives, at December 31,
2007 and 2006 were $8.9 billion and $7.2 billion, respectively,
compared to approximate fair values of $9.2 billion and $7.3
billion, respectively. The carrying amounts for our convertible preferred stock as of December 31, 2007 and 2006 were
$960 million and $2.0 billion, respectively, compared to approximate fair values of $1.0 billion and $1.9 billion, respectively.

2.176

THE WARNACO GROUP, INC. (DEC)
2.175

CHESAPEAKE ENERGY CORPORATION (DEC)
(In millions)
Current liabilities
Accounts payable
Short-term derivative instruments
Accrued liabilities
Deferred income taxes
Revenues and royalties due others
Accrued interest
Total current liabilities

2007

2006

$1,262
174
717
—
433
175
$2,761

$ 860
112
419
39
318
142
$1,890

(Dollars in thousands)
Current liabilities
Short-term debt
Accounts payable
Accrued liabilities
Accrued pension obligations
Liabilities of discontinued operations
Accrued income taxes payable
Deferred income taxes
Total current liabilities

2007

2006

$ 56,115
138,944
151,604
3,723
42,566
9,978
2,221
$405,151

$108,739
199,310
123,680
13,893
7,527
40,194
980
$494,323

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 16 (In Part): Financial Instruments

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Accounts Payable and Accrued Liabilities
Included in accounts payable at December 31, 2007 and
2006, respectively, are liabilities of approximately $150 million and $248 million representing the amount by which
checks issued, but not yet presented to our banks for collection, exceeded balances in applicable bank accounts. Other
accrued liabilities include $262 million and $177 million of
accrued drilling costs as of December 31, 2007 and 2006,
respectively.
10 (In Part): Financial Instruments and Hedging Activities
Fair Value of Financial Instruments
The following disclosure of the estimated fair value of financial instruments is made in accordance with the requirements
of Statement of Financial Accounting Standards No. 107, Disclosures About Fair Value of Financial Instruments. We have
determined the estimated fair values by using available market information and valuation methodologies. Considerable
judgment is required in interpreting market data to develop
the estimates of fair value. The use of different market assumptions or valuation methodologies may have a material
effect on the estimated fair value amounts.
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The following methods and assumptions were used by the
Company in estimating its fair value disclosures for financial
instruments.
Accounts Payable
The carrying amount of the Company’s accounts payable
is approximately equal to their fair value because accounts
payable are short-term in nature and the carrying value is
equal to the settlement value.
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The carrying amounts and fair value of the Company’s financial instruments are as follows:
2007
Carrying
Amount
$267,450
—
138,147
138,944
54,109
204,980
20
107,300
147,097
—
(592)

Accounts receivable
Note receivable
Pension plan assets
Accounts payable
Short-term CKJEA revolving credit facilities
Senior notes
Interest rate swaps—net loss
Term B notes
Pension plan liabilities
Letters of credit
Open foreign currency exchange contracts—assets (liabilities)

EMPLOYEE-RELATED LIABILITIES
2.177

SFAS No. 158, Employers’ Accounting for Defined
Benefit Pension and Other Postretirement Plans, amends the
recognition, measurement date, and disclosure requirements
of SFAS No. 87, Employers’ Accounting for Pensions, SFAS
No. 106, Employers’ Accounting for Postretirement Benefits
Other Than Pensions, and SFAS No. 132 (Revised), Employers’ Disclosures about Pensions and Other Postretirement
Benefits. SFAS No. 158 requires that a business entity recognize the overfunded or underfunded status of a singleemployer defined benefit postretirement plan as an asset
or liability in its statement of financial position, recognize
changes in that funded status in comprehensive income, and
disclose in the notes to financial statements additional information about net periodic benefit cost. An employer whose
equity securities are traded publicly is required to initially recognize the funded status of a defined benefit postretirement
plan and to provide the required disclosures for their financial statements issued for fiscal years ending after December 15, 2006. Examples of the funded status of a benefit
plan recognized under SFAS No. 158 as asset or liability in
the statement of financial position are presented in this section, the “Other Noncurrent Assets” section, and the “Other
Noncurrent Liabilities” section. Additional examples can also
be found in Section 3, under “Pensions and Other Postretirement Benefits.”

AICPA Accounting Trends & Techniques

2006
Fair
Value
$267,450
—
138,147
138,944
54,109
207,819
20
107,300
147,097
58,956
(592)

Carrying
Amount
$294,993
1,531
125,246
199,310
66,461
202,287
2,713
169,100
156,400
—
—

Fair
Value
$294,993
1,531
125,246
199,310
66,461
217,813
2,713
169,100
156,400
139,292
—

2.178 Table 2-24 shows the nature of employee related
liabilities disclosed by the survey companies as current liabilities. Examples of employee related liability presentations
and disclosures follow.
2.179
TABLE 2-24: EMPLOYEE-RELATED LIABILITIES
2007

2006

2005

2004

273
236

271
229

262
225

265
228

214
197
11
45
976

150
149
11
69
879

60
65
13
42
667

56
76
13
44
682

Number of Companies
Disclosing employee related
liabilities....................................
Not disclosing...............................

538
62

524
76

501
99

506
94

Total Companies........................

600

600

600

600

Description
Salaries, wages, payrolls,
commissions.............................
Compensation..............................
Pension or profit-sharing
contributions.............................
Benefits........................................
Compensated absences..............
Other............................................
Total Presentations................
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2.180

BECTON, DICKINSON AND COMPANY (SEP)
(Thousands of dollars)
Current liabilities
Short-term debt
Accounts payable
Accrued expenses
Salaries, wages and related items
Income taxes
Total current liabilities

2007

2006

$ 207,634
266,993
481,429
435,854
86,899
$1,478,809

$ 427,218
243,602
490,425
380,478
34,606
$1,576,329

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Thousands of dollars)
2 (In Part): Accounting Changes
In September 2006, the Financial Accounting Standards
Board (the “FASB”) issued SFAS No. 158 “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements No. 87, 88,
106 and 132(R)” (“SFAS No. 158”). SFAS No. 158 requires
the Company to recognize the overfunded or underfunded
status of a defined benefit postretirement plan as an asset or
liability in its Consolidated Balance Sheet and to recognize
changes in the funded status in the year in which the changes
occur through comprehensive income. SFAS No. 158 also
requires the funded status of a plan to be measured as of
the balance sheet date and provides for additional disclosure requirements. The Company adopted SFAS No. 158
on September 30, 2007. SFAS No. 158 will not change the
measurement date of the Company’s plans as the plans are
measured at its fiscal year-end. See Note 5 regarding the
Company’s adoption of SFAS No. 158.
5 (In Part): Benefit Plans
The Company has defined benefit pension plans covering
substantially all of its employees in the United States and
certain foreign locations. The Company also provides certain postretirement healthcare and life insurance benefits to
qualifying domestic retirees. Postretirement healthcare and
life insurance benefit plans in foreign countries are not material. The measurement date used for the Company’s employee benefit plans is September 30.
During 2007, the Company redesigned its U.S. pension
plans to provide for a cash benefit formula by offering a onetime, irrevocable election to existing employees to change to
this provision and mandating all new employees hired after
April 1, 2007 to participate in the new formula. The Company
also amended its other postretirement benefits plan to provide that new hires, as of April 1, 2007 or later, will no longer
be eligible for company subsidized benefits. These amendments did not have a material impact on the net pension and
postretirement cost of the Company.
Effective September 30, 2007, the Company adopted the
recognition and disclosure provisions of SFAS No. 158, which
requires the Company to recognize on a prospective basis
the funded status of its pension and other postretirement
benefit plans in the Consolidated Balance Sheet with a corresponding adjustment to Accumulated other comprehensive
income (loss). The Company also recognized the funded status of its postemployment benefit plans in connection with
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the adoption of SFAS No. 158. The minimum pension liability, previously included in Accumulated other comprehensive
income (loss), and the related intangible asset were derecognized upon the adoption of SFAS No. 158.
The effects of applying SFAS No. 158 at September 30,
2007 were as follows:
Before
Application
of SFAS
No. 158
Prepaid expenses,
deferred taxes and other
Other intangibles, net
Other
Salaries, wages and
related items
Long-term employee
Benefit obligations
Deferred income taxes
and other
Accumulated other
comprehensive income

$ 326,119
96,391
502,428

SFAS
No. 158
Adjustments
$

After
Application
of SFAS
No. 158

(186)
(453)
(35,836)

$ 325,933
95,938
466,592

(435,857)

3

(435,854)

(268,128)

(176,746)

(444,874)

(91,535)

3,523

(88,012)

(211,523)

209,695

(1,828)
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The change in benefit obligation, change in fair value of plan
assets, funded status and amounts recognized in the Consolidated Balance Sheets for these plans were as follows:

Pension Plans
2007
Change in benefit obligation
Beginning obligation
Service cost
Interest cost
Plan amendments
Benefits paid
Actuarial gain
Other, includes translation
Benefit obligation at September 30
Change in fair value of plan assets:
Beginning fair value
Actual return on plan assets
Employer contribution
Benefits paid
Other, includes translation
Plan assets at September 30
Funded status at September 30:
Unfunded benefit obligation
Unrecognized net transition obligation
Unrecognized prior service cost (credit)
Unrecognized net actuarial loss
Net amount recognized
Amounts recognized in the Consolidated
Balance Sheets at September 30:
Other intangibles, net
Other
Salaries, wages and related items
Long-term employee benefit obligations
Accumulated other comprehensive income (loss) before
income taxes
Net amount recognized
Amounts recognized in accumulated other comprehensive
income (loss) before income taxes at September 30:
Net transition obligation
Prior service credit
Net actuarial loss
Net amount recognized
Foreign pension plan assets at fair value included in the preceding table were $359,291 and $299,047 at September 30,
2007 and 2006, respectively. The foreign pension plan projected benefit obligations were $430,265 and $382,584 at
September 30, 2007 and 2006, respectively.
The projected benefit obligation, accumulated benefit obligation and fair value of plan assets for the pension plans
with accumulated benefit obligations in excess of plan assets were $96,723, $76,398 and $14,685, respectively as of
September 30, 2007, and $126,545, $100,473 and $41,576,
respectively as of September 30, 2006.
The estimated net actuarial loss and prior service credit for
pension benefits that will be amortized from Accumulated
other comprehensive loss into net pension costs over the
next fiscal year are expected to be $7,825 and $(1,117) million, respectively. The estimated net actuarial loss and prior
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Other
Postretirement Benefits
2007
2006

2006

$1,384,667
69,869
75,728
(16,586)
(97,671)
(63,519)
41,942
$1,394,430

$1,413,092
74,111
71,997
86
(75,207)
(117,307)
17,895
$1,384,667

$ 255,726
4,386
14,608
—
(25,411)
(11,818)
8,480
$ 245,971

$ 281,197
4,164
14,873
—
(22,734)
(24,345)
2,571
$ 255,726

$1,124,565
138,446
96,952
(97,671)
33,877
$1,296,169

$ 933,920
91,569
160,340
(75,207)
13,943
$1,124,565

$

$

$ (98,261)
—
—
—
$ (98,261)

$ (260,102)
(1,012)
6,193
356,968
$ 102,047

$(245,971)
—
—
—
$(245,971)

$(255,726)
—
(12,920)
77,392
$(191,254)

$

$

$

$

—
$(245,971)

—
$(191,254)

—
32,710
(2,668)
(128,303)

—
$ (98,261)

$

(1,156)
(10,086)
238,144
$ 226,902

2,345
148,129
—
(67,996)

19,569
$ 102,047

$

—
—
—
—
—
—

—
—
(20,067)
(225,904)

$

—
—
—
—
—
—

—
—
—
(191,254)

$

—
(6,688)
62,194
$ 55,506

service credit for other postretirement benefits that will be
amortized from Accumulated other comprehensive income
(loss) into net other postretirement costs over the next fiscal
year are expected to be $3,949 and $(6,233) million, respectively.
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2.181

HARMAN INTERNATIONAL INDUSTRIES,
INCORPORATED (JUN)
(Dollars in thousands)
Current liabilities
Short-term borrowings
Current portion of long-term debt
Accounts payable
Accrued liabilities
Income taxes payable
Total current liabilities

2007

2006

$ 1,838
17,029
356,763
350,164
90,187
$815,981

$ 1,751
16,337
320,327
432,988
116,493
$887,896

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Retirement Benefits
We provide postretirement benefits to certain employees.
Employees in the United States are covered by a defined
contribution plan. Our contributions to this plan are based on
a percentage of employee contributions and, with approval
of the Board of Directors, profit sharing contributions may
be made as a percentage of employee compensation. These
plans are funded on a current basis. We also have a Supplemental Executive Retirement Plan (SERP) in the United
States that provides retirement, death and termination benefits, as defined, to certain key executives designated by the
Board of Directors.
Certain employees outside the United States are covered
by non-contributory defined benefit plans. The defined benefit plans are funded in conformity with applicable government
regulations. Generally, benefits are based on age, years of
service, and the level of compensation during the final years
of service.
Effective June 30, 2007, we adopted SFAS No. 158, Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans—an amendment of FASB Statements
No. 87, 88, 106 and 132(R) (“SFAS No. 158”), which requires
that the consolidated balance sheets reflect the funded status of pension plans. In future reporting periods, the difference between actual amounts and estimates based on actuarial assumptions will be recognized in other comprehensive
income or loss in the period in which they occur. These benefit
plans are discussed further in Note 12, Retirement Benefits.
Note 12 (In Part): Retirement Benefits
Plan Descriptions
Pension Benefits
We provide defined pension benefits to certain eligible employees. The measurement date used for determining pension benefits is the last day of our fiscal year-end, June 30.
We have certain business units in Europe that maintain defined benefit pension plans for many of our current and former
employees. The coverage provided and the extent to which
the retirees’ share in the cost of the program vary by business unit. Generally, plan benefits are based on age, years
of service, and average compensation during the final years
of service. In the United States, we have a Supplemental Executive Retirement Plan (“SERP”) that provides retirement,
death and termination benefits, as defined, to certain key
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executives designated by the Board of Directors. Our expenses related to the SERP for the years ended June 30,
2007, 2006 and 2005 were $6.7 million, $6.5 million and $6.3
million, respectively.
During fiscal 2008, we expect to contribute an immaterial
amount to the defined benefit pension plans. The benefits
that we expect to pay in each fiscal year from 2008 to 2012
are $6.8 million, $6.9 million, $7.1 million, $7.7 million and
$8.6 million, respectively. The aggregate benefits we expect
to pay in the five fiscal years from 2013 to 2017 are $45.0
million.
Summary Plan Results
The following is a reconciliation of the benefit obligations,
plan assets and funded status of the plans as well as the
amounts recognized on the balance sheet:
($000s omitted)
Change in benefit obligation
Benefit obligation at beginning of year
Service cost
Interest cost
Amendments
Actuarial gain
Asset transfer
Benefits paid
Foreign currency exchange rate changes
Benefit obligation at end of year
Change in plan assets
Fair value of assets at beginning of year
Asset transfer
Employer contributions
Benefits paid
Foreign currency exchange rate changes
Fair value of assets at end of year
Reconciliation of funded status:
Funded status
Unrecognized prior service cost
Unrecognized net loss
Accrued pension cost
Amounts recognized on the balance
sheet:
Other assets
Accrued liabilities
Other non-current liabilities
Accumulated other comprehensive loss
Accrued pension cost

2007

2006

$ 104,059
3,292
6,010
12,950
(5,245)
—
(4,233)
3,225
$ 120,058

$ 93,646
2,679
4,354
2,380
(2,446)
3,423
(2,731)
2,754
$ 104,059

$

—
—
1,680
(1,680)
—
$
—

$

387
(409)
1,037
(1,037)
22
$
—

$(120,058)
7,484
16,591
$ (95,983)

$(104,059)
7,100
22,895
$ (74,064)

$

$

—
(9,229)
(110,829)
24,075
$ (95,983)

7,100
(51,480)
(47,853)
18,169
$ (74,064)
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Presented below are the components of net periodic benefit
costs:
($000s omitted)
Components of net periodic benefit
cost
Service cost
Interest cost
Amortization of prior service cost
Amortization of net loss
Net periodic benefit cost

2007

2006

2005

$ 3,292
6,010
887
2,147
$12,336

$2,679
4,354
728
2,003
$9,764

$2,683
4,403
17
1,884
$8,987

Adoption of SFAS No. 158
Effective June 30, 2007, we adopted SFAS No. 158, which
requires that the consolidated balance sheets reflect the
funded status of the pension plans. The funded status of
the plans is measured as the difference between the plan
assets at fair value and the projected benefit obligation. We
have recognized the aggregate of all underfunded plans in
either accrued liabilities or other non-current liabilities. The
portion of the amount by which the actuarial present value of
benefits included in the projected benefit obligation exceeds
the fair value of plan assets, payable in the next 12 months,
is reflected in accrued liabilities.
At June 30, 2007, previously unrecognized differences between actual amounts and estimates based on actuarial assumptions are included in accumulated other comprehensive
loss in our consolidated balance sheets as required by SFAS
No. 158. In future reporting periods, the difference between
actual amounts and estimates based on actuarial assumptions will be recognized in other comprehensive income or
loss in the period in which they occur.
The following table shows the incremental effect of applying SFAS No. 158 on individual line items in the consolidated
balance sheet at June 30, 2007:

($000s omitted)
Incremental impact of
applying SFAS No. 158
Other assets
Total assets
Accrued liabilities
Other non-current liabilities
Total liabilities
Accumulated other
comprehensive income
(loss)
Total shareholders’ equity

Before
Application
of SFAS
No. 158

Adjustments

After
Application
of SFAS
No. 158

$ 15,432
15,432
101,589
14,993
116,582

(3,777)
(3,777)
(92,360)
95,836
3,476

11,655
11,655
9,229
110,829
120,058

(8,525)
(8,525)
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(7,253)
(7,253)

(15,778)
(15,778)

INCOME TAX LIABILITY
2.182 Table 2-25 summarizes the descriptive balance sheet
captions used to describe the current liability for income
taxes.

2.183
TABLE 2-25: CURRENT INCOME TAX LIABILITY
Income taxes........................................
Taxes—type not specified....................
U.S. and foreign income taxes.............
Federal and state income taxes...........
Federal, state, and foreign income
taxes..................................................
Federal income taxes...........................
Federal and foreign income taxes.......
Other captions......................................
No current income tax liability..............
Total Companies................................

2007
330
53
5
4

2006
330
61
6
9

2005
336
59
8
10

2004
334
57
5
9

3
1
3
17
184

6
1
2
14
171

3
3
2
9
170

6
4
4
13
168

600

600

600

600

2.184

COHERENT, INC. (SEP)
(In thousands)
Current portion of long-term obligations
Accounts payable
Income taxes payable
Other current liabilities
Total current liabilities

2007
$
9
27,849
17,829
83,058
$128,745

2006
$
8
29,498
17,720
79,352
$126,578

2008

2007

$ 225
11,492
4,323
2,486
$18,526

$ 188
10,430
5,141
2,032
$17,791

2.185

DELL INC. (JAN)
(In millions)
Current liabilities
Short-term borrowings
Accounts payable
Accrued and other
Short-term deferred service revenue
Total current liabilities
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 12 (In Part): Supplemental Consolidated
Financial Information
(In millions)
Financial position information
Accrued and other current liabilities
Warranty liability
Income taxes
Compensation
Other
Accrued and other current liabilities

2008

2007

$ 690
99
1,131
2,403
$4,323

$ 768
1,141
861
2,371
$5,141

CURRENT AMOUNT OF LONG-TERM DEBT
2.186

Table 2-26 summarizes the descriptive balance
sheet captions used to describe the amount of long-term
debt payable during the next year. SFAS No. 107, as amended by SFAS No. 133, requires disclosure of both the fair
value and the bases for estimating the fair value of the current amount of long-term debt unless it is not practicable
to estimate that value. 355 survey companies made 435 fair
value disclosures. 185 of those disclosures used market or
broker quotes of the current amount of long-term debt to determine fair value. 175 of those disclosures stated that either
discounted cash flows or market prices of similar instruments
were used to estimate fair value. Six of those disclosures estimated fair value using other valuation methods. 119 disclosures presented carrying amounts which approximated fair
value of current amount of long-term debt. In addition there
were 106 disclosures in which carrying value was compared
to fair value in an exposition or a table. None of the disclosures stated it was not practicable to estimate fair value.

2.187 SFAC No. 7 provides a framework for using future
cash flows and present value as the basis for accounting
measurements of fair value of an asset or a liability at initial
recognition or fresh-start measurements and for future-cashflow-based amortization techniques, such as interest method
amortization. Fresh-start measurements are measurements
in periods following initial recognition that establish a new
carrying amount unrelated to previous amounts and accounting conventions.
2.188

When observable marketplace-determined values
are not available, discounted cash flows are often used to
estimate fair value. Accounting applications of present value
typically use a single set of estimated cash flows and a riskadjusted discount rate. SFAC No. 7 introduces the expected
cash flow approach, which differs from the traditional approach by focusing on explicit assumptions about the range
of possible cash outcomes and their respective probabilities.

2.189 Effective for financial statements issued for fiscal
years beginning after November 15, 2007 with earlier application encouraged, SFAS No. 157, Fair Value Measurements,
defines fair value, establishes a framework for measuring fair
value, and expands disclosures about fair value measurements. While SFAS No. 157 does not require any new fair
value measurements, it applies under other pronouncements
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that require or permit fair value measurements, such as SFAS
Nos. 107, and 133. SFAS No. 157 clarifies the definition of
fair value as an exit price, i.e., a price that would be received
to sell, as opposed to acquire, an asset or transfer a liability.
SFAS No. 157 emphasizes that fair value is a market-based
measurement. It establishes a fair value hierarchy that distinguishes between assumptions developed based on market
data obtained from independent external sources and the
reporting entity’s own assumptions. Further, SFAS No. 157
specifies that fair value measurement should consider adjustment for risk, such as the risk inherent in a valuation
technique or its inputs. For assets and liabilities measured
at fair value on a recurring basis, SFAS No. 157 expands the
required disclosures concerning the inputs used to measure
fair value, and encourages the combination of fair value information disclosed under the standard with those disclosed
under other pronouncements, such as SFAS No. 107.

2.190 Effective for financial statements issued for fiscal
years beginning after November 15, 2007 with conditioned
earlier application allowed, SFAS No. 159, The Fair Value
Option for Financial Assets and Liabilities, permits entities
to choose to measure many financial instruments and certain other items at fair value that are not currently required
to be measured at fair value. Further, under SFAS No. 159
a business entity shall report unrealized gains and losses on
eligible items for which the fair value option has been elected
in earnings at each subsequent reporting date. The irrevocable election of the fair value option is made on an instrument
by instrument basis, and applied to the entire instrument,
not just a portion of it. SFAS No. 159 also establishes presentation and disclosure requirements designed to facilitate
comparison between entities that choose different measurement attributes for similar types of assets and liabilities. SFAS
No. 159 does not affect any existing pronouncements that require assets and liabilities to be carried at fair value, nor does
it eliminate disclosure requirements included in pronouncements, such as SFAS Nos. 107 and 157.
2.191
TABLE 2-26: CURRENT AMOUNT OF LONG-TERM
DEBT

Current portion of long-term debt .............
Current maturities of long-term debt ........
Current amount of long-term leases.........
Long-term debt due or payable within
one year.................................................
Current installment of long-term debt.......
Other captions...........................................

Number of Companies
2007 2006 2005 2004
241
240
233
234
160
160
156
162
54
41
36
44
25
11
12

26
12
13

32
11
10

33
16
14
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2.192

LEUCADIA NATIONAL CORPORATION (DEC)
(Dollars in thousands)
Current liabilities
Trade payables and expense accruals
Deferred revenue
Other current liabilities
Debt due within one year
Income taxes payable
Total current liabilities

2007

2006

$229,560
86,993
10,992
132,405
—
$459,950

$127,739
—
5,688
184,815
8,411
$326,653

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
12 (In Part): Indebtedness
The principal amount, stated interest rate and maturity date
of outstanding debt at December 31, 2007 and 2006 are as
follows (dollars in thousands):
2007
Parent company debt
Senior notes:
Bank credit facility
73 /4 % Senior notes due 2013, less debt discount of $312 and $355
7% Senior notes due 2013, net of debt premium of $793 and $904
71 /8 % Senior notes due 2017
81 /8 % Senior notes due 2015, less debt discount of $8,266 and $0
Subordinated notes
33 /4 % convertible senior subordinated notes due 2014
8.65% Junior subordinated deferrable interest debentures due 2027
Subsidiary debt
Repurchase agreements
Aircraft financing
Capital leases due 2008 through 2015 with a weighted average interest rate of 11.6%
Other due 2008 through 2011 with a weighted average interest rate of 6.9%
Total debt
Less: current maturities
Long-term debt
Subsidiary Debt (In Part)
Debt due within one year includes $125,000,000 and
$181,800,000 as of December 31, 2007 and 2006, respectively, relating to repurchase agreements. At December 31, 2007, these fixed rate repurchase agreements have
a weighted average interest rate of approximately 5.1%, mature in January 2008 and are secured by non-current investments with a carrying value of $129,100,000.
21 (In Part): Fair Value of Financial Instruments

$

2006

—
99,688
375,793
500,000
491,734

$

—
99,645
375,904
—
—

350,000
98,200

350,000
98,200

124,977
39,221
10,194
46,743
2,136,550
(132,405)
$2,004,145

181,763
41,335
9,418
3,196
1,159,461
(184,815)
$ 974,646

the Company. The methods and assumptions used to estimate the fair values of each class of the financial instruments
described below are as follows:

•

•

•

•

•

•

(d) Long-term and other indebtedness: The fair values of nonvariable rate debt are estimated using quoted market prices
and estimated rates that would be available to the Company
for debt with similar terms. The fair value of variable rate debt
is estimated to be the carrying amount.

The following table presents fair value information about certain financial instruments, whether or not recognized on the
balance sheet. Fair values are determined as described below. These techniques are significantly affected by the assumptions used, including the discount rate and estimates
of future cash flows. The fair value amounts presented do
not purport to represent and should not be considered representative of the underlying “market” or franchise value of
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The carrying amounts and estimated fair values of the
Company’s financial instruments at December 31, 2007 and
2006 are as follows (in thousands):
2007

Financial assets
Investments
Current
Non-current
Cash and cash equivalents
Notes receivable
Current
Non-current
Financial liabilities
Debt
Current
Non-current
Securities sold not owned
Swap agreements
Interest rate swaps
Foreign currency swaps

2.193

Fair
Value

Carrying
Amount

Fair
Value

$ 983,199
2,776,521
456,970

$ 983,199
3,150,321
456,970

$ 903,973
1,465,849
287,199

$ 903,973
1,687,611
287,199

2,053
200

2,053
200

6,633
2,244

6,633
2,244

132,405
2,004,145
2,603

133,364
2,398,592
2,603

184,815
974,646
5,697

185,867
1,135,117
5,697

(5,380)
(2,862)

(5,380)
(2,862)

(268)
(2,430)

(268)
(2,430)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOBLE ENERGY, INC. (DEC)
(In thousands)
Current liabilities
Accounts payable—trade
Derivative instruments
Income taxes
Current installment of long-term debt
Asset retirement obligations
Other current liabilities
Total current liabilities

2006

Carrying
Amount

Note 2 (In Part): Summary of Significant Accounting Policies
2007

2006

$ 780,915
540,217
51,785
25,000
13,332
224,494
$1,635,743

$ 518,609
254,625
107,136
—
68,500
235,392
$1,184,262

Fair Value of Financial Instruments (In Part)
The following methods and assumptions were used to estimate the fair values for each class of financial instruments.
The fair value of a financial instrument is the amount at which
the instrument could be exchanged in a current transaction
between two willing parties.
Debt
The fair value of debt is estimated based on the published
market prices for the same or similar issues. The carrying
amounts and estimated fair values of debt instruments are
as follows:
2007

(In thousands)
Total debt, net of discount
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Carrying
Amount
$1,876,087

2006
Fair
Value
$1,919,990

Carrying
Amount
$1,800,810

Fair
Value
$1,852,890
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Note 7 (In Part): Debt
Our debt consists of the following:

(In thousands, except percentages)
$2.1 billion credit facility
5 1/4 % senior notes, due April 2014
7 1/4 % notes, due October 2023
8% senior notes, due April 2027
7 1/4 % senior debentures, due August 2097
Installment payments, due May 2009
Long-term debt
Installment payments—current portion
Total debt
Unamortized discount
Total debt, net of discount

Debt
$1,180,000
200,000
100,000
250,000
100,000
25,000
1,855,000
25,000
1,880,000
(3,913)
$1,876,087

2007
Interest Rate
5.28
5.25
7.25
8.00
7.25
5.53

Debt
$1,155,000
200,000
100,000
250,000
100,000
—
1,805,000
—
1,805,000
(4,190)
$1,800,810

5.53

2006
Interest Rate
5.69
5.25
7.25
8.00
7.25
—
—

Installment Payments Due
During 2007, we purchased working interests in oil and gas
properties in the Piceance basin of western Colorado for $75
million. After making a cash payment of $25 million at closing, we owe $50 million in the form of installment payments to
the seller. Installments of $25 million each are due on May 12,
2008 and May 11, 2009. The amount due in 2008 is included
in short-term borrowings and the amount due in 2009 is included in long-term debt in the consolidated balance sheets.
Interest on the unpaid amounts is due quarterly. Interest accrues at a LIBOR rate plus .30%. The interest rate was 5.53%
at December 31, 2007.
Annual Maturities

OTHER CURRENT LIABILITIES
2.194 Table 2-27 summarizes other identified current liabilities. The most common types of other current liabilities are
liabilities related to discontinued operations, deferred revenue, accrued interest, and taxes other than federal income
taxes.
2.195
TABLE 2-27: OTHER CURRENT LIABILITIES

Annual maturities of outstanding debt are as follows:
(In thousands)
2008
2009
2010
2011
2012
Thereafter
Total

AICPA Accounting Trends & Techniques

$

25,000
25,000
—
—
1,180,000
650,000
$1,880,000

Deferred revenue.........................
Costs related to discontinued
operations/restructuring...........
Interest.........................................
Taxes other than federal income
taxes.........................................
Warranties....................................
Deferred taxes.............................
Insurance.....................................
Derivatives...................................
Dividends.....................................
Advertising...................................
Environmental costs....................
Customer advances, deposits.....
Litigation.......................................
Rebates........................................
Billings on uncompleted
contracts...................................
Asset retirement obligations........
Royalties ......................................
Due to affiliated companies.........
Other—described.........................

Number of Companies
2007
2006
2005
2004
175
161
162
144
172
146

162
143

161
137

163
141

135
126
104
97
76
75
70
68
65
56
54

139
120
97
101
70
68
73
67
68
50
59

127
126
82
125
64
58
66
56
68
46
59

121
122
72
96
61
62
63
53
63
47
45

38
24
23
22
146

29
20
21
22
156

28
11
25
18
153

30
11
22
14
167
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Deferred Revenue

H. Accrued Expenses

2.196

Accrued expenses at December 29, 2007 and December 30,
2006 were as follows:

THE STANLEY WORKS (DEC)
(Millions of dollars)
Current liabilities
Short-term borrowings
Current maturities of long-term debt
Accounts payable
Accrued expenses
Total current liabilities

2007
$ 282.5
10.3
508.6
476.1
$1,277.5

2006
$

89.7
230.3
445.2
485.9
$1,251.1

(Millions of dollars)
Payroll and related taxes
Trade allowances
Deferred revenue
Income and other taxes
Insurance and benefits
Restructuring costs
Other
Total

2007
$104.0
81.2
50.8
42.1
30.3
23.7
144.0
$476.1

2006
$ 94.5
65.4
21.9
36.7
35.0
63.1
169.3
$485.9

2007

2006

$ 78,871
149,763
67,200
1,754
$297,588

$ 78,489
146,823
112,660
326,531
$664,503

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
A (In Part): Significant Accounting Policies
Revenue Recognition
General
Revenue is recognized when the earnings process is complete, collectibility is reasonably assured, and the risks and
rewards of ownership have transferred to the customer,
which generally occurs upon shipment of the finished product but sometimes is upon delivery to customer facilities.
Provisions for customer volume rebates, product returns, discounts and allowances are recorded as a reduction of revenue in the same period the related sales are recorded.
Multiple Element Arrangements
In 2007, approximately $800 million in revenues were generated by multiple element arrangements, primarily in the
Security segment. These sales contracts typically consist of
products sold and installed by the Company at the customer
location. Revenue from equipment sales is generally recognized once installation is complete. Certain sales agreements
also include maintenance and monitoring services pertaining
to the installed equipment. Service revenue is recognized ratably over the contract term as services are rendered.
Customer billings for equipment not yet installed and for
monitoring services not yet rendered are deferred. The associated deferred revenue is included in Accrued expenses in
the Consolidated Balance Sheets.
When a sales agreement involves multiple elements, deliverables are separately identified and consideration is allocated based on their relative fair values in accordance with
Emerging Issues Task Force Issue No. 00-21, ‘‘Revenue Arrangements with Multiple Deliverables.’’ Fair value is generally determined by reference to the prices charged in standalone transactions.

ATT-SEC 2.196

Costs Related to Discontinued
Operations/Restructuring
2.197

DELUXE CORPORATION (DEC)
(In thousands)
Current liabilities
Accounts payable
Accrued liabilities
Short-term debt
Long-term debt due within one year
Total current liabilities

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Significant Accounting Policies
Restructuring Accruals
Over the past several years, we have recorded restructuring
accruals as a result of facility closings and cost management
efforts. These accruals primarily consist of employee termination benefits payable under our ongoing severance benefit plan. We record accruals for employee termination benefits when it is probable that a liability has been incurred and
the amount of the liability is reasonably estimable. As such,
judgment is involved in determining when it is appropriate to
record restructuring accruals. Additionally, we are required to
make estimates and assumptions in calculating the restructuring accruals, as many times employees choose to voluntarily leave the company prior to their termination date or they
secure another position within the company. In these situations, the employees do not receive termination benefits. To
the extent our assumptions and estimates differ from actual
employee behavior, subsequent adjustments to restructuring
accruals have been and will be required. Restructuring accruals are included in accrued liabilities and other non-current
liabilities in our consolidated balance sheets.
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Note 2 (In Part): Supplementary Balance Sheet and Cash
Flow Information
Accrued Liabilities
Accrued liabilities as of December 31 were comprised of the
following:
(In thousands)
Employee profit sharing and pension
Cash held for customers
Customer rebates
Wages, including vacation
Interest
Restructuring due within one year (see
Note 6)
Income taxes
Other
Accrued liabilities

2007
$ 40,294
23,285
20,397
17,275
5,414

2006
$ 20,890
13,758
19,314
17,214
7,197

5,050
3,396
34,652
$149,763

10,697
25,219
32,534
$146,823

231

ing accruals included severance benefits and $2.8 million
due under noncancelable operating leases on facilities which
were vacated as we consolidated operations. The severance
accruals included payments due to 701 employees. During
the second quarter of 2005, we reduced the acquisitionrelated restructuring accruals by $0.5 million due to a change
in estimate as to the number of employees who would receive
severance benefits. This adjustment reduced goodwill, and
thus, is not reflected in our 2005 consolidated statement of
income. All severance benefits were fully paid during 2007
and the remaining payments due under the operating lease
obligations will be paid through early 2009 utilizing cash from
operations.

Note 6. Restructuring Accruals
2007 Restructuring Charges
During 2007, we recorded restructuring accruals of $7.1 million for employee severance related to employee reductions
across various functional areas resulting from our cost savings initiatives. The restructuring accruals included severance benefits for 236 employees. These employee reductions are expected to be completed by the end of 2008, with
severance payments fully paid by mid-2009 using cash from
operations. Also during 2007, we reversed $2.6 million of restructuring accruals due to fewer employees receiving severance benefits than originally estimated and the re-negotiation
of operating lease obligations. These restructuring charges,
net of reversals, were reflected as a $0.4 million reduction of
cost of goods sold, an increase of $4.7 million in SG&A expense and a $0.2 million reduction of the gain recognized
on the sale of our industrial packaging product line (see
Note 4) in our 2007 consolidated statement of income.
2006 Restructuring Charges
During 2006, we recorded restructuring accruals of $11.1
million for employee severance related to employee reductions within our shared services functions of sales, marketing,
customer care, fulfillment, information technology, human resources and finance, as well as the closing of our Financial
Services customer service call center located in Syracuse,
New York. The Syracuse facility was closed in January 2007
and the other employee reductions were substantially completed in the fourth quarter of 2007. These reductions were
the result of our cost reduction initiatives. The restructuring
accruals included severance payments for 501 employees,
the majority of which were paid in 2007 utilizing cash from
operations. Also during 2006, we reversed $0.2 million of previously recorded restructuring accruals. These restructuring
charges, net of the reversals, were reflected as cost of goods
sold of $1.2 million and SG&A expense of $9.7 million in our
2006 consolidated statement of income.
Acquisition-Related Restructuring
In conjunction with the NEBS acquisition in June 2004, we
recorded restructuring accruals of $30.2 million related to
NEBS activities which we decided to exit. The restructur-
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Restructuring accruals of $5.1 million as of December 31,
2007 are reflected in accrued liabilities in our consolidated
balance sheet. Restructuring accruals of $11.2 million as

of December 31, 2006 are reflected in accrued liabilities
and other non-current liabilities in our consolidated balance
sheet. By company initiative, our restructuring accruals were
as follows:

(In thousands)
Balance, December 31, 2004
Restructuring charges
Restructuring reversals
Acquisition adjustment
Payments, primarily severance
Balance, December 31, 2005
Restructuring charges
Restructuring reversals
Payments, primarily severance
Balance, December 31, 2006
Restructuring charges
Restructuring reversals
Payments, primarily severance
Balance, December 31, 2007

2003
Initiatives
$
4
25
—
—
(29)
—
—
—
—
—
—
—
—
$
—

2004
Initiatives
$ 2,351
335
(397)
—
(2,279)
10
—
—
(10)
—
—
—
—
$
—

NEBS
Acquisition
Related
$ 14,556
75
(183)
(514)
(7,401)
6,533
438
—
(5,146)
1,825
—
(656)
(1,133)
$
36

2006
Initiatives
$
—
—
—
—
—
—
10,701
(229)
(1,086)
9,386
158
(1,415)
(7,804)
$ 325

2007
Initiatives
$ —
—
—
—
—
—
—
—
—
—
6,928
(562)
(1,677)
$ 4,689

Total
$ 16,911
435
(580)
(514)
(9,709)
6,543
11,139
(229)
(6,242)
11,211
7,086
(2,633)
(10,614)
$ 5,050

Cumulative amounts
Restructuring charges
Restructuring reversals
Payments, primarily severance
Balance, December 31, 2007

$ 11,999
(1,320)
(10,679)
$
—

$ 5,850
(531)
(5,319)
$
—

$ 30,243
(839)
(29,368)
$
36

$10,859
(1,644)
(8,890)
$ 325

$ 6,928
(562)
(1,677)
$ 4,689

$ 65,879
(4,896)
(55,933)
$ 5,050

The components of our restructuring accruals, by segment,
were as follows:

(In thousands)
Balance, December 31, 2004
Restructuring charges
Restructuring reversals
Acquisition adjustment
Payments
Balance, December 31, 2005
Restructuring charges
Restructuring reversals
Payments
Balance, December 31, 2006
Restructuring charges
Restructuring reversals
Inter-segment transfer
Payments
Balance, December 31, 2007

Small
Business
Services
$ 11,820
—
(183)
(514)
(7,288)
3,835
2,754
(4)
(4,281)
2,304
2,625
(233)
633
(3,328)
$ 2,001

Financial
Services
$ 1,802
25
(388)
—
(1,439)
—
3,261
(165)
(393)
2,703
1,049
(471)
378
(2,706)
$ 953

Direct
Checks
$ 204
171
—
—
(365)
10
128
—
(10)
128
—
(142)
32
(18)
$
—

Corporate(1)
$ 326
164
(9)
—
(481)
—
4,949
(60)
(408)
4,481
3,412
(1,236)
(1,043)
(3,554)
$ 2,060

Operating
Lease
Obligations
Small
Business
Services
$ 2,759
75
—
—
(136)
2,698
47
—
(1,150)
1,595
—
(551)
—
(1,008)
$ 36

Cumulative amounts
Restructuring charges
Restructuring reversals
Inter-segment transfer
Payments
Balance, December 31, 2007

$ 32,466
(420)
633
(30,678)
$ 2,001

$ 18,521
(2,380)
378
(15,566)
$ 953

$ 2,710
(240)
32
(2,502)
$
—

$ 9,264
(1,305)
(1,043)
(4,856)
$ 2,060

$ 2,918
(551)
—
(2,331)
$ 36

Employee Severance Benefits

(1)

Total
$ 16,911
435
(580)
(514)
(9,709)
6,543
11,139
(229)
(6,242)
11,211
7,086
(2,633)
—
(10,614)
$ 5,050
$ 65,879
(4,896)
—
(55,933)
$ 5,050

As discussed in Note 17: Business segment information, corporate costs are allocated to our business segments based on segment
revenue. As such, the net Corporate restructuring charges are reflected in the business segment operating income presented in Note 17 in
accordance with this allocation methodology.
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The number of employees reflected in our restructuring accruals and reversals, by initiative, was as follows:

2003
Initiatives
3
—
—
(3)
—
—
—
—
—
—
—
—
—

Balance, December 31, 2004
Restructuring charges
Restructuring reversals
Employees severed
Balance, December 31, 2005
Restructuring charges
Restructuring reversals
Employees severed
Balance, December 31, 2006
Restructuring charges
Restructuring reversals
Employees severed
Balance, December 31, 2007

In addition to severance and remaining operating lease obligations, we also incurred other costs related to facility closures, including equipment moves, training and travel. These
costs were expensed as incurred and totaled $0.1 million for
2007, $1.5 million for 2006 and $2.2 million for 2005.

2004
Initiatives
40
3
(18)
(25)
—
—
—
—
—
—
—
—
—

NEBS
Acquisition
Related
625
4
(188)
(175)
266
3
(1)
(265)
3
—
(1)
(2)
—

2006
Initiatives
—
—
—
—
—
605
(54)
(149)
402
—
(50)
(351)
1

2007
Initiatives
—
—
—
—
—
—
—
—
—
236
(19)
(125)
92

Total
668
7
(206)
(203)
266
608
(55)
(414)
405
236
(70)
(478)
93

Taxes Other Than Federal Income Taxes
2.199

TARGET CORPORATION (JAN)

Interest
2.198

REPUBLIC SERVICES, INC. (DEC)
(In millions)
Current liabilities
Accounts payable
Accrued liabilities
Deferred revenue
Notes payable and current maturities
of long-term debt
Federal income taxes payable
Other current liabilities
Total current liabilities

2007

2006

$160.8
201.2
121.9

$161.5
188.2
107.0

2.3
—
142.5
$628.7

2.6
23.5
119.4
$602.2

2 (In Part): Summary of Significant Accounting Policies
Accrued Liabilities
A summary of accrued liabilities is as follows:

AICPA Accounting Trends & Techniques

2008

2007

$ 6,721
3,097

$ 6,575
3,180

1,964
$11,782

1,362
$11,117

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
16 (In Part): Accrued and Other Current Liabilities

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(All tables in millions)

Accrued payroll and benefits
Accrued fees and taxes
Accrued interest
Accrued dividends
Other

(Millions)
Current liabilities
Accounts payable
Accrued and other current liabilities
Current portion of long-term debt and
notes payable
Total current liabilities

2007
$ 92.6
38.9
21.3
31.6
16.8
$201.2

2006
$ 85.7
40.2
21.7
20.8
19.8
$188.2

(Millions)
Wages and benefits
Taxes payable(a)
Gift card liability
Construction in process accrual
Deferred compensation
Workers’ compensation and general
liability
Interest payable
Straight-line rent accrual
Dividends payable
Income taxes payable
Other
Total
(a)

2008
$ 727
400
372
228
176

2007
$ 674
450
338
191
46

164
153
152
115
111
499
$3,097

154
122
135
103
422
545
$3,180

Taxes payable consist of real estate, team member withholdings
and sales tax liabilities.
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Product Warranties

The changes in the carrying amount of service and product
warranties, in millions of dollars, are as follows:

2.200

GOODRICH CORPORATION (DEC)
(Dollars in millions)
Current liabilities
Short-term debt
Accounts payable
Accrued expenses
Income taxes payable
Deferred income taxes
Current maturities of long-term debt and
capital lease obligations
Liabilities of discontinued operations
Total current liabilities

2007
$

21.9
586.7
930.8
10.6
29.7

162.9
—
$1,742.6

2006
$

11.8
576.7
798.7
212.5
3.3

1.4
29.7
$1,634.1

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Significant Accounting Policies

Balance at December 31, 2005
Net provisions for warranties issued during the year
Net benefit for warranties existing at the beginning
of the year
Payments
Foreign currency translation
Balance at December 31, 2006
Net provisions for warranties issued during the year
Net benefit for warranties existing at the beginning
of the year
Payments
Foreign currency translation
Balance at December 31, 2007

(Dollars in millions)
Short-term liabilities
Long-term liabilities
Total

Note 16 (In Part): Supplemental Balance Sheet Information

WESTERN REFINING, INC. (DEC)

(Dollars in millions)
Accrued expenses
Wages, vacations, pensions and other
employment costs
Deferred revenue
Warranties
Postretirement benefits other than pensions
Other
Total

2007

2006

$304.6
217.1
66.3
35.1
307.7
$930.8

$251.1
187.2
57.5
36.9
266.0
$798.7

(1.5)
(60.3)
10.2
160.3
52.5
(8.5)
(45.0)
5.0
$164.3

As of December 31, the current and long-term portions of
service and product warranties were as follows:

Service and Product Warranties
The Company provides service and warranty policies on certain of its products. The Company accrues liabilities under
service and warranty policies based upon specific claims
and a review of historical warranty and service claim experience in accordance with Statement of Financial Accounting
Standards No. 5 “Accounting for Contingencies” (SFAS 5).
Adjustments are made to accruals as claim data and historical experience change. In addition, the Company incurs
discretionary costs to service its products in connection with
product performance issues.

As of December 31, accrued expenses consisted of the
following:

$162.4
49.5

2007
$ 66.3
98.0
$164.3

2006
$ 57.5
102.8
$160.3

2007

2006

$644,992
107,755
4,083
45,960
13,000
$815,790

$301,633
36,547
2,730
3,075
—
$343,985

Deferred Taxes
2.201

(In thousands)
Current liabilities
Accounts payable
Accrued liabilities
Dividends payable
Current deferred income tax liability, net
Current portion of long-term debt
Total current liabilities

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
2 (In Part): Summary of Accounting Policies

Service and Product Warranties
The Company provides service and warranty policies on certain of its products. The Company accrues liabilities under
service and warranty policies based upon specific claims and
a review of historical warranty and service claim experience in
accordance with SFAS 5. Adjustments are made to accruals
as claim data and historical experience change. In addition,
the Company incurs discretionary costs to service its products in connection with product performance issues.

ATT-SEC 2.200

Income Taxes
Income taxes are accounted for under the asset and liability
method. Deferred tax assets and liabilities are recognized to
reflect temporary differences between the basis of assets and
liabilities for financial reporting purposes and income tax purposes. Deferred tax assets and liabilities are measured using
enacted tax rates expected to apply to taxable income in the
years in which those temporary differences are expected to
be recovered or settled. The effect on deferred tax assets and
liabilities of a change in tax rates is recognized in income in
the period that includes the enactment date. The Company
classifies interest to be paid on an underpayment of income
taxes and any related penalties as income tax expense.
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Prior to January 2006, Western Refining LP had not incurred income taxes because its operations were conducted
by an operating partnership that was not subject to income taxes. Partnership capital distributions were periodically made to the partners to fund the tax obligations resulting
from the partners being taxed on their proportionate share of
the partnership’s taxable income.
As a consequence of the initial public offering and change
in corporate structure in January 2006, the Company now
recognizes deferred tax assets and liabilities to reflect net
tax effects of temporary differences between the carrying
amounts of assets and liabilities for financial and tax reporting
purposes. During 2006, the Company recorded income tax
expense of $8.3 million for the cumulative effect of recording
its estimated net deferred tax liability. Deferred amounts are
measured using enacted tax rates assumed to be in effect
when the temporary differences reverse.
As discussed in Note 13, the Company adopted FASB Interpretation No. 48, Accounting for Uncertainty in Income
Taxes—an Interpretation of FASB No. 109 (“FIN 48”) effective January 1, 2007.

(In thousands)
Current deferred taxes
Inventories
Stock-based compensation
Other current, net
Current deferred taxes
Noncurrent deferred taxes
Property, plant, and equipment
Intangible assets
Pension obligations
Postretirement obligations
Adjustment to recognized unfunded pension liability
pursuant to SFAS No. 158
Environmental obligations
Other noncurrent, net
Noncurrent deferred taxes
Total deferred taxes

13 (In Part): Income Taxes
As discussed in Note 1, “Organization and Basis of Presentation,” as a consequence of the Company’s initial public
offering and the change in corporate structure, the Company
is required to recognize deferred tax assets and liabilities
to reflect net tax effects of temporary differences between
the carrying amounts of assets and liabilities for financial and tax reporting purposes. In connection with the
change to a corporate holding company structure immediately prior to the closing of the initial public offering, the
Company recorded income tax expense of $8.3 million during 2006 for the cumulative effect of recording its estimated
net deferred tax liability. The impact of recording the estimated net deferred tax liability decreased diluted earnings
per share by $0.13 for the twelve months ended December 31, 2006. In addition, the Company began recording a
current provision for income taxes during the first quarter of
2006.
The tax effects of significant temporary differences representing deferred income tax assets and liabilities were as
follows:

Assets

2007
Liabilities

Net

Assets

2006
Liabilities

Net

—
946
—
946

$ (46,233)
—
(673)
$ (46,906)

$ (46,233)
946
(673)
$ (45,960)

$ —
1,048
—
$1,048

$ (3,233)
—
(890)
$ (4,123)

$ (3,233)
1,048
(890)
$ (3,075)

—
—
8,143
2,933

$(357,181)
(13,876)
—
—

$(357,181)
(13,876)
8,143
2,933

$

—
—
2,317
565

$(24,858)
—
—
—

$(24,858)
—
2,317
565

—
14,864
3,693
$29,633
$30,579

—
—
—
$(371,057)
$(417,963)

—
14,864
3,693
$(341,424)
$(387,384

4,848
—
—
$7,730
$8,778

—
—
(273)
$(25,131)
$(29,254)

4,848
—
(273)
$(17,401)
$(20,476)

$

$
$

Insurance

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

2.202

Note 1 (In Part): Summary of Significant Accounting Policies

LOWE’S COMPANIES, INC. (JAN)

Self-Insurance
The Company is self-insured for certain losses relating to
workers’ compensation, automobile, property, and general
and product liability claims. The Company has stop-loss
coverage to limit the exposure arising from these claims.
The Company is also self-insured for certain losses relating
to extended warranty and medical and dental claims. Selfinsurance claims filed and claims incurred but not reported
are accrued based upon management’s estimates of the discounted ultimate cost for uninsured claims incurred using
actuarial assumptions followed in the insurance industry and
historical experience. Although management believes it has
the ability to reasonably estimate losses related to claims,
it is possible that actual results could differ from recorded
self-insurance liabilities.

(In millions)
Current liabilities
Short-term borrowings
Current maturities of long-term debt
Accounts payable
Accrued salaries and wages
Self-insurance liabilities (Note 1)
Deferred revenue
Other current liabilities
Total current liabilities

AICPA Accounting Trends & Techniques

2008
$1,064
40
3,713
424
671
717
1,122
$7,751

2007
$

23
88
3,524
425
650
731
1,098
$6,539
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Derivatives
2.203

THE COCA-COLA COMPANY (DEC)
(In millions)
Current liabilities
Accounts payable and accrued expenses
Loans and notes payable
Current maturities of long-term debt
Accrued income taxes
Total current liabilities

2007

2006

$ 6,915
5,919
133
258
$13,225

$5,055
3,235
33
567
$8,890

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Business and Summary of Significant
Accounting Policies
Derivative Financial Instruments
Our Company accounts for derivative financial instruments
in accordance with SFAS No. 133, “Accounting for Derivative
Instruments and Hedging Activities,” as amended by SFAS
No. 137, “Accounting for Derivative Instruments and Hedging
Activities—Deferral of the Effective Date of FASB Statement
No. 133—an amendment of FASB Statement No. 133,” SFAS
No. 138, “Accounting for Certain Derivative Instruments and
Certain Hedging Activities—an amendment of FASB Statement No. 133,” and SFAS No. 149, “Amendment of Statement 133 on Derivative Instruments and Hedging Activities.”
We recognize all derivative instruments as either assets or liabilities at fair value in our consolidated balance sheets, with
fair values of foreign currency derivatives estimated based on
quoted market prices or pricing models using current market
rates. Cash flows from derivative instruments designated as
net investment hedges are classified as investing activities.
Cash flows from other derivative instruments used to manage interest, commodity or currency exposures are classified
as operating activities. Refer to Note 12.
Note 11 (In Part): Financial Instruments
Fair Value of Other Financial Instruments (In Part)
We recognize all derivative instruments as either assets or
liabilities at fair value in our consolidated balance sheets,
with fair values estimated based on quoted market prices
or pricing models using current market rates. Virtually all
of our derivatives are straightforward, over-the-counter instruments with liquid markets. For further discussion of our
derivatives, including a disclosure of derivative values, refer
to Note 12.
Note 12 (In Part): Hedging Transactions and Derivative
Financial Instruments
When deemed appropriate, our Company uses derivative
financial instruments primarily to reduce our exposure to
adverse fluctuations in interest rates and foreign currency
exchange rates, commodity prices and other market risks.
Derivative instruments used to manage fluctuations in certain commodity prices were not material to the consolidated
financial statements for the years ended December 31, 2007,
2006 and 2005. The Company formally designates and documents the financial instrument as a hedge of a specific underlying exposure, as well as the risk management objectives

ATT-SEC 2.203

and strategies for undertaking the hedge transactions. The
Company formally assesses, both at the inception and at
least quarterly thereafter, whether the financial instruments
that are used in hedging transactions are effective at offsetting changes in either the fair value or cash flows of the
related underlying exposure. Because of the high degree of
effectiveness between the hedging instrument and the underlying exposure being hedged, fluctuations in the value of
the derivative instruments are generally offset by changes
in the fair values or cash flows of the underlying exposures
being hedged. Any ineffective portion of a financial instrument’s change in fair value is immediately recognized in earnings. Virtually all of our derivatives are straightforward overthe-counter instruments with liquid markets. Our Company
does not enter into derivative financial instruments for trading
purposes.
The fair values of derivatives used to hedge or modify our
risks fluctuate over time. We do not view these fair value
amounts in isolation, but rather in relation to the fair values or cash flows of the underlying hedged transactions or
other exposures. The notional amounts of the derivative financial instruments do not necessarily represent amounts
exchanged by the parties and, therefore, are not a direct measure of our exposure to the financial risks described above.
The amounts exchanged are calculated by reference to the
notional amounts and by other terms of the derivatives, such
as interest rates, foreign currency exchange rates or other
financial indices.
Our Company recognizes all derivative instruments as either assets or liabilities in our consolidated balance sheets at
fair value. The accounting for changes in fair value of a derivative instrument depends on whether it has been designated
and qualifies as part of a hedging relationship and, further, on
the type of hedging relationship. At the inception of the hedging relationship, the Company must designate the instrument
as a fair value hedge, a cash flow hedge, or a hedge of a net
investment in a foreign operation. This designation is based
upon the exposure being hedged.
We have established strict counterparty credit guidelines
and enter into transactions only with financial institutions of
investment grade or better. We monitor counterparty exposures daily and review any downgrade in credit rating immediately. If a downgrade in the credit rating of a counterparty were to occur, we have provisions requiring collateral
in the form of U.S. government securities for substantially all
of our transactions. To mitigate presettlement risk, minimum
credit standards become more stringent as the duration of
the derivative financial instrument increases. To minimize the
concentration of credit risk, we enter into derivative transactions with a portfolio of financial institutions. The Company
has master netting agreements with most of the financial
institutions that are counterparties to the derivative instruments. These agreements allow for the net settlement of assets and liabilities arising from different transactions with the
same counterparty. Based on these factors, we consider the
risk of counterparty default to be minimal.
Interest Rate Management
Our Company monitors our mix of fixed-rate and variablerate debt as well as our mix of short-term debt versus longterm debt. This monitoring includes a review of business
and other financial risks. From time to time, in anticipation
of future debt issuances, we may manage our risk to interest rate fluctuations through the use of derivative financial
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instruments. The Company had no outstanding interest rate
swaps or other related derivative financial instruments as of
December 31, 2007 and 2006. Any ineffective portion, which
was not significant in 2007, 2006 or 2005, of these instruments was immediately recognized in net income.
Foreign Currency Management
The purpose of our foreign currency hedging activities is to
reduce the risk that our eventual U.S. dollar net cash inflows
resulting from sales outside the United States will be adversely affected by changes in foreign currency exchange
rates.
We enter into forward exchange contracts and purchase
foreign currency options (principally euro and Japanese yen)
and collars to hedge certain portions of forecasted cash flows
denominated in foreign currencies. The effective portion of
the changes in fair value for these contracts, which have
been designated as cash flow hedges, was reported in AOCI
and reclassified into earnings in the same financial statement
line item and in the same period or periods during which
the hedged transaction affects earnings. Any ineffective portion, which was not significant in 2007, 2006 or 2005, of the
change in the fair value of these instruments was immediately
recognized in net income.
Additionally, the Company enters into forward exchange
contracts that are effective economic hedges and are not
designated as hedging instruments under SFAS No. 133.
These instruments are used to offset the earnings impact relating to the variability in foreign currency exchange rates on
certain monetary assets and liabilities denominated in nonfunctional currencies. Changes in the fair value of these instruments are immediately recognized in earnings in the line
item other income (loss)—net in our consolidated statements
of income to offset the effect of remeasurement of the monetary assets and liabilities.
The Company also enters into forward exchange contracts
to hedge its net investment position in certain major currencies. Under SFAS No. 133, changes in the fair value of these
instruments are recognized in foreign currency translation
adjustment, a component of AOCI, to offset the change in
the value of the net investment being hedged. For the years
ended December 31, 2007, 2006 and 2005, we recorded net
gain (loss) in foreign currency translation adjustment related
to those instruments of approximately $(7) million, $3 million
and $(40) million, respectively.
The following table presents the carrying values, fair values
and maturities of the Company’s foreign currency derivative
instruments outstanding as of December 31, 2007 and 2006
(in millions):

2007
Forward contracts
Options and collars
2006
Forward contracts
Options and collars

Carrying
Values
Assets/
(Liabilities)

Fair
Values
Assets/
(Liabilities)

$(58)
46
$(12)

$(58)
46
$(12)

2008–2009
2008

$(21)
18
$ (3)

$(21)
18
$ (3)

2007–2008
2007

AICPA Accounting Trends & Techniques

Maturity

The Company estimates the fair value of its foreign currency
derivatives based on quoted market prices or pricing models
using current market rates. These amounts are primarily reflected in prepaid expenses and other assets and accounts
payable and accrued expenses in our consolidated balance
sheets. As of December 31, 2007, we had $23 million reflected in prepaid expenses and other assets and $35 million
reflected in accounts payable and accrued expenses.

Dividends
2.204

MET-PRO CORPORATION (JAN)

Current liabilities
Current portion of long-term debt
Accounts payable
Accrued salaries, wages and expenses
Dividend payable
Customers’ advances
Deferred income taxes
Total current liabilities

2008

2007

$ 2,028,482
7,512,874
6,023,857
827,147
260,698
197,743
$16,850,801

$ 1,955,202
6,419,951
4,005,300
757,029
981,680
245,231
$14,364,393

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Dividends
On December 10, 2007, the Board of Directors declared
a $0.055 per share quarterly cash dividend payable on
March 11, 2008 to shareholders of record on February 26,
2008, amounting to an aggregate of $827,147.

Advertising
2.205

COLGATE-PALMOLIVE COMPANY (DEC)
(Dollars in millions)
Current liabilities
Notes and loans payable
Current portion of long-term debt
Accounts payable
Accrued income taxes
Other accruals
Total current liabilities

2007

2006

$ 155.9
138.1
1,066.8
262.7
1,539.2
$3,162.7

$ 174.1
776.7
1,039.7
161.5
1,317.1
$3,469.1
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Environmental Costs

2 (In Part): Summary of Significant Accounting Policies

2.206

Marketing Costs
The Company markets its products through advertising and
other promotional activities. Advertising costs are included
in Selling, general and administrative expenses and are expensed as incurred. Certain consumer and trade promotional
programs, such as consumer coupons, are recorded as a reduction of sales.

RYDER SYSTEM, INC. (DEC)

16 (In Part): Supplemental Balance Sheet Information

Other accruals
Accrued advertising
Accrued payroll and employee benefits
Accrued taxes other than income taxes
Restructuring accrual
Pension and other retiree benefits
Accrued interest
Other
Total Other accruals

2007

2006

$ 557.4
323.4
101.2
63.6
42.6
28.6
422.4
$1,539.2

$ 438.4
322.5
49.2
64.7
44.3
19.1
378.9
$1,317.1

(Dollars in thousands)
Current liabilities
Short-term debt and current portion
of long-term debt
Accounts payable
Accrued expenses and other current
liabilities
Total current liabilities

2007

2006

$ 222,698
383,808

$ 332,745
515,121

412,855
$1,019,361

419,756
$1,267,622

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Environmental Expenditures
We record liabilities for environmental assessments and (or)
cleanup when it is probable a loss has been incurred and
the costs can be reasonably estimated. Environmental liability estimates may include costs such as anticipated site
testing, consulting, remediation, disposal, post-remediation
monitoring and legal fees, as appropriate. The liability does
not reflect possible recoveries from insurance companies or
reimbursement of remediation costs by state agencies, but
does include estimates of cost sharing with other potentially
responsible parties. Estimates are not discounted, as the timing of the anticipated cash payments is not fixed or readily
determinable. Claims for reimbursement of remediation costs
are recorded when recovery is deemed probable.

13 (In Part): Accrued Expenses and Other Liabilities

(In thousands)
Salaries and wages
Deferred compensation
Pension benefits
Other postretirement benefits
Employee benefits
Insurance obligations
Residual value guarantees
Vehicle rent
Deferred vehicle gains
Environmental liabilities
Asset retirement obligations
Operating taxes
Income taxes
Restructuring
Interest
Customer deposits
Derivatives
Other
Total

ATT-SEC 2.206

Accrued
Expenses
$ 73,758
1,915
2,318
3,209
1,740
119,280
757
7,878
871
3,858
4,238
78,909
10,381
7,491
22,275
30,017
150
43,810
$412,855

2007
Non-Current
Liabilities
$
—
24,587
39,843
41,083
—
178,889
1,668
6,351
5,712
11,318
10,743
—
72,062
1,152
—
—
—
16,499
$409,907

Total
$ 73,758
26,502
42,161
44,292
1,740
298,169
2,425
14,229
6,583
15,176
14,981
78,909
82,443
8,643
22,275
30,017
150
60,309
$822,762

Accrued
Expenses
$ 86,454
3,206
2,032
3,595
3,127
117,311
887
998
912
4,029
3,514
78,233
4,831
1,806
19,497
23,474
20,101
45,749
$419,756

2006
Non-Current
Liabilities
$
—
21,866
112,239
41,265
—
191,098
1,340
1,905
1,813
12,150
10,186
—
49,419
181
—
—
—
18,315
$461,777

Total
$ 86,454
25,072
114,271
44,860
3,127
308,409
2,227
2,903
2,725
16,179
13,700
78,233
54,250
1,987
19,497
23,474
20,101
64,064
$881,533
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24. Environmental Matters
Our operations involve storing and dispensing petroleum
products, primarily diesel fuel, regulated under environmental
protection laws. These laws require us to eliminate or mitigate the effect of such substances on the environment. In
response to these requirements, we continually upgrade our
operating facilities and implement various programs to detect and minimize contamination. In addition, we have received notices from the Environmental Protection Agency
(EPA) and others that we have been identified as a potentially responsible party under the Comprehensive Environmental Response, Compensation and Liability Act, the Superfund Amendments and Reauthorization Act and similar
state statutes and may be required to share in the cost of
cleanup of 20 identified disposal sites.
Our environmental expenses which are presented within
“Operating expense” in our Consolidated Statements of
Earnings, consist of remediation costs as well as normal recurring expenses such as licensing, testing and waste disposal fees. These expenses totaled $7 million, $8 million and
$9 million in 2007, 2006 and 2005, respectively. The carrying
amount of our environmental liabilities was $15 million and
$16 million at December 31, 2007 and 2006, respectively.
Capital expenditures related to our environmental programs
totaled approximately $2 million in 2007 and $1 million in
each of 2006 and 2005. Our asset retirement obligations related to fuel tanks removed are not included above and are
recorded within “Accrued expenses” and “Other non-current
liabilities” in our Consolidated Balance Sheets.
The ultimate cost of our environmental liabilities cannot
presently be projected with certainty due to the presence of
several unknown factors, primarily the level of contamination, the effectiveness of selected remediation methods, the
stage of investigation at individual sites, the determination
of our liability in proportion to other responsible parties and
the recoverability of such costs from third parties. Based on
information presently available, we believe that the ultimate
disposition of these matters, although potentially material to
the results of operations in any one year, will not have a material adverse effect on our financial condition or liquidity.

Advances/Deposits
2.207

LABARGE, INC. (JUN)
(Amounts in thousands)
Current liabilities
Short-term borrowings
Current maturities of long-term debt
Trade accounts payable
Accrued employee compensation
Other accrued liabilities
Cash advances
Total current liabilities

AICPA Accounting Trends & Techniques

2007

2006

$14,825
6,300
18,643
10,837
2,321
3,613
$56,539

$19,475
5,791
15,714
7,783
1,961
5,395
$56,119

1 (In Part): Summary of Significant Accounting Policies
Cash Advances
The Company receives cash advances from customers under
certain contracts. Cash advances are usually liquidated over
the period of product deliveries.

Litigation
2.208

HILLENBRAND INDUSTRIES, INC. (SEP)
(Dollars in millions)
Current liabilities
Trade accounts payable
Short-term borrowings
Accrued compensation
Accrued litigation charge (Note 15)
Accrued product warranties
Accrued customer rebates
Other current liabilities
Total current liabilities

2007

2006

$104.0
8.8
93.8
21.2
19.8
23.8
68.2
$339.6

$ 91.7
10.9
88.5
22.6
17.8
23.4
70.3
$325.2

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
15 (In Part): Commitments and Contingencies
Legal Proceedings (In Part)
Hill-Rom Antitrust Settlement
On June 30, 2003, Spartanburg Regional Healthcare System
(the “Plaintiff”) filed a purported antitrust class action lawsuit against Hillenbrand, Hill-Rom, Inc. and Hill-Rom Company, Inc. in the United States District Court for the District
of South Carolina. Plaintiff’s Second Amended Complaint,
filed on May 9, 2005, alleged violations of the federal antitrust
laws, including attempted monopolization, monopoly maintenance and tying claims. Plaintiff sought to certify a class
of all purchasers of Hill-Rom standard and/or specialty hospital beds, and/or architectural and in-room products from
1990 to the present where there had been contracts between
Hill-Rom and such purchasers, either on behalf of themselves
or through purchasing organizations, conditioning discounts
on Hill-Rom® hospital beds and other architectural and inroom products on commitments to rent or purchase a very
high percentage (e.g., ninety percent) of specialty beds from
Hill-Rom. Plaintiff subsequently narrowed the definition of
its proposed class to acute and subacute facilities. Plaintiff claimed that it and the alleged class sustained injury
caused by Hill-Rom’s discounting practices, which allegedly
harmed competition and resulted in higher prices for standard and/or specialty hospital beds and/or architectural and
in-room products.
Plaintiff sought actual monetary damages on behalf of the
purported class in excess of $100 million, trebling of any
such damages that might have been awarded, recovery of
attorneys’ fees and costs, and injunctive relief. Hillenbrand
anticipated that, if a settlement had not been reached, the
Plaintiff would have sought damages substantially in excess
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of $100 million, before trebling. If a class had been certified and Plaintiffs had proceeded to trial and had prevailed,
potential trebled damages awarded the Plaintiffs could have
been substantially in excess of $100 million and could have
had a significant material adverse effect on our results of operations, financial condition, and liquidity.
As of November 7, 2005, all proceedings in the lawsuit
were stayed except those relating to the parties’ efforts to
complete a settlement. On February 3, 2006 the Court preliminarily approved a definitive agreement to settle the case
for $337.5 million in cash entered into as of February 2, 2006
among Hillenbrand, its Hill-Rom subsidiaries, Spartanburg
Regional Healthcare System and its attorneys. The Court
entered an Order and Final Judgment approving the settlement following a fairness hearing on June 14, 2006. As finally approved by the Court, the settlement resolves all of
the claims of class members that did not opt out of the settlement, including the claims of all U.S. and Canadian purchasers or renters of Hill-Rom® products from 1990 through
February 2, 2006 related to or arising out of the subject matter of the lawsuit, and the claims that may have resulted from
the current or future effects of conduct or events occurring
through February 2, 2006. The original settlement amount of
$337.5 million was reduced by almost $21.2 million, to $316.3
million, reflecting the portion attributable to customers who
opted out of the settlement. Opt-outs from the settlement
account for roughly six percent of the total U.S. and Canadian revenue during the class period, and over 99 percent
of that figure is attributable to the U.S. government’s decision to opt out of the settlement. We believe we have meritorious defenses against any claims the U.S. government
may choose to make, due to, among other reasons, pricing
practices of government purchases that are different than the
pricing practices primarily at issue in the lawsuit.
The settlement agreement includes Hill-Rom’s commitment to continue certain company-initiated discounting
practices for a period of three years. Essentially, Hill-Rom
implemented a policy in October 2002, which it has agreed
to follow until at least February 2009. Under that policy, which
did not represent a material change in our discounting practices, Hill-Rom refrains from entering into new contracts that
condition incremental discounts on Hill-Rom® hospital beds
or architectural products on commitments to rent therapy
products from Hill-Rom. While such products may be sold together, rental therapy products are separately priced and discounted. Under the settlement Hill-Rom may continue to offer
all other discounts such as volume discounts, early payment
discounts, capitation, etc. Further, the discounting practices
that gave rise to the Spartanburg litigation have already been
discontinued (or will be discontinued on the expiration of certain existing contracts) and have been replaced by alternative
practices for each of the last four fiscal years. Therefore, any
impact of the discontinuance of such practices on our business is already fully reflected in our reported results.
In connection with our assessment that it was probable
that a settlement would be reached and finally approved by
the Court during fiscal 2006, we recorded a litigation charge
and established a litigation accrual in the amount of $358.6
million in the fourth quarter of fiscal 2005, which included
certain legal and other costs associated with the proposed
settlement. With the Court’s entering of the Order and Final Judgment in the third quarter of fiscal 2006, we reversed
$2.3 million of the $21.1 million of estimated legal and other
costs originally provided as part of the litigation accrual as

ATT-SEC 2.209

such amounts were not probable of payment. We reversed
another $1.2 million of legal fees in the fourth quarter of fiscal
2007 upon payment of funds from the escrow account and
our determination that such amounts were not probable of
payment. We paid the remaining $266.3 million of the settlement amount into escrow in August 2006 and have retained a
$21.2 million litigation accrual associated with the opt-outs.

Rebates
2.209

CHAMPION ENTERPRISES, INC. (DEC)
(In thousands)
Current liabilities
Short-term portion of debt
Accounts payable
Accrued volume rebates
Accrued warranty obligations
Accrued compensation and payroll taxes
Accrued self-insurance
Other current liabilities
Total current liabilities

2007

2006

$ 25,884
119,390
29,404
29,246
25,168
27,539
61,695
$318,326

$ 2,168
54,607
30,891
30,423
13,933
29,219
41,962
$203,203

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Dealer Volume Rebates
The Company’s manufacturing segment sponsors volume rebate programs under which sales to retailers and
builder/developers can qualify for cash rebates generally
based on the level of sales attained during a twelve-month
period. Volume rebates are accrued at the time of sale and
are recorded as a reduction of net sales.

Billings in Excess of Uncompleted
Contract Costs
2.210

FLUOR CORPORATION (DEC)
(In thousands)
Current liabilities
Trade accounts payable
Convertible senior notes
Equity bridge loan
Non-recourse project finance debt
Advance billings on contracts
Accrued salaries, wages and benefits
Other accrued liabilities
Total current liabilities

2007

2006

$ 985,247
307,222
—
—
772,485
507,198
287,942
$2,860,094

$ 804,050
329,999
19,126
23,376
531,548
389,694
308,474
$2,406,267
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Tables in millions)

Major Accounting Policies (In Part)
Engineering and Construction Contracts
The company recognizes engineering and construction contract revenue using the percentage-of-completion method,
based primarily on contract cost incurred to date compared
with total estimated contract cost. Customer-furnished materials, labor and equipment and, in certain cases subcontractor materials, labor and equipment, are included in revenue and cost of revenue when management believes that
the company is responsible for the ultimate acceptability of
the project. Contracts are segmented between types of services, such as engineering and construction, and accordingly, gross margin related to each activity is recognized as
those separate services are rendered. Changes to total estimated contract cost or losses, if any, are recognized in
the period in which they are determined. Pre-contract costs
are expensed as incurred. Revenue recognized in excess of
amounts billed is classified as current assets under contract
work in progress. Amounts billed to clients in excess of revenue recognized to date are classified as current liabilities under advance billings on contracts. The company anticipates
that substantially all incurred cost associated with contract
work in progress at December 31, 2007 will be billed and collected in 2008. The company recognizes certain significant
claims for recovery of incurred cost when it is probable that
the claim will result in additional contract revenue and when
the amount of the claim can be reliably estimated. Unapproved change orders are accounted for in revenue and cost
when it is probable that the cost will be recovered through
a change in the contract price. In circumstances where recovery is considered probable but the revenue cannot be
reliably estimated, cost attributable to change orders is deferred pending determination of contract price.

Asset Retirement Obligations
2.211

THE MOSAIC COMPANY (MAY)
(In millions)
Current liabilities
Short-term debt
Current maturities of long-term debt
Accounts payable
Trade accounts payable due to Cargill,
Incorporated and affiliates
Cargill prepayments and accrued
liabilities
Accrued liabilities
Accrued income taxes
Deferred income taxes
Total current liabilities

AICPA Accounting Trends & Techniques

2007

2006

$ 138.6
403.8
423.8

$ 152.8
69.3
372.1

9.7

17.1

22.7
494.6
100.9
35.6
$1,629.7

—
419.3
97.9
—
$1,128.5

2 (In Part): Summary of Significant Accounting Policies
Asset Retirement Obligations
SFAS No. 143, “Accounting for Asset Retirement Obligations,” requires legal obligations associated with the retirement of long-lived assets to be recognized at their fair value at
the time that the obligations are incurred. Upon initial recognition of a liability, that cost is capitalized as part of the related
long-lived asset and depreciated on a straight-line basis over
the remaining estimated useful life of the related asset. Accretion expense in connection with the discounted liability
is also recognized over the remaining useful life of the related asset. Such depreciation and accretion expenses are
included in cost of goods sold.
3 (In Part): Other Financial Statement Data
The following provides additional information concerning selected balance sheet accounts:
(In millions)
Accrued liabilities
Interest
Taxes, other
Payroll and employee benefits
Asset retirement obligations
Other

2007

2006

$ 54.0
83.3
80.1
77.6
199.6
$494.6

$ 77.1
42.5
56.7
35.8
207.2
$419.3

17. Accounting for Asset Retirement Obligations
We account for asset retirement obligations (“AROs ”) in
accordance with SFAS No. 143. Our legal obligations related to asset retirement require us to: (i) reclaim lands disturbed by mining as a condition to receive permits to mine
phosphate ore reserves; (ii) treat low pH process water in
phosphogypsum management systems to neutralize acidity;
(iii) close phosphogypsum management systems at our
Florida and Louisiana facilities at the end of their useful
lives; (iv) remediate certain other conditional obligations; and
(v) remove all surface structures and equipment, plug and
abandon mine shafts, contour and revegetate, as necessary,
and monitor for three years after closing our Carlsbad, New
Mexico Potash facility. The estimated liability for these legal obligations is based on the estimated cost to satisfy
the above obligations which is discounted using a creditadjusted risk-free rate.
In fiscal 2007, we recognized a restructuring gain of
$4.1 million related to revisions in estimated cash flows for
the indefinite closure of our Fort Green phosphate mine and
our Green Bay and South Pierce concentrates plants in central Florida (“Phosphates Restructuring ”). As the related ARO
asset does not have an estimated useful life, the amount was
credited to restructuring expense. For further discussion on
the indefinitely closed facilities refer to Note 26. In fiscal 2006,
we recorded ARO of $99.1 million based on an initial estimate
of the closure plan for the Fort Green mine and Green Bay
and South Pierce concentrates plants with a corresponding
charge to restructuring expense.
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A reconciliation of our AROs is as follows:
(In millions)
Asset retirement obligations, beginning
of year
Adjustment to liabilities acquired in
combination
Liabilities incurred
Liabilities settled
Accretion expense
Revisions in estimated cash flows for
operating facilities
Revisions in estimated cash flows for
restructured facilities
Asset retirement obligations, end of year
Less current portion

2007

2006

$548.2

$306.3

—
24.0
(70.3)
69.0

46.9
—
(44.2)
52.1

(25.3)

88.0

(4.1)
541.5
77.6
$463.9

99.1
548.2
35.8
$512.4

In fiscal 2006, as part of our adoption of FIN No. 47, we completed a comprehensive review of AROs other than those
already accounted for under SFAS No. 143. This process involved identifying potential or conditional AROs and estimating the current costs to settle them. The AROs identified were
related to the removal and disposition of friable asbestos and
certain decommissioning activities. This did not have a material impact on our Consolidated Financial Statements.
We also have unrecorded AROs that are conditional upon
a certain event. These AROs generally include the removal
and disposition of non-friable asbestos. The most recent estimate of the aggregate cost of these AROs, expressed in 2007
dollars, is approximately $20 million. We have not recorded
a liability for these conditional AROs at May 31, 2007 because we do not currently believe there is a reasonable basis for estimating a date or range of dates for demolition of
these facilities. In reaching this conclusion, we considered
the historical performance of each facility and have taken
into account factors such as planned maintenance, asset replacements and upgrades which, if conducted as in the past,
can extend the physical lives of our facilities indefinitely. We
also considered the possibility of changes in technology, risk
of obsolescence, and availability of raw materials in arriving
at our conclusion.

is intended to include long-term obligations that are or will
be callable by the creditor either because the debtors’ violation of a provision of the debt agreement at the balance sheet
date makes the obligation callable or because the violation, if
not cured within a specified grace period, will make the obligation callable. Such callable obligations shall be classified
as current liabilities unless one of the following conditions is
met:
a. The creditor has waived or subsequently lost the right
to demand payment for more than one year (or operating
cycle, if longer) from the balance sheet date.
b. For long-term obligations containing a grace period
within which the debtor may cure the violation, it is probable that the violation will be cured within that period, thus
preventing the obligation from becoming callable.
As part of long-term debt presentations there were nine disclosures of covenant violations.

2.215 SFAS No. 107, as amended by SFAS No. 133, requires disclosure of both the fair value and the bases for estimating the fair value of long-term debt unless it is not practicable to estimate the value. 517 survey companies made 628
fair value disclosures. 309 of those disclosures used market
or broker quotes of long-term debt to determine fair value.
254 of those disclosures stated that either discounted cash
flows or market prices of similar instruments were used to estimate fair value. Ten of those disclosures estimated fair value
using other valuation methods. 161 disclosures presented
carrying amounts which approximated fair value of long-term
debt. In addition there were 326 disclosures in which carrying
value was compared to fair value in an exposition or a table.
One disclosure stated it was not practicable to estimate fair
value.
2.216 SFAC No. 7 provides a framework for using future
cash flows and present value as the basis for accounting
measurements of fair value of an asset or a liability at initial
recognition or fresh-start measurements and for future-cashflow-based amortization techniques, such as interest method
amortization. Fresh-start measurements are measurements
in periods following initial recognition that establish a new
carrying amount unrelated to previous amounts and accounting conventions.
2.217

LONG-TERM DEBT
2.212 Table 2-28 summarizes the types of long-term debt
most frequently disclosed by the survey companies.
2.213 Paragraph 10b of SFAS No. 47, Disclosure of LongTerm Obligations, requires that financial statements disclose
for each of the five years following the date of the latest
balance sheet presented the “aggregate amount of maturities and sinking fund requirements for all long-term borrowings.” In addition, disclosure of terms and conditions
provided in loan agreements, such as assets pledged as collateral, covenants to limit additional debt, maintain working
capital, and restrict dividends, is required by paragraph 18 of
SFAS No. 5, Accounting for Contingencies.
2.214

Paragraph 7 of ARB 43, Chapter 3A, as amended
by SFAS No. 78, states that the current liability classification

ATT-SEC 2.212

When observable marketplace-determined values
are not available, discounted cash flows are often used to
estimate fair value. Accounting applications of present value
typically use a single set of estimated cash flows and a riskadjusted discount rate. SFAC No. 7 introduces the expected
cash flow approach, which differs from the traditional approach by focusing on explicit assumptions about the range
of possible cash outcomes and their respective probabilities.

2.218 Effective for financial statements issued for fiscal
years beginning after November 15, 2007 with earlier application encouraged, SFAS No. 157, Fair Value Measurements,
defines fair value, establishes a framework for measuring fair
value, and expands disclosures about fair value measurements. While SFAS No. 157 does not require any new fair
value measurements, it applies under other pronouncements
that require or permit fair value measurements, such as SFAS
Nos. 107, and 133. SFAS No. 157 clarifies the definition of
fair value as an exit price, i.e., a price that would be received
to sell, as opposed to acquire, an asset or transfer a liability.
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SFAS No. 157 emphasizes that fair value is a market-based
measurement. It establishes a fair value hierarchy that distinguishes between assumptions developed based on market
data obtained from independent external sources and the
reporting entity’s own assumptions. Further, SFAS No. 157
specifies that fair value measurement should consider adjustment for risk, such as the risk inherent in a valuation
technique or its inputs. For assets and liabilities measured
at fair value on a recurring basis, SFAS No. 157 expands the
required disclosures concerning the inputs used to measure
fair value, and encourages the combination of fair value information disclosed under the standard with those disclosed
under other pronouncements, such as SFAS No. 107.

2.219 Effective for financial statements issued for fiscal
years beginning after November 15, 2007 with conditioned
earlier application allowed, SFAS No. 159, The Fair Value
Option for Financial Assets and Liabilities, permits entities
to choose to measure many financial instruments and certain other items at fair value that are not currently required
to be measured at fair value. Further, under SFAS No. 159
a business entity shall report unrealized gains and losses on
eligible items for which the fair value option has been elected
in earnings at each subsequent reporting date. The irrevocable election of the fair value option is made on an instrument
by instrument basis, and applied to the entire instrument,
not just a portion of it. SFAS No. 159 also establishes presentation and disclosure requirements designed to facilitate
comparison between entities that choose different measurement attributes for similar types of assets and liabilities. SFAS
No. 159 does not affect any existing pronouncements that require assets and liabilities to be carried at fair value, nor does
it eliminate disclosure requirements included in pronouncements, such as SFAS Nos. 107 and 157.
2.220 Examples of long-term debt disclosures and presentations follow. Examples of long-term lease disclosures and
presentations are presented under “Long-Term Leases” in
this section.

2.221
TABLE 2-28: LONG-TERM DEBT
2007

Number of Companies
2006
2005
2004

Unsecured
Notes............................................
Debentures ..................................
Loans ...........................................
Foreign.........................................
Commercial paper .......................
Bonds...........................................
ESOP loans .................................

428
134
79
73
51
23
14

423
140
87
78
43
25
11

431
152
79
76
44
19
15

439
157
75
82
53
24
20

Collateralized
Capitalized leases........................
Notes or loans..............................
Mortgages....................................

247
111
45

230
100
47

231
91
51

245
97
56

Convertible
Notes............................................
Debentures ..................................

80
42

68
49

68
54

76
60
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AIRGAS, INC. (MAR)
(In thousands)
Total current liabilities
Long-term debt, excluding current portion
(Note 9)
Deferred income tax liability, net
Other non-current liabilities
Minority interest in affiliate

2007
$ 427,956

2006
$475,654

1,309,719
373,246
39,963
57,191

635,726
327,818
30,864
57,191

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
9) Indebtedness
Long-term debt consists of:
(In thousands)
Revolving credit borrowings
Term loan
Money market loans
Medium-term notes
Senior subordinated notes
Acquisition and other notes
National Welders debt
Total long-term debt
Less current portion of long-term debt
Long-term debt, excluding current portion

2007
$ 489,398
577,500
30,000
—
150,000
17,440
85,677
1,350,015
(40,296)
$1,309,719

2006
$ 112,009
81,250
25,000
100,751
376,532
3,025
69,060
767,627
(131,901)
$ 635,726

Debt Refinancing
Effective July 25, 2006, the Company amended and restated
its senior credit facility with a syndicate of lenders. Subject
to compliance with certain covenants, the $1.6 billion senior unsecured credit facility (the “Credit Facility”) permits the
Company to borrow up to $966 million under a U.S. dollar revolving credit line, up to C$40 million (U.S. $34 million) under
a Canadian dollar revolving credit line and up to $600 million
under two or more term loans. The Company used borrowings under the term loan provision of the Credit Facility to
finance the $100 million maturity of its 7.75% medium-term
notes on September 15, 2006. The remaining $500 million of
term loan was used to finance the Linde bulk gas acquisition
that closed on March 9, 2007. The Credit Facility will mature
on July 25, 2011.
As of March 31, 2007, the Company had approximately
$1,067 million of borrowings under the Credit Facility:
$471 million under the U.S. dollar revolver, C$22 million (U.S.
$18 million) under the Canadian dollar revolver and a $578
million under the term loans. The term loans are repayable
in quarterly installments of $22.5 million between March 31,
2007 and June 30, 2010. The quarterly installments then increase to $71.2 million from September 30, 2010 to June 30,
2011. The Company also had letters of credit of $34 million
outstanding under the credit facility. The U.S. dollar borrowings and the term loans bear interest at LIBOR plus 75 basis
points and the Canadian dollar borrowings bear interest at the
Canadian Bankers’ Acceptance Rate plus 75 basis points.
As of March 31, 2007, the effective interest rates on the U.S.
dollar borrowings, the term loans and the Canadian dollar
borrowings were 6.09%, 6.10% and 5.20%, respectively.
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At March 31, 2007, approximately $461 million remained
unused under the U.S. dollar revolving credit line and approximately C$18 million (U.S. $16 million) remained unused under the Canadian dollar revolving credit line. As of March 31,
2007, the financial covenants of the Credit Facility permitted
the Company increase its total borrowings under the Credit
Facility or through other debt instruments by approximately
$538 million. The Credit Facility contains customary events
of default, including nonpayment and breach of covenants.
In the event of default, repayment of borrowings under the
Credit Facility may be accelerated.
The Company’s domestic subsidiaries, exclusive of a
bankruptcy remote special purpose entity (the “domestic
guarantors”), guarantee the U.S. and Canadian borrowings.
The Canadian borrowings are also guaranteed by the Company’s foreign subsidiaries. The guarantees are full and unconditional and are made on a joint and several basis. The
Company has pledged 100% of the stock of its domestic
subsidiaries and 65% of the stock of its foreign subsidiaries
as surety for its obligations under the Credit Facility. The
Credit Facility provides for the release of the guarantees and
collateral if the Company attains an investment grade credit
rating and a similar release on all other debt.
Money Market Loan
The Company has an agreement with a financial institution
that provides access to short term advances not to exceed
$30 million for a maximum term of three months. The agreement expires on November 30, 2007, but may be extended
subject to renewal provisions contained in the agreement.
The amount, term and interest rate of an advance are established through mutual agreement with the financial institution
when the Company requests such an advance. At March 31,
2007, the Company had an outstanding advance under the
agreement of $30 million for a term of 90 days bearing interest
at 5.75%.
Senior Subordinated Notes
At March 31, 2007, the Company had $150 million of senior
subordinated notes (the “2004 Notes”) outstanding with a
maturity date of July 15, 2014. The 2004 Notes bear interest
at a fixed annual rate of 6.25%, payable semi-annually on
January 15 and July 15 of each year. The 2004 Notes have
an optional redemption provision, which permits the Company, at its option, to call the 2004 Notes at scheduled dates
and prices. The first scheduled optional redemption date is
July 15, 2009 at a price of 103.125% of the principal amount.
The 2004 Notes contain covenants that could restrict the
payment of dividends, the repurchase of common stock, the
issuance of preferred stock, and the incurrence of additional
indebtedness and liens. The 2004 Notes are fully and unconditionally guaranteed jointly and severally, on a subordinated
basis, by each of the wholly owned domestic guarantors under the Credit Facility. The stock of the Company’s domestic
subsidiaries is also pledged to the note holders on a subordinated basis.
On October 27, 2006, the Company redeemed its $225
million 9.125% senior subordinated notes in full at a premium
of 104.563% of the principal amount with proceeds from the
Company’s Credit Facility. In conjunction with the redemption
of the Notes, the Company recognized a charge on the early
extinguishment of debt of approximately $12.1 million ($7.9
million after tax) in October 2006. The charge relates to the
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redemption premium and the write-off of unamortized debt
issuance costs.
Acquisition and Other Notes
The Company’s long-term debt also included acquisition and
other notes principally consisting of notes issued to sellers
of businesses acquired and are repayable in periodic installments. At March 31, 2007, acquisition and other notes totaled
approximately $17 million with interest rates ranging from 4%
to 8.5%.
Debt of the National Welders Joint Venture
Pursuant to the requirements of FIN 46R, the Company’s
Consolidated Balance Sheets at March 31, 2007 and 2006
include the financial obligations of National Welders. National
Welders’ financial obligations are non-recourse to the Company, meaning that the creditors of National Welders do not
have a claim on the assets of Airgas, Inc. in settlement of
the joint venture’s financial obligations. The National Welders
Credit Agreement (the “NWS Credit Agreement”) provides
for a revolving credit line of $100 million, a Term Loan A of
$26 million, a Term Loan B of $21 million, and a Term Loan
C of $9 million. The debt of National Welders consists of:
(In thousands)
Revolving credit borrowings
Term loan A
Term loan C
Acquisition notes and other debt
obligations
Total long-term debt
Less current portion of long-term debt
Long-term debt, excluding current portion

2007
$73,004
11,992
—

2006
$51,393
15,042
1,622

681
85,677
(3,652)
$82,025

1,003
69,060
(5,589)
$63,471

The NWS revolving credit borrowings mature in August 2009.
Term Loan A is repayable in monthly amounts of $254 thousand with a lump-sum payment of the outstanding balance
at maturity in March 2011. The variable interest rate on the
revolving credit line and Term Loan A ranges from LIBOR plus
70 to 145 basis points varying with National Welders’ leverage ratio. At March 31, 2007, the effective interest rate for the
revolving credit line and Term Loan A was 6.02%. The NWS
Credit Agreement also contains certain covenants which,
among other things, subject National Welders to minimum
net worth requirements, limit the ability of National Welders
to incur and guarantee new indebtedness, and limit its capital expenditures, ownership changes, merger and acquisition
activity, and the payment of dividends. National Welders had
additional borrowing capacity under the NWS Credit Agreement of approximately $27 million at March 31, 2007. Term
Loans B and C were previously repaid and provide no additional borrowing capacity.
As of March 31, 2007, the revolving credit borrowings and
Term Loan A are secured by certain current assets, principally trade receivables and inventory, totaling $38 million,
non-current assets, principally equipment, totaling $119 million, and Airgas common stock with a market value of $39
million classified as treasury stock and carried at cost of $370
thousand.
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Aggregate Long-Term Debt Maturities
The aggregate maturities of long-term debt are as follows:

(In thousands)
Years ending March 31,
2008
2009
2010
2011
2012
Thereafter
(1)

Airgas, Inc(1)
$

36,644
95,469
94,184
236,294
649,967
151,780
$1,264,338

National
Welders
$ 3,652
3,048
76,052
2,925
—
—
$85,677

Total
$

40,296
98,517
170,236
239,219
649,967
151,780
$1,350,015

The Company has the ability and intention of refinancing current
maturities related to the term loan under its Credit Facility with its
long-term revolving credit line. Therefore, the term loan has been
reflected as long term in the aggregate maturity schedule.

10) Fair Value of Financial Instruments
Summarized below are the carrying and fair values of the
Company’s financial instruments at March 31, 2007 and
2006.
The fair value of the Company’s publicly traded financial
instruments is based on market pricing. The fair value of
other non-publicly traded financial instruments is based on
estimates using standard pricing models that take into account the present value of future cash flows as of the balance sheet date. The computation of fair values of these
instruments is generally performed by the Company. The
carrying amounts reported in the balance sheet for trade receivables and payables, accrued liabilities, accrued income
taxes, and short-term borrowings approximate fair value due
to the short-term nature of these instruments. Accordingly,
these items have been excluded from the following table:
2007
(In thousands)
Financial instruments
Revolving credit borrowings
Term loan
Money market loans
Medium-term notes
2001 senior subordinated notes
2004 senior subordinated notes
Acquisition and other notes
Interest rate swap agreements
Cash flow hedge—(asset) liability

2006

Carrying
Value

Fair
Value

Carrying
Value

Fair
Value

$489,398
577,500
30,000
—
—
150,000
17,440

$489,398
577,500
30,000
—
—
146,250
17,440

$112,009
81,250
25,000
100,751
226,532
150,000
3,025

$112,009
81,250
25,000
101,050
237,938
147,750
3,025

(379)

(379)

(1,441)

(1,441)

The carrying and fair values of the National Welders joint venture’s financial instruments at March 31, 2007 and 2006 are
listed below:
2007
(In thousands)
National Welders’ financial instruments
Revolving credit borrowings
Term loan A
Term loan C
Acquisition notes and other debt obligations

AICPA Accounting Trends & Techniques

2006

Carrying
Value

Fair
Value

Carrying
Value

Fair
Value

$73,004
11,992
—
681

$73,004
11,992
—
681

$51,393
15,042
1,622
1,003

$51,393
15,042
1,631
1,003
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AUTONATION, INC. (DEC)
(In millions)
Total current liabilities
Long-term debt, net of current maturities
Deferred income taxes
Other liabilities

2007
$2,901.8
1,751.9
220.7
131.7

2006
$3,014.6
1,557.9
225.4
90.8

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
7. Notes Payable and Long-Term Debt
Notes payable and long-term debt at December 31 are as
follows:

Floating rate senior unsecured notes
7% senior unsecured notes
Term loan facility
Revolving credit facility
9% senior unsecured notes
Mortgage facility
Other debt
Less: current maturities
Long-term debt, net of current maturities

2007
$ 300.0
300.0
600.0
260.0
14.1
239.7
62.0
1,775.8
(23.9)
$1,751.9

2006
$ 300.0
300.0
600.0
195.0
14.1
116.0
46.4
1,571.5
(13.6)
$1,557.9

Senior Unsecured Notes and Credit Agreement
In April 2006, we sold $300.0 million of floating rate senior
unsecured notes due April 15, 2013, and $300.0 million of
7% senior unsecured notes due April 15, 2014, in each case
at par. The floating rate senior unsecured notes bear interest
at a rate equal to three-month LIBOR plus 2.0% per annum,
adjusted quarterly, and may be redeemed by us on or after
April 15, 2008, at 103% of principal, on or after April 15, 2009,
at 102% of principal, on or after April 15, 2010, at 101% of
principal, and on or after April 15, 2011, at 100% of principal.
The 7% senior unsecured notes may be redeemed by us on
or after April 15, 2009, at 105.25% of principal, on or after
April 15, 2010, at 103.5% of principal, on or after April 15,
2011, at 101.75% of principal, and on or after April 15, 2012,
at 100% of principal.
In April 2006, we also completed the first amendment to
our credit agreement to provide: (1) a $675.0 million revolving credit facility that provides for various interest rates on
borrowings generally at LIBOR plus 0.80%, and (2) a $600.0
million term loan facility bearing interest at a rate equal to
LIBOR plus 1.25%. In December 2006, the borrowing capacity of the revolving credit facility was increased to $700.0
million under the amended credit agreement.
The proceeds of the senior unsecured notes and term loan
facility, together with cash on hand and borrowings of $80.0
million under the amended revolving credit facility, were used
to: (1) purchase 50 million shares of our common stock at $23
per share for an aggregate purchase price of $1.15 billion pursuant to our equity tender offer, (2) purchase $309.4 million
aggregate principal of our 9% senior unsecured notes for an
aggregate total consideration of $339.8 million pursuant to
our debt tender offer and consent solicitation, and (3) pay
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related financing costs. Approximately $34.5 million of tender premium and other financing costs related to our debt
tender offer was expensed during 2006.
We have negotiated a letter of credit sublimit as part of our
revolving credit facility. The amount available to be borrowed
under the revolving credit facility is reduced on a dollar-fordollar basis by the cumulative amount of any outstanding
letters of credit, which totaled $78.8 million at December 31,
2007. We had borrowings outstanding under the revolving
credit facility of $260.0 million at December 31, 2007, leaving
$361.2 million of borrowing capacity at December 31, 2007.
In July 2007, we completed a second amendment of the
credit agreement. Under the terms of the second amendment, the interest rate on the term loan facility decreased
from LIBOR plus 1.25% to LIBOR plus 0.875% and the interest rate on the revolving credit facility decreased from
LIBOR plus 0.80% to LIBOR plus 0.725%. Additionally,
the credit agreement termination date was extended from
July 14, 2010, to July 18, 2012, and certain other terms
and conditions were modified as a result of this amendment.
We incurred $1.6 million of expenses in connection with this
modification during 2007, which are included as a component of Other Interest Expense in the accompanying Consolidated Income Statements.
The credit spread charged for the revolving credit facility
and term loan facility is impacted by our senior unsecured
credit ratings. On November 29, 2007, Standard and Poor’s
Rating Services revised its outlook for AutoNation to negative
from stable.
Our senior unsecured notes and borrowings under the
credit agreement are guaranteed by substantially all of our
subsidiaries. Within the meaning of Regulation S-X, Rule 310, AutoNation, Inc., (the parent company) has no independent assets or operations, the guarantees of its subsidiaries
are full and unconditional and joint and several, and any subsidiaries other than the guarantor subsidiaries are minor.
Other Debt
At December 31, 2007, we also had $14.1 million of 9%
senior unsecured notes due August 1, 2008. The 9% senior unsecured notes are guaranteed by substantially all of
our subsidiaries. As discussed above, in April 2006 we purchased $309.4 million aggregate principal amount of the
9% senior unsecured notes. As of April 12, 2006, covenants
related to the 9% senior unsecured notes were substantially
eliminated as a result of the successful completion of the consent solicitation. The remaining aggregate principal amount
of 9% senior unsecured notes was not tendered for purchase
and, accordingly, remains outstanding.
At December 31, 2007, we had $239.7 million outstanding
under a mortgage facility with an automotive manufacturer’s
captive finance subsidiary. The mortgage facility was refinanced under a new facility in November 2007 to provide a
fixed interest rate (5.864%) and provide financing secured
by 10-year mortgages on certain of our store properties. In
connection with this refinancing, in 2007 we received net
proceeds of approximately $126.4 million and recorded $1.0
million of expenses, which are included as a component of
Other Interest Expense in the accompanying Consolidated
Income Statements. Prior to this refinancing, the facility utilized LIBOR-based interest rates. The facility’s interest rates
averaged 6.5% for 2007 and 6.4% for 2006.
During 2000, we entered into a sale-leaseback transaction
involving our corporate headquarters facility that resulted in
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net proceeds of approximately $52.1 million. This transaction
was accounted for as a financing lease, wherein the property
remains on the books and continues to be depreciated. We
have the option to renew the lease at the end of the tenyear lease term subject to certain conditions. The gain on
this transaction has been deferred and will be recognized at
the end of the lease term, including renewals. The remaining
obligation related to this transaction of $40.4 million at December 31, 2007, and $42.8 million at December 31, 2006,
is included in Other Debt in the above table.
Restrictions and Covenants
Our senior unsecured notes issued in April 2006, credit agreement, and mortgage facility contain numerous customary
financial and operating covenants that place significant restrictions on us, including our ability to incur additional indebtedness or prepay existing indebtedness, to create liens
or other encumbrances, to sell (or otherwise dispose of) assets, and to merge or consolidate with other entities.
The indenture for our senior unsecured notes issued in April
2006 restricts our ability to make payments in connection
with share repurchases, dividends, debt retirement, investments, and similar matters to a cumulative aggregate amount
that is limited to $500.0 million plus 50% of our cumulative
consolidated net income (as defined in the indenture) since
April 1, 2006, the net proceeds of stock option exercises,
and certain other items, subject to certain exceptions and
conditions set forth in the indenture. As of December 31,
2007, the amended credit agreement requires us to meet
certain financial covenants, as defined, requiring the maintenance of a maximum consolidated leverage ratio, as defined
(3.0 times through September 30, 2009, after which it will revert to 2.75 times), and a maximum capitalization ratio (65%),
as defined. In addition, the indenture for the senior unsecured
notes issued in April 2006 contains a debt incurrence restriction based on a minimum fixed charge coverage ratio (2:1),
and the mortgage facility contains covenants regarding maximum cash flow leverage and minimum interest coverage.
In the event that we were to default in the observance or
performance of any of the financial covenants in the amended
credit agreement or mortgage facility and such default were
to continue beyond any cure period or waiver, the lender under the respective facility could elect to terminate the facilities
and declare all outstanding obligations under such facilities
immediately payable. Our amended credit agreement, the indenture for our senior unsecured notes issued in April 2006,
our vehicle floorplan payable facilities, and our mortgage facility have cross-default provisions that trigger a default in
the event of an uncured default under other material indebtedness of AutoNation. As of December 31, 2007, we were in
compliance with the requirements of all applicable financial
and operating covenants.
In the event of a downgrade in our credit ratings, none of
the covenants described above would be impacted. In addition, availability under the amended credit agreement described above would not be impacted should a downgrade
in the senior unsecured debt credit ratings occur. Certain
covenants in the indenture for the senior unsecured notes
issued in April 2006 would be eliminated with an upgrade
of our senior unsecured notes to investment grade by either
Standard & Poor’s or Moody’s Investors Services.
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At December 31, 2007, aggregate maturities of notes payable and long-term debt, excluding vehicle floorplan payable,
were as follows:
Year Ending December 31
2008
2009
2010
2011
2012
Thereafter

$

23.9
22.4
42.9
8.0
868.5
810.1
$1,775.8

18. Fair Value of Financial Instruments
The fair value of a financial instrument represents the amount
at which the instrument could be exchanged in a current
transaction between willing parties, other than in a forced
sale or liquidation. Fair value estimates are made at a specific
point in time, based on relevant market information about the
financial instrument. These estimates are subjective in nature
and involve uncertainties and matters of significant judgment,
and therefore cannot be determined with precision. The assumptions used have a significant effect on the estimated
amounts reported.
The following methods and assumptions were used by us
in estimating fair value disclosures for financial instruments:
• Cash and cash equivalents, trade and manufacturer
receivables, other current assets, vehicle floorplan
payable, accounts payable, other current liabilities, and
variable rate debt: The amounts reported in the accompanying Consolidated Balance Sheets approximate fair value due to their short-term nature.
• Marketable Securities: Investments in marketable securities are stated at fair value, estimated based on
quoted market prices, with unrealized gains and losses
included in Accumulated Other Comprehensive Income (Loss) in the Consolidated Balance Sheets. The
carrying amount and fair value of our investments in
marketable securities totaled $18.5 million at December 31, 2007, and $27.3 million at December 31, 2006.
• Fixed rate debt : The fair value of fixed rate debt is
based on borrowing rates currently available to the
Company for debt with similar terms and maturities.
The carrying amounts of our fixed rate debt primarily consisting of amounts outstanding under our senior
unsecured notes and mortgages totaled $595.2 million
at December 31, 2007, and $360.5 million at December 31, 2006, with a fair value of $578.9 million in 2007
and $363.4 million in 2006.
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MUELLER INDUSTRIES, INC. (DEC)
(In thousands)
Total current liabilities
Long-term debt, less current portion
Pension liabilities
Postretirement benefits other than
pensions
Environmental reserves
Deferred income taxes
Other noncurrent liabilities
Total liabilities

2007
$335,053
281,738
14,805

2006
$255,519
308,154
19,900

21,266
8,897
52,156
2,029
$715,944

16,699
8,907
46,408
2,206
$657,793

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Fair Value of Financial Instruments
The carrying amounts for cash and cash equivalents, accounts receivable, and accounts payable approximate fair
value due to the short-term maturity of these instruments.
Primarily using market yields, the fair value of the Company’s debt instruments were estimated to be $329.2 million and $320.7 million at December 29, 2007 and December 30, 2006, respectively. The fair value of the Company’s
interest rate swap contract was less than $0.1 million at December 29, 2007 and December 30, 2006. This value represents the estimated amount the Company would need to pay
if the contract was terminated before maturity, principally resulting from market interest rate decreases. The fair value
of committed forward contracts to purchase copper was
$(0.1) million and $(0.6) million, respectively at December 29,
2007 and December 30, 2006. The Company estimates the
fair value of contracts by obtaining quoted market prices.
Fair value estimates are made at a specific point in time
based on relevant market information about the financial instrument. These estimates are subjective in nature and involve uncertainties and matters of significant judgment and,
therefore, cannot be determined with precision. Changes in
assumptions could significantly affect the estimates.
Note 5. Long-Term Debt
(In thousands)
6% Subordinated debentures, due 2014
2001 Series IRBs with interest at
6.16%, due 2011 through 2021
Mueller-Xingrong line of credit with
interest at 6.48%, due 2008
Other, including capitalized lease
obligations
Less current portion of long-term debt
Long-term debt

2007
$297,688

2006
$297,688

10,000

10,000

46,627

27,737

166
354,481
(72,743)
$281,738

8,727
344,152
(35,998)
$308,154

On October 26, 2004, as part of a Special Dividend, the
Company issued $299.5 million in principal amount of its 6%
Subordinated Debentures (the Debentures) due November 1,
2014. Interest on the Debentures is payable semi-annually
on May 1 and November 1. The Company may repurchase
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the Debentures through open market transactions or through
privately negotiated transactions. During 2006 the Company
repurchased, through open market transactions, and extinguished $1.8 million in principal amount of its Debentures.
Subsequent to year-end, the Company repurchased, through
a privately negotiated transaction, and extinguished $25.5
million in principal amount of the Debentures. As such, this
amount is classified as current at December 29, 2007. The
Debentures may be redeemed in whole at any time or in part
from time to time at the option of the Company at the following redemption price (expressed as a percentage of principal
amount) plus any accrued but unpaid interest to, but excluding, the redemption date:
Redemption
Price
If redeemed during the 12-month period beginning
October 26,
2007
2008
2009 and thereafter

102%
101
100

On December 1, 2006, the Company executed a Credit
Agreement (the Agreement) with a syndicate of banks establishing an unsecured $200 million revolving credit facility (the
Credit Facility) which matures December 1, 2011. Borrowings under the Credit Facility bear interest, at the Company’s
option, at LIBOR plus a variable premium or the greater of
Prime or the Federal Funds rate plus 0.5 percent. LIBOR advances may be based upon the one, two, three, or six-month
LIBOR. The variable premium over LIBOR is based on certain
financial ratios, and can range from 27.5 to 67.5 basis points.
At December 29, 2007, the premium was 40.0 basis points.
Additionally, a facility fee is payable quarterly on the total
commitment and varies from 10.0 to 20.0 basis points based
upon the Company’s capitalization ratio. Availability of funds
under the Credit Facility is reduced by the amount of certain
outstanding letters of credit, which are used to secure the
Company’s payment of insurance deductibles and certain
retiree health benefits, totaling approximately $9.8 million at
December 29, 2007. Terms of the letters of credit are generally one year but are renewable annually as required. There
were no borrowings outstanding as of December 29, 2007.
Borrowings under the Agreement require the Company,
among other things, to meet certain minimum financial ratios.
At December 29, 2007, the Company was in compliance with
all debt covenants.
On April 4, 2006, Mueller-Xingrong entered into a Credit
Agreement with a syndicate of four banks establishing a secured RMB 320 million, or $39.9 million, revolving working
capital facility with a maturity date of April 2007. On April 4,
2007, Mueller-Xingrong renewed and amended this facility
(the Amended JV Credit Facility). The Amended JV Credit
Facility is a secured RMB 450 million, or $60.76 million, revolving working capital facility which matures in April 2008.
Borrowings under the Amended JV Credit Facility are secured
by the real property and equipment of Mueller-Xingrong and
bear interest at 95 percent of the latest base-lending rate
published by the Peoples Banks of China (6.16% at yearend).
Aggregate annual maturities of the Company’s debt are
$72.7 million in 2008, $0.8 million in 2011, $1.0 million in
2012, and $280.0 million thereafter. Interest paid in 2007,
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2006, and 2005 was $20.0 million, $20.4 million, and $19.0
million, respectively. No interest was capitalized in 2007,
2006, or 2005.

Collateralized
2.225

SEALY CORPORATION (NOV)
(In thousands)
Total current liabilities
Long term obligations, net of current
portion
Other noncurrent liabilities
Deferred income taxes

2007
$321,885

2006
$288,184

757,322
50,814
8,295

814,236
42,688
10,199

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 8. Long Term Obligations
Long term debt as of December 2, 2007 and November 26,
2006 consisted of the following:
(In thousands)
Senior revolving credit facility
Senior secured term loans
Senior subordinated notes
Financing obligations(1)
Other
Less current portion
(1)

2007
$ 41,600
403,393
273,945
41,674
33,143
793,755
(36,433)
$757,322

2006
$ 14,090
415,000
342,000
37,535
23,893
832,518
(18,282)
$814,236

Financing obligations are related to facilities in which the Company was involved in the construction that have been capitalized
in accordance with EITF 97-10. The related leases have terms
ranging from 10 to 15 years.

Senior Credit Facility
On April 14, 2005, the Company entered into the Second Amended and Restated Credit Agreement (the “Second
Amended and Restated Credit Agreement”), which was the
second amendment and restatement of the original senior
credit facility dated April 6, 2004. The Second Amended and
Restated Credit agreement refinanced the $465 million then
outstanding under the existing senior secured term loans
plus an additional $100 million new term loan borrowings, the
proceeds of which were used to repay the $100 million outstanding under the Company’s senior unsecured term loan
due April 6, 2013. In connection with the Second Amended
and Restated Credit Agreement, the Company incurred a
charge of $6.2 million during the second quarter of fiscal
2005, including $3.3 million for the write off of deferred finance charges primarily related to the senior unsecured term
loan, $2.0 million of prepayment penalties related to the senior unsecured term loan, and $0.9 million of related fees and
expenses (Note 12).
On August 25, 2006, the Company entered into the
Third Amended and Restated Credit Agreement (the “Third
Amended and Restated Credit Agreement”), which amended
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and restated the Second Amended and Restated Credit
Agreement. The Third Amended and Restated Credit Agreement refinanced the $440 million then outstanding under the
Second Amended and Restated Credit Agreement in two
tranches, Tranche A for $300 million maturing August 25,
2011 and Tranche E for $140 million due August 25, 2012.
The Third Amended and Restated Credit Agreement also reduced the applicable interest rate margins charged on the
senior secured term loan, provided certain financial leverage ratio tests are met. In addition, the Third Amended and
Restated Credit Agreement provides Sealy Corporation with
greater flexibility to receive dividend distributions from its
subsidiaries, or to repay certain subordinated debt, provided
certain leverage ratio tests and other conditions are met.
In connection with the Third Amended and Restated Credit
Agreement, the Company incurred a charge of $4.6 million
during the third quarter of fiscal 2006, including $4.1 million
for the write off of deferred finance charges and $0.5 million of
related fees and expenses (Note 12).
On November 28, 2007, the Company entered into a First
Amendment to the Third Amended and Restated Credit
Agreement which, subject to certain restrictions, permits
Sealy Canada, Ltd., a 100% owned subsidiary of Sealy Corporation and a borrower under the senior credit facility, to
declare and pay dividends to a U.S. subsidiary of Sealy Corporation that is also a guarantor of the senior credit facility.
As of December 2, 2007, there was $296.3 million outstanding under Tranche A of the senior secured term loan
due in 2011 and $107.1 million outstanding under Tranche
E of the senior secured term loan due in 2012. Tranche A of
the term loan facility requires quarterly principal payments of
1.25% of the then outstanding principal amount from November 2007 through August 2010 and quarterly principal payments of 21.25% of the then outstanding principal amount
from November 2010 through the maturity date. During the
second quarter of fiscal 2007, the Company made a voluntary
prepayment on its Tranche E term loan and as a result has
no further scheduled payment on that Tranche until the maturity date. The Company may be required to make mandatory
principal prepayments depending on certain financial ratios.
At December 2, 2007, no payment is required with respect
to excess cash flow for the 2008 fiscal year, and as such, no
amount has been reclassified to current for an anticipated
principal repayment.
The Company’s senior credit facility includes a $125 million senior revolving credit facility, the terms of which were
unchanged by either the Second or Third Amended and Restated Credit Agreement. The Company may borrow up to
$25 million of the $125 million senior revolving credit facility
in Canada. As of December 2, 2007, no amounts were outstanding under the Canadian portion and $41.6 million was
outstanding under the U.S. portion of the $125 million revolving credit facility due in 2010. At December 2, 2007, the
Company had approximately $56.4 million available under
the revolving credit facility after taking into account letters of
credit issued totaling $27.0 million.
Borrowings under the Company’s senior secured credit facilities bear interest at the Company’s choice of the Eurodollar rate or adjusted base rate (“ABR”), in each case, plus an
applicable margin (ABR plus 0.50% on the revolving credit
facility, Eurodollar rate plus 1.25% on Tranche A of the term
loan facility, and Eurodollar rate plus 1.50% on Tranche E
of the term loan facility as of December 2, 2007), subject
to adjustment based on a pricing grid. Weighted average
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interest rates at December 2, 2007 were 6.78% and 6.47%
on Tranche A and Tranche E balances, respectively.
The senior secured credit facilities are guaranteed by all of
the Company’s current and future domestic subsidiaries and
are secured by substantially all of the assets of the Company
and its current and future domestic subsidiaries by a first priority pledge of 100% of the capital stock of Sealy Mattress
Company (the issuer of the debt and a 100% owned subsidiary of the Company through which all other subsidiaries
are controlled), 100% of the capital stock of all other domestic subsidiaries, and a security interest in 65% of the
capital stock of each direct foreign subsidiary of Sealy Mattress Company. The Company is the guarantor of these credit
facilities.
The senior credit facilities are governed by the Senior
Credit Agreement which imposes certain restrictions including, but not limited to, the payment of dividends or other
equity distributions and the incurrence of debt or liens upon
the assets of the Company or its subsidiaries. The Senior
Credit Agreement also calls for the Company to maintain a
maximum net leverage ratio and a minimum interest coverage ratio and imposes limitations on capital expenditures. At
December 2, 2007, the Company was in compliance with the
covenants contained within its senior credit agreements.
Interest Rate Agreements
On June 3, 2004, the Company entered into an interest rate
swap agreement effective July 6, 2004 effectively fixing the
floating portion of the interest rate at 3.725% on $200 million of the outstanding balance under the senior secured
term loan through November 2005, declining to $150 million through December 3, 2007. Concurrent with the Third
Amended and Restated Credit Agreement, $13 million of this
swap was de-designated as a hedging instrument and a reduction of interest expense of $0.2 million was recorded relating to this de-designation (see also Note 11).
On June 15, 2007, the Company entered into a new interest
rate swap agreement effective December 3, 2007 fixing the
floating portion of the interest rate at 5.495% on $242 million
of the outstanding balance under the senior secured term
loan through November 2008, declining to $240 million from
December 2008 through November 2009, and further declining to $180 million from December 2009 through November 2010. The Company will select the Eurodollar rate on the
hedged portion of the senior secured term loan during the
term of the swap.
Senior Subordinated Notes
The outstanding 2014 Notes are publicly traded, registered
securities and consist of $273.9 million aggregate principal
amount maturing June 2014, bearing interest at 8.25% per
annum payable semiannually in arrears on June 15 and December 15, commencing on December 15, 2004. The 2014
Notes rank junior to all of the Company’s existing and future senior indebtedness and secured indebtedness, including any borrowings under the senior secured credit facilities.
The 2014 Notes are guaranteed by all of the Company’s domestic subsidiaries.
The 2014 Notes are governed by an indenture which calls
for the Company to offer prepayment of the notes at a price
equal to 101% of the outstanding principal amount in the
event of a change in control as defined in the indenture. After
June 15, 2009, the 2014 Notes are subject to redemption at
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30 to 60 days’ notice at the redemption prices (expressed
as percentages of principal amount) set forth below, plus
accrued and unpaid interest thereon and Special Interest, if
any, to the applicable redemption date, if redeemed during
the twelve month period beginning on June 15 of each of the
years indicated below:

Year
2009
2010
2011
2012 and thereafter

Percentage of
Principal Amount
104.125%
102.750%
101.375%
100.000%

The Company may also from time to time repurchase outstanding 2014 Notes on the open market for the purpose of
retiring such notes. During the fourth quarter of fiscal 2005,
the Company repurchased $0.5 million aggregate principal
amount of the 2014 Notes at a price of 101.625%. In connection with the IPO (Note 2), the Company used a portion
of the proceeds from the offering to repurchase and retire
$47.5 million aggregate principal amount of the 2014 Notes
in a series of open market transactions completed on April
26, 2006 at prices ranging from 105.25% to 105.92% of par,
plus accrued interest. During the third and fourth quarters
of fiscal 2007, the Company repurchased and retired $68.1
million aggregate principal amount of the 2014 Notes on the
open market at prices ranging from 98.0% to 100.0% of par,
plus accrued interest.
The indenture also imposes certain restrictions including,
but not limited to, the payment of dividends or other equity
distributions and the incurrence of debt or liens upon the
assets of the Company or its subsidiaries. At December 2,
2007, the Company was in compliance with the covenants
contained within the note indenture.
PIK Notes
On July 16, 2004, the Company issued $75.0 million aggregate principal amount of senior subordinated pay-in-kind
notes to certain institutional investors in transactions exempt from registration under the Securities Act of 1933. On
April 21, 2006, the Company used approximately $90.0 million of IPO proceeds to redeem the entire outstanding balance of the PIK Notes, along with accrued interest and prepayment penalties through the date of the redemption.
The Company’s net weighted average borrowing cost was
7.8% and 7.7% for fiscal 2007 and 2006, respectively. At December 2, 2007, the annual scheduled maturities of the principal amounts of long term obligations are as follows (in thousands, and excluding future mandatory prepayments which
may be required as discussed above):

2008
2009
2010
2011
2012
Thereafter

$ 36,433
19,183
120,546
194,944
111,079
311,570
$793,755
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The Company has entered into capital leases for the acquisition of machinery and equipment, computer hardware
and software and a warehouse management system, all of
which have been recorded in machinery and equipment in
the Consolidated Balance Sheets. Amortization of the assets
recorded under capital lease arrangements are recorded as
a component of depreciation expense. Details of capitalized
leased assets are as follows:
(In thousands)
Machinery and equipment
Less: accumulated depreciation
Net capitalized leased assets

2007
$ 4,280
(1,607)
$ 2,673

2006
$2,000
(804)
$1,196

Future minimum lease payments with the present value of the
net minimum lease payments (included in other long term
debt and current portion shown above) as of December 2,
2007 are as follows (in thousands):
Fiscal Year
2008
2009
2010
2011
2012
Thereafter
Total minimum lease payments
Less: amount representing interest
Present value of net minimum lease payments

$1,823
657
317
20
—
—
2,817
(146)
$2,671

Note 10. Fair Value of Financial Instruments
Due to the short maturity of cash and cash equivalents, accounts receivable, accounts payable and accrued expenses,
their carrying values approximate fair value. The carrying
amounts of long term debt under the senior secured credit
facilities and the senior unsecured term loan approximate
fair value because the interest rate adjusts to market interest rates. The fair value of long term debt under the 2014
Notes, based on a quoted market price, was $269.8 million
at December 2, 2007.

2.226

VIAD CORP (DEC)
(In thousands)
Total current liabilities
Long-term debt and capital lease
obligations
Pension and postretirement benefits
Other deferred items and liabilities
Commitments and contingencies
Minority interest

2007
$188,056

2006
$131,684

11,714
23,099
82,665

12,943
25,480
67,314

5,984

5,220
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 11. Debt
Long-term debt as of December 31 was as follows(1) :
(In thousands)
Revolving credit agreement, 6.7% (2007)
and 6.1% (2006) floating rate indexed to
LIBOR at December 31, due 2011
Capital lease obligations, 6.6% (2007) and
6.7% (2006) weighted-average interest
rate at December 31, due to 2012
Current portion
Long-term debt
(1)

2007

2006

$ 9,193

$10,193

4,983
14,176
(2,462)
$11,714

4,849
15,042
(2,099)
$12,943

Rates shown are exclusive of the effects of commitment fees and
other costs of long-term bank credit.

As of December 31, 2007, Viad’s total debt of $14.2 million
consisted of $5.0 million of capital lease obligations (consisting predominantly of lease commitments for property and, to
a lesser extent, computer equipment) and a $9.2 million borrowing under the Company’s secured revolving credit agreement (the “Credit Facility”). In July 2004, Viad borrowed $12.4
million under its previous revolving credit agreement to pay in
full its ESOP debt obligation (see Note 13) and obtain release
of Viad from its guarantee of the loan. Viad became the new
lender to the ESOP, under essentially the same terms as the
previous bank loan, to preserve the continuity of the ESOP
and the release of Viad shares to participants’ accounts
through June 2009 (which was amended through December
31, 2016 as discussed in Note 13). This transaction did not
result in a net change to the Company’s outstanding debt.
In 2004, Viad entered into a $150 million secured revolving
credit agreement, which had a three-year term (expiring on
June 30, 2007). Effective June 15, 2006, Viad amended and
restated the $150 million secured revolving credit agreement.
The Credit Facility has a five year term (expiring on June 15,
2011) and borrowings are to be used for general corporate
purposes (including permitted acquisitions) and to support
up to $75 million of letters of credit. The line of credit may be
increased up to an additional $75 million under certain circumstances. The lenders have a first perfected security interest in all of the personal property of Viad and GES, including
65 percent of the capital stock of top-tier foreign subsidiaries.
Borrowings under the Credit Facility (of which GES is a guarantor) are indexed to the prime rate or the London Interbank
Offering Rate, plus appropriate spreads tied to Viad’s leverage ratio. Commitment fees and letters of credit fees are also
tied to Viad’s leverage ratio. The fees on the unused portion
of the Credit Facility are currently 0.15 percent annually. Financial covenants include a minimum consolidated net worth
requirement of not less than $344.6 million plus 50 percent
of positive quarterly net income earned in each fiscal quarter beginning with the quarter ended June 30, 2006 plus net
cash proceeds from all issuances of capital stock minus the
amount of capital stock repurchased, a fixed-charge coverage ratio of not less than 1.25 to 1 and a leverage ratio of
not greater than 2.75 to 1. Significant other covenants include limitations on: investments, common stock dividends,
stock repurchases, additional indebtedness, sales/leases of
assets, acquisitions, consolidations or mergers and liens on
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property. The terms of the Credit Facility restrict Viad from
paying more than $10 million in dividends in the aggregate
in any calendar year. Effective August 27, 2007, the Credit
Facility was amended to permit Viad to repurchase an additional $50 million of its common stock ($110 million in total)
during the term of the Credit Facility. As of December 31,
2007, Viad was in compliance with all covenants.
As of December 31, 2007, Viad had certain obligations under guarantees to third parties on behalf of its subsidiaries.
These guarantees are not subject to liability recognition in
the consolidated financial statements and primarily relate to
leased facilities and credit or loan arrangements with banks
entered into by the Company’s subsidiary operations. The
Company would generally be required to make payments to
the respective third parties under these guarantees in the
event that the related subsidiary could not meet its own payment obligations. The maximum potential amount of future
payments that Viad would be required to make under all
guarantees existing as of December 31, 2007 was $40.4 million, of which $40.3 million related to aggregate guarantees
on leased facilities and equipment expiring through October 2017. As of December 31, 2007, the aggregate guarantees related to credit or loan arrangements with banks were
$66,000 which expire concurrent with the credit or loan arrangement. There are no recourse provisions that would enable Viad to recover from third parties any payments made
under the guarantees. Furthermore, there are no collateral or
similar arrangements whereby Viad could recover payments.
Aggregate annual maturities of long-term debt and capital
lease obligations as of December 31, 2007 are as follows:

(In thousands)
2008
2009
2010
2011
2012
Total
Less: amount representing interest
Present value of minimum lease
payments

Revolving
Credit
Agreement
$1,000
1,000
1,000
6,193
—
$9,193

Capital
Lease
Obligations
$1,723
1,481
1,062
755
638
5,659
(676)
$4,983

Included in 2011 under “Revolving Credit Agreement” is the
amount due at the maturity of the Credit Facility.
The gross amount of assets recorded under capital leases
as of December 31, 2007 was $2.6 million and accumulated
amortization was $1.6 million. As of December 31, 2006, the
gross amount of assets recorded under capital leases and
accumulated amortization were $1.6 million and $799,000,
respectively.
The weighted-average interest rate on total debt was 8.3
percent, 8.1 percent and 8.2 percent, for 2007, 2006 and
2005, respectively.
The estimated fair value of total debt was $14.2 million and
$15.0 million as of December 31, 2007 and 2006, respectively. The fair value of debt was estimated by discounting
the future cash flows using rates currently available for debt
of similar terms and maturity.
Under a Shelf Registration filed with the SEC, Viad can
issue up to an aggregate $500 million of debt and equity securities. No securities have been issued under the program.
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2.227

VERISIGN, INC. (DEC)
(In thousands)
Total current liabilities
Long-term deferred revenues
Long-term accrued restructuring costs
Convertible debentures
Long-term tax liability
Long-term deferred tax liabilities
Other long-term liabilities
Total long-term liabilities

2007
$ 946,142
186,719
1,473
1,265,296
37,607
2,985
541
$1,494,621

2006
$1,359,277
159,439
937
—
—
24,849
5,175
$ 190,400

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 10. Junior Subordinated Convertible Debentures
In August 2007, VeriSign issued $1.25 billion principal
amount of 3.25% convertible debentures due August 15,
2037, to an initial purchaser in a private offering. The debentures are subordinated in right of payment to the Company’s
existing and future senior debt and to the other liabilities of
the Company’s subsidiaries. The debentures are initially convertible, subject to certain conditions, into shares of the Company common stock at a conversion rate of 29.0968 shares
of common stock per $1,000 principal amount of debentures,
representing an initial effective conversion price of approximately $34.37 per share of common stock. The conversion
rate will be subject to adjustment for certain events as outlined in the indenture governing the debentures but will not
be adjusted for accrued interest.
The Company received net proceeds of approximately
$1.22 billion after deduction of $25.8 million of costs incurred
upon the issuance of the convertible debentures. The debt
issuance costs are recorded in long-term other assets and
are being amortized to interest expense over 30 years. Interest is payable semiannually in arrears on August 15 and
February 15, beginning on February 15, 2008. Interest expense related to the debentures for the year ended December 31,2007, was approximately $15.0 million and was included in Other income, net. The debentures also have a
contingent interest component that will require the Company
to pay interest based on certain thresholds beginning with
the semi-annual interest period commencing on August 15,
2014, and upon the occurrence of certain events, as outlined
in the indenture governing the debentures.
On or after August 15, 2017, the Company may redeem
all or part of the debentures for the principal amount plus
any accrued and unpaid interest if the closing price of the
Company’s common stock has been at least 150% of the
conversion price then in effect for at least 20 trading days
during any 30 consecutive trading-day period prior to the
date on which the Company provides notice of redemption.
Upon conversion, the Company has the intent and the current ability to pay the holder the cash value of the applicable
number of shares of the Company’s common stock, up to the
principal amount of the debentures. If the conversion value
exceeds $1,000, the Company may also deliver, at its option, cash or common stock or a combination of cash and
common stock for the conversion value in excess of $1,000
(“conversion spread”).
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Holders of the debentures may convert their debentures at
the applicable conversion rate, in multiples of $1,000 principal amount, only under the following circumstances:
• during any fiscal quarter beginning after December 31,
2007, if the last reported sale price of the Company’s
common stock for at least 20 trading days during the
period of 30 consecutive trading days ending on the
last trading day of the immediately preceding fiscal
quarter is greater than or equal to 130% of the applicable conversion price on the last trading day of such
preceding fiscal quarter;
• during the five business-day period after any 10 consecutive trading-day period in which the trading price
per debenture for each day of that 10 consecutive
trading-day period was less than 98% of the product of
the last reported sale price of the Company’s common
stock and the conversion rate on such day;
• if the Company calls any or all of the debentures for redemption, at any time prior to the close of business on
the trading day immediately preceding the redemption
date;
• upon the occurrence of specified corporate transactions as specified in the indenture governing the
debentures; or
• at any time on or after May 15, 2037, and prior to the
maturity date.
In addition, holders of the debentures who convert their
debentures in connection with a fundamental change, as
defined in the indenture, may be entitled to a make-whole
premium in the form of an increase in the conversion rate.
Additionally, in the event of a fundamental change, the holders of the debentures may require VeriSign to purchase all
or a portion of their debentures at a purchase price equal to
100% of the principal amount of debentures, plus accrued
and unpaid interest, if any. As of December 31, 2007, none of
the conditions allowing holders of the debentures to convert
had been met.
The Company concluded that the embedded features related to the contingent interest payments, over-allotment option, and the Company making specific types of distributions (e.g., extraordinary dividends) qualify as derivatives and
should be bundled as a compound embedded derivative under SFAS 133. The fair value of the derivative at the date
of issuance of the debentures was $11.4 million including
$7.8 million for the contingent interest payment features and
$3.6 million for the over-allotment option feature, which is
accounted for as a discount on the debentures. The overallotment feature was revalued at $12.6 million on the date
of exercise at August 28, 2007, which is accounted for as a
premium on the debentures. The debt discount and the debt
premium are being accreted to the face value of the debentures as interest expense and interest income, respectively,
over 30 years. Any change in the fair value of this embedded derivative will be included in Other (loss) income, net.
The fair value of the derivative as of December 31, 2007, was
$14.2 million.
The balance of the convertible debentures at December 31,
2007, was $1.27 billion, including the fair value of the embedded derivative. The Company also concluded that the debentures are not conventional convertible debt instruments and
that the embedded stock conversion option qualifies as a
derivative under SFAS 133. In addition, in accordance with
EITF 00-19, the Company has concluded that the embedded
conversion option would be classified in stockholders’ equity
if it were a freestanding instrument. Accordingly, the embed-
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ded conversion option is not required to be accounted for
separately as a derivative.
Under the terms of the debentures, the Company is required to file a shelf registration statement covering resale of
the debentures and any common stock issuable upon conversion of the debentures with the SEC and to use reasonable efforts to cause the shelf registration statement to be
declared effective within 200 days of the closing of the offering of the debentures. In addition, the Company must use
reasonable efforts to maintain the effectiveness of the shelf
registration statement for a period of two years after the closing of the offering of the debentures, subject to certain rights
to suspend use of the shelf registration statement set forth in
the registration rights agreement and the other limitations. If
the Company fails to meet these terms, it will be required to
pay additional interest on the debentures at a rate per annum
equal to 0.25% for the first 90 days after the occurrence of the
event and 0.50% after the first 90 days. The Company filed
the shelf registration statement with the SEC on November 2,
2007. The registration statement has not yet been declared
effective by the SEC.

Debt Covenant Violation
2.228

INSIGHT ENTERPRISES, INC. (DEC)
(In thousands)
Total current liabilities
Long-term debt
Deferred income taxes
Other liabilities

2007
$857,354
187,250
27,305
20,075

2006
$818,496
224,250
25,517
21,652

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
6) Debt
Our long-term debt consists of the following (in thousands):

Term loan
Accounts receivable securitization
financing facility
Total
Less: current portion of term loan
Long-term debt

2007
$ 56,250

2006
$ 71,250

146,000
202,250
(15,000)
$187,250

168,000
239,250
(15,000)
$224,250

We have an agreement to sell receivables periodically to
a special purpose accounts receivable and financing entity
(the “SPE”), which is exclusively engaged in purchasing receivables from us. The SPE is a wholly-owned, bankruptcyremote entity that we have included in our consolidated financial statements. The SPE funds its purchases by selling
undivided interests in up to $225,000,000 of eligible trade accounts receivable to a multi-seller conduit administered by an
independent financial institution. The sales to the conduit do
not qualify for sale treatment under SFAS No. 140, “Accounting for Transfers and Servicing of Financial Assets and Extinguishment of Liabilities,” as we maintain effective control over
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the receivables that are sold. Accordingly, the receivables remain recorded on our consolidated balance sheets. At December 31, 2007 and 2006, the SPE owned $396,126,000
and $397,123,000, respectively, of receivables recorded at
fair value and included in our consolidated balance sheets,
of which $198,599,000 and $215,307,000, respectively, was
eligible for funding. The financing facility expires September 7, 2009. Interest is payable monthly, and the interest rate
at December 31, 2007 on borrowed funds was 5.87% per
annum, including the 0.55% commitment fee on the total
$225,000,000 facility. We also pay a 0.225% usage fee on the
unused balance. During the years ended December 31, 2007
and 2006, our weighted average interest rate per annum and
weighted average borrowings under the facility were 6.3%
and $123,097,000 and 5.7% and $63,948,000, respectively.
At December 31, 2007, $52,599,000 was available under the
facility.
Our financing facilities contain various covenants customary for transactions of this type, including the requirement
that we comply with maximum leverage and minimum fixed
charge ratio requirements and meet monthly, quarterly and
annual reporting requirements. If we fail to comply with these
covenants, the lenders would be able to demand payment
within a specified period of time.
As of December 31, 2007, we failed to comply with a
covenant, as defined in our accounts receivable securitization financing facility agreement, that requires us to have no
more than a certain percentage of aged receivables as compared to total receivables. In January 2008, we amended our
securitization facility, effective December 31, 2007, to change
the definition of the covenant, including an amendment to the
definition of how the covenant is calculated and its maximum
limit. At December 31, 2007, we were in compliance with the
amended terms.

2.231

CARLISLE COMPANIES INCORPORATED (DEC)
(In thousands)
Total current liabilities
Long-term liabilities
Long-term debt
Deferred revenue
Other long-term liabilities
Total long-term liabilities

2007
$388,187

2006
$470,842

262,809
93,745
125,158
$481,712

274,658
82,631
111,633
$468,922

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 8 (In Part): Borrowings
Borrowings under short-term credit lines and long-term debt
include:
(In thousands)
6.70% senior notes due 2008
7.25% senior notes due 2007
6.125% senior notes due 2016, net of
unamortized discount of ($970) and
($1,083) respectively
Accounts receivable securitization facility
Revolving credit lines
Industrial development and revenue
bonds through 2018
Other, including capital lease obligations
Short-term credit lines
Less short-term debt, including current
maturities and industrial revenue and
development bonds
Long-term debt

2007
$100,000
—

2006
$ 100,000
149,934

149,030
15,000
20,000

148,917
—
—

20,035
6,865
10,450
$321,380

20,035
7,448
—
$ 426,334

(58,571)
$262,809

(151,676)
$ 274,658

CREDIT AGREEMENTS
2.229

As shown in Table 2-29, many of the survey companies disclosed the existence of loan commitments from
financial institutions for future loans. Examples of such loan
commitment disclosures follow:

2.230
TABLE 2-29: CREDIT AGREEMENTS
Disclosing credit agreements...........
Not disclosing credit agreements.....

2007
551
49

2006
548
52

2005
534
66

2004
533
67

Total Companies ............................

600

600

600

600

ATT-SEC 2.229

On August 18, 2006, the Company issued $150 million in tenyear notes at an interest rate of 6.125% in anticipation of the
Company’s 7.25% $150 million notes maturing January 15,
2007. The net proceeds of the August 2006 notes were used
in the interim period to repay all amounts outstanding under the Company’s uncommitted line of credit, to reduce the
trade accounts receivable sold under the Company’s receivables facility and for general corporate purposes. The $150
million notes were included in Short-term debt at December
31, 2006. On January 15, 2007, the Company redeemed the
7.25% $150.0 million notes. The notes were repaid with cash
on hand as well as funds from the Company’s uncommitted
credit facilities.

•

•

•

•

•

•

Certain bonds payable held by the Company at December
31, 2007 mature on May 15, 2008. The Company, however,
intends to refinance those bonds payable upon maturity or
utilize its existing revolving credit facility until such refinancing is secured, thereby deferring the effective maturity of
those bonds payable beyond a twelve-month period immediately following December 31, 2007. Because of the Company’s intent and ability to defer the effective maturity beyond
a twelve-month period, these bonds payable are included in
Long-term debt at December 31, 2007.
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On July 12, 2007, the Company replaced its $300.0 million
revolving credit facility with a five-year $400.0 million revolving credit facility (the “2007 Facility”) in order to increase the
facility size, extend tenor, reduce pricing and improve certain other provisions. At December 31, 2007 the Company
had $376.5 million available under this facility. The 2007 Facility provides for grid-based interest pricing based on the
credit rating of the Company’s senior unsecured bank or
other unsecured senior debt and the Company’s utilization
of the 2007 Facility. The average interest rate on the 2007
Facility was 5.71%.
The Company also maintains a $55.0 million uncommitted line of credit of which $44.6 million was available as of
December 31, 2007. The average interest rate on the uncommitted line was 5.65%.
At December 31, 2007, letters of credit amounting to $46.6
million were outstanding primarily to provide security under
insurance arrangements and certain borrowings.
Under the Company’s various debt and credit facilities, the
Company is required to meet various restrictive covenants
and limitations, including certain net worth, cash flow ratios
and limits on outstanding debt balances held by certain subsidiaries. The Company was in compliance with all covenants
and limitations in 2007 and 2006.

2.232

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
10 (In Part): Short-Term Borrowings and Long-Term Debt
Short-term borrowings and long-term debt consist of the
following:
(In thousands)
Short-term borrowings
Securitization of accounts receivable
due in April 2008
Various debt due to Brazilian banks
Bank overdraft debt
Total short-term borrowings
Long-term debt
Term Loan facility
Amount due 2008 $ 33,706
Amount due 2009 $ 57,211
Amount due 2010 $149,680
Amount due 2011 $ 66,310
Amount due 2012 $ 84,162
Convertible debentures due on
August 15, 2033
Senior subordinated notes (6%)
due December 22, 2012
Total long-term debt
Less: current maturities
Net long-term debt

2007

2006

$115,000
—
—
$115,000

$100,000
288
1,979
$102,267

$391,069

$481,069

99,948

100,000

250,000
741,017
33,706
$707,311

250,000
831,069
38,144
$792,925

CHURCH & DWIGHT CO., INC. (DEC)
Credit Agreement
(Dollars in thousands)
Total current liabilities
Long-term debt
Deferred income taxes
Deferred and other long term liabilities
Pension, postretirement and
postemployment benefits
Minority interest
Total liabilities

2007
$ 457,789
707,311
162,746
87,769

2006
$ 444,404
792,925
134,269
46,763

36,416
194
$1,452,225

51,639
317
$1,470,317

AICPA Accounting Trends & Techniques

On December 23, 2005, the Company entered into an
amended and restated credit agreement (the “Credit Agreement”) with a number of banks and other financial institutions. This amended and restated Credit Agreement initially
provided for a five year Term Loan A in the principal amount
of $300.0 million and subject to an increase by up to an additional $250 million through an accordion feature upon satisfaction of certain conditions, and continued the existing five
year multi-currency revolving credit and letter of credit facility in an aggregate principal amount of up to $100.0 million.
On August 7, 2006, the Company’s existing bank credit facility was amended and increased by $250.0 million, which
the Company used to purchase OGI’s assets, while maintaining the $250.0 million accordion feature. The obligations
of the Company under the Credit Agreement are secured by
substantially all of the assets of the Company and certain of
its domestic subsidiaries. Those domestic subsidiaries have
also guaranteed the Company’s loan obligations under the
Credit Agreement. Certain of the covenants in the amended
and restated credit agreement were also modified. The Term
Loan and the Revolving Loans bear interest under one of two
rate options, selected by the Company, equal to (a) either (i)
a eurocurrency rate (adjusted for any reserve requirements)
(“Eurocurrency Rate”) or (ii) the greater of the prime rate, the
secondary market rate for three-month certificates of deposit
(adjusted for any reserve requirements) plus the applicable
FDIC assessment rate plus 1.0%, or the federal funds effective rate plus 0.5% (“Alternate Base Rate”), plus (b) an
applicable margin. On the closing date of the August 2006
amendment to the agreement, the applicable margin was (a)
1.00% for the Eurocurrency rate and (b) 0% for the alternate
rate. The term loan was used to refinance the Company’s
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Term Loan B and the revolving loans are available for general
corporate purposes.
During 2007, the Company paid approximately $90.0 million of its Tranche A term loan, of which $55.0 million were
voluntary payments.

2.233

DEL MONTE FOODS COMPANY (APR)
(In millions)
Accounts payable and accrued expenses
Short-term borrowings
Current portion of long-term debt
Total current liabilities
Long-term debt
Deferred tax liabilities
Other non-current liabilities
Total liabilities

2007
$ 508.7
21.8
29.4
559.9
1,951.9
368.0
229.5
$3,109.3

2006
$ 450.9
1.7
58.6
511.2
1,242.5
228.1
327.1
$2,308.9

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 8 (In Part): Short-Term Borrowings and
Long-Term Debt
On February 8, 2005, the Company completed the refinancing of a significant portion of its outstanding indebtedness
(the “2005 Refinancing”). The 2005 Refinancing was initiated
to reduce the applicable interest rate spread under its senior
credit facility debt (revolver and term loans), to reduce the
coupon rate on a portion of its senior subordinated debt, and
to provide the Company with enhanced operational flexibility.
The 2005 Refinancing included the consummation of a cash
tender offer and consent solicitation (the “2005 Offer”) with
respect to its outstanding 91 /4 % senior subordinated notes
due 2011 (the “91 /4 % Notes”), the private placement offering
of $250.0 principal amount of new 63 /4 % senior subordinated
notes due 2015 (the “63 /4 % Notes”) and the consummation
of a new $950.0 senior credit facility (the “2005 Credit Facility”). The Company used the proceeds from the sale of the
63 /4 % Notes, borrowings under the 2005 Credit Facility, and
cash on hand to fund the payment of consideration and costs
related to the 2005 Offer and to repay amounts outstanding
under its previous senior credit facility. The Company recognized $33.5 of expense as a result of the 2005 Refinancing.
The 2005 Credit Facility was comprised of a $350.0 revolving
credit facility with a term of six years, a $450.0 Term Loan A
facility with a term of six years, and a $150.0 Term Loan B
facility with a term of seven years.
On January 20, 2006, the Company entered into an amendment of the 2005 Credit Facility (such amendment, the “First
Amendment”). The material terms of the First Amendment
were as follows: (i) the First Amendment made less restrictive
the covenant limiting the ability of DMC and its subsidiaries
to dispose of assets outside the ordinary course of business; (ii) the First Amendment changed the requirements for
mandatory prepayments from material asset dispositions of
DMFC and its subsidiaries with respect to such asset dispositions that were consummated on or prior to July 30, 2006;
(iii) the First Amendment made less restrictive the covenant
limiting the ability of DMC to pay dividends to DMFC; (iv) the

ATT-SEC 2.233

8:39

First Amendment made less restrictive the financial covenant
requiring that a specified total debt ratio not be exceeded;
and (v) the First Amendment changed the definition of “cash
equivalents” in the 2005 Credit Facility to better reflect the
anticipated cash investment practices of DMC and DMFC.
On May 19, 2006, the Company entered into an amendment of the 2005 Credit Facility (such amendment, the “Second Amendment,” and the 2005 Credit Facility, as amended
by the First Amendment and the Second Amendment, hereinafter the “2006 Credit Facility.”) The amendment, among
other things, increased the existing Term Loan B facility commitments to a total of $790.9 and increased the existing revolving credit facility commitments to a total of $450.0, in
each case in order to provide funding for the Meow Mix and
Milk-Bone acquisitions. On the effective date of the amendment, DMC borrowed an additional $65.0 in Term B loans
and $125.0 under its revolving credit facility to provide a portion of the funding for the consummation on such date of
the Meow Mix acquisition and the payment of related fees
and expenses. On July 3, 2006, DMC borrowed an additional $580.0 in Term B loans and $13.0 under its revolving
credit facility to provide the funding for the Milk-Bone acquisition and to fund transaction related expenses. Pursuant to
the terms of the 2006 Credit Facility, scheduled amortization
with respect to the Term B loans was recalculated as of July 3,
2006 to reflect the higher total principal amount resulting from
the $580.0 Term B loan borrowing on such date.
On August 15, 2006, the Company entered into a third
amendment of its senior credit facility (such amendment,
the “Third Amendment,” and the 2006 Credit Facility, as
amended through August 15, 2006, the “Amended Senior
Credit Facility”). On the effective date of the amendment,
DMC borrowed an additional $100.0 in Term B loans, which
proceeds (net of fees and expenses) were used to reduce the
then-outstanding balance of the revolving credit facility. The
new Term B loans amortize on a pro rata basis with the existing Term B loans, and the other terms and conditions of the
new Term B loans (including without limitation the applicable
interest rate) are the same as the terms and conditions set
forth in the Amended Senior Credit Facility applicable to the
existing Term B loans.
Revolving Credit Facility
On December 20, 2002, in connection with the 2002 Merger,
DMC established a $300.0 six-year floating rate revolving
credit facility with several lender participants as part of its
senior credit facility. On January 30, 2004, the Company
completed an amendment of its senior credit facility, which
reduced the then-effective interest rate spread for the thenexisting revolving credit facility. As part of the 2005 Refinancing, the Company increased the revolving credit facility to
$350.0 and further reduced the effective interest rate spread.
In connection with the Second Amendment, the Company increased the revolving credit facility to $450.0. As of April 29,
2007, the effective interest rate for the outstanding balance
of the revolving credit facility (consisting solely of swing line
borrowings) under the Amended Senior Credit Facility was
the Swing Line Loan Rate of 8.75%, comprised of a spread
of 0.5% over the Bank of America prime rate. Additionally,
to maintain availability of funds under the revolving credit facility, the Company pays a 0.375% commitment fee on the
unused portion of the revolving credit facility.
The outstanding balance on the revolving credit facility was
$21.0 (consisting solely of swing line borrowings) and $0 at
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April 29, 2007 and April 30, 2006, respectively. As of April 29,
2007, the net availability under the revolving credit facility, reflecting $47.8 of outstanding letters of credit and outstanding
swing line borrowings of $21.0, was $381.2.
The revolving credit facility will mature, and the commitments thereunder will terminate, on February 8, 2011.
Term Loan Obligations
On December 20, 2002, in connection with the 2002 Merger,
DMC borrowed $945.0 under a six-year floating rate term
loan and an eight-year floating rate term loan which was denominated in both U.S. Dollars and Euros. Each of the 2002
Term Loan A and Term Loan B was made pursuant to the
terms of the Company’s senior credit facility. On January 30,
2004, the Company completed an amendment of its senior
credit facility, which, among other things, reduced and fixed
the interest rate spread for the then-existing Term Loan B at
2.25% over LIBOR.
On February 8, 2005, the Company completed the 2005
Refinancing, which included the consummation of the 2005
Credit Facility. The 2005 Credit Facility included a $450.0
Term Loan A facility with a term of six years, and a $150.0
Term Loan B facility with a term of seven years. The interest rate spread for the Term Loan A facility under the 2005
Credit Facility was subject to adjustment periodically based
on the total debt ratio and was a maximum of 1.50% over
the Eurodollar Rate (as set forth in the 2005 Credit Facility).
The interest rate spread for the Term Loan B facility under the
2005 Credit Facility was fixed at 1.50% over the Eurodollar
Rate (as set forth in the 2005 Credit Facility).
The interest rate spread for the Term Loan A facility under
the 2006 Credit Facility was subject to adjustment periodically based on the total debt ratio and was a maximum of
1.50% over the Eurodollar Rate. The interest rate spread for
the Term Loan B facility under the 2006 Credit Facility was
fixed at 1.50% over the Eurodollar Rate.
The interest rate spread for the Term Loan A facility under
the Amended Senior Credit Facility may be adjusted periodically based on the total debt ratio and is a maximum of
1.50% over the Eurodollar Rate. The interest rate spread for
the Term Loan B facility under the Amended Senior Credit Facility is at the Company’s option, either (a) the Base Rate, as
defined in the Amended Credit Agreement, plus 0.50% per
annum or (b) the Eurodollar Rate, as defined in the Amended
Credit Agreement, plus 1.50% per annum.
The interest rate payable on the Term Loan A facility and
Term Loan B facility was 6.82% and 6.84%, respectively, as
of April 29, 2007. As of April 30, 2006, the interest rate payable
on both the Term Loan A facility and Term Loan B facility was
6.50%.
The Term Loan A facility under the Amended Senior Credit
Facility will be due in full on February 8, 2011 and the Term
Loan B facility will be due in full on February 8, 2012. Scheduled amortization with respect to the Term Loan A facility is
approximately the following percentages of the original outstanding principal amount (adjusted for prepayments): 5.0%
for fiscal year 2008, 7.5% for fiscal year 2009, 10.0% for fiscal
year 2010, and 75.0% for fiscal year 2011. Scheduled amortization with respect to the Term Loan B facility outstanding
principal amount as of the effective date of the Third Amendment is approximately 1.00% per annum with respect to each
of the quarterly payments from July 27, 2007 through January 28, 2011, with the remaining 95.5% due in four approximately equal installments commencing on April 29, 2011 and

AICPA Accounting Trends & Techniques

ending on the February 8, 2012 maturity date. Scheduled
amortization payments with respect to the Term Loan A facility and Term Loan B facility are subject to reduction on a pro
rata basis upon mandatory and voluntary prepayments on
terms and conditions set forth in the Amended Senior Credit
Facility.

•

•

•

•

•

•

The Company’s debt consisted of the following, as of the
dates indicated:
2007
Short-term borrowings
Revolver
Other

$
$

Long-term debt
Term A Loan
Term B Loan
Total Term Loans
91 /4 % senior subordinated notes
85 /8 % senior subordinated notes
63 /4 % senior subordinated notes

$ 399.1
882.2
1,281.3
—
450.0
250.0
1,981.3
29.4
$1,951.9

Less current portion

•

•

•

21.0
0.8
21.8

•

•

2006
$
$

—
1.7
1.7

$ 450.0
148.5
598.5
2.6
450.0
250.0
1,301.1
58.6
$1,242.5

•

In accordance with the terms of the then in effect 2005 Credit
Facility, as amended, DMC was required to make a prepayment of term loan debt in the amount of 20% of the Net Cash
Proceeds, as defined in the 2005 Credit Facility, received in
connection with and upon the consummation of, certain Major Dispositions, as defined in the 2005 Credit Facility, prior
to July 30, 2006. Such prepayment was required to be made
substantially contemporaneously with the consummation of
the applicable Major Disposition. The sale of the Soup and Infant Feeding Businesses described in Notes 1 and 3 qualified
as such a Major Disposition. The applicable mandatory prepayment of $43.3 was deposited into an escrow account by
DMC on April 25, 2006, and was reflected as restricted cash
on the balance sheet as of April 30, 2006. The payment was
applied to reduce term loan debt in May 2006. Accordingly,
the amount of the mandatory prepayment of $43.3 was included in the current portion of long-term debt as of April 30,
2006.
At April 29, 2007, agreements relating to the Company’s
long-term debt, including the credit agreement governing the
Amended Senior Credit Facility and the indentures governing
the senior subordinated notes, contain covenants that restrict
the ability of DMC and its subsidiaries, among other things, to
incur or guarantee indebtedness, issue capital stock, pay dividends on and redeem capital stock, prepay certain indebtedness, enter into transactions with affiliates, make other
restricted payments, including investments, incur liens, consummate asset sales and enter into consolidations or mergers. Certain of these covenants are also applicable to DMFC.
Del Monte is required to meet a maximum leverage ratio and
a minimum fixed charge coverage ratio under the Amended
Senior Credit Facility. The Second Amendment increased the
maximum permitted leverage ratio in effect through the term
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of the Amended Senior Credit Facility and decreased the minimum fixed charge coverage ratio in effect through the term
of the Amended Senior Credit Facility. The maximum permitted leverage ratio decreases over time and the minimum
fixed charge coverage ratio increases over time, as set forth
in the Amended Senior Credit Facility. As of April 29, 2007,
the Company believes that it is in compliance with all such
financial covenants.

LONG-TERM LEASES
2.234 Standards for reporting leases on the financial statements of lessees and lessors are set forth in SFAS No. 13,
Accounting for Leases, and in subsequently issued amendments and interpretations of SFAS No. 13.
2.235 Table 2-30, in addition to summarizing the number
of survey companies reporting capitalized and/or noncapitalized lessee leases, shows the nature of information most
frequently disclosed by the survey companies for capitalized
and noncapitalized lessee leases. 61 survey companies reported lessor leases.
2.236 Examples of long-term lease presentations and disclosures follow.

2.237

Lessee—Capital Leases
2.238

ARKANSAS BEST CORPORATION (DEC)
(In thousands)
Current liabilities
Bank overdraft and drafts payable
Accounts payable
Income taxes payable
Accrued expenses
Current portion of long-term debt
Total current liabilities
Long-term debt, less current portion
Pension and postretirement liabilities
Other liabilities
Deferred income taxes

(In thousands)
Revolving credit agreement
Capitalized lease obligations(1)
Other (bears interest at 6.3%)

(1)

150
92
58
4

151
96
56
4

154
81
45
2

148
85
29
6

566
79
53

565
57
42

572
58
44

556
65
46

559

561

565

554

14

10

8

6

Number of Companies
Noncapitalized leases only.......................
Capitalized and noncapitalized leases.....
Capitalized leases only.............................
No leases disclosed..................................

311
274
6
9

315
271
5
9

317
261
5
17

316
258
9
17

Total Companies.....................................

600

600

600

600

Information Disclosed
as to Noncapitalized Leases
Rental expenses
Basic......................................................
Sublease................................................
Contingent.............................................
Minimum rental payments
Schedule of............................................
Classified by major categories of
property..............................................

ATT-SEC 2.234

$ 15,248
60,341
2,414
166,631
171
244,805
1,400
48,859
25,093
$ 30,806

$ 17,423
63,477
5,833
171,432
249
258,414
1,184
54,616
25,655
$ 19,452

Note H (In Part): Long-Term Debt and Credit Agreement

TABLE 2-30: LONG-TERM LEASES

Information Disclosed
as to Capitalized Leases
Minimum lease payments.........................
Imputed interest ........................................
Leased assets by major classifications....
Executory costs.........................................

2006

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Less current portion

Number of Companies
2007 2006 2005 2004

2007

2007
$ —
1,571
—
1,571
171
$1,400

2006
—
239
1,194
1,433
249
$1,184
$

The Company has capitalized lease obligations related to real
estate and certain computer equipment. These obligations have
a weighted-average interest rate of 5.65% at December 31, 2007.

The future minimum payments under capitalized leases at
December 31, 2007, consisted of the following:
(In thousands)
2008
2009
2010
2011
2012
Thereafter
Total minimum lease payments
Less amounts representing interest
Present value of net minimum leases included
in long-term debt

$ 257
257
172
177
182
1,014
2,059
488
$1,571
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Assets held under capitalized leases at December 31 are included in property, plant and equipment as follows:
(In thousands)
Real estate
Service, office and other equipment

2007
$1,499
1,364
2,863
1,329
$1,534

Less accumulated amortization

2006
$ —
1,364
1,364
1,120
$ 244

Amortization of assets under capital leases is included in depreciation expense.
The Company paid interest of $0.6 million in 2007, $0.3
million in 2006, and $0.5 million in 2005, net of capitalized
interest which totaled $0.2 million in each of the years ended
December 31, 2007, 2006 and 2005.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands)
Note 1 (In Part): Summary of Significant Accounting Policies
Property
Depreciation and amortization are calculated on the straightline basis over the estimated useful lives of the assets. Buildings are depreciated based on lives varying from twenty to
forty years and equipment is depreciated based on lives varying from three to twelve years. Leasehold improvements are
amortized over the lesser of their estimated useful lives or
the remaining available lease terms. Property leased under
capital leases is amortized over the lives of the respective
leases or over their economic useful lives, whichever is less.
During fiscal 2006, 2005 and 2004, in addition to the impairment losses discussed above, we disposed of and/or wrote
down certain assets, which resulted in pretax net gains of
$28.1 million, $24.8 million, and $28.7 million, respectively.
Note 11 (In Part): Lease Obligations

2.239

THE GREAT ATLANTIC & PACIFIC TEA COMPANY,
INC. (FEB)
(Dollars in thousands)
Assets
Total current assets
Property
Land
Buildings
Equipment
Leasehold improvements
Total—at cost
Less accumulated depreciation and
amortization
Property owned, net
Property under capital leases, net
Property—net
Equity investment in Metro, Inc.
Other assets
Total assets
Liabilities
Current liabilities
Current portion of long-term debt
Current portion of obligations under
capital leases
Accounts payable
Book overdrafts
Accrued salaries, wages and benefits
Accrued taxes
Other accruals
Total current liabilities
Long-term debt
Long-term obligations under capital
leases
Long-term real estate liabilities
Other non-current liabilities
Total liabilities

2007

2006

$ 748,908

$ 1,210,014

44,878
200,404
1,299,468
916,115
2,460,865

51,899
213,639
1,304,053
1,114,989
2,684,580

(1,541,543)
919,322
20,676
939,998
368,871
53,846
$ 2,111,623

(1,809,440)
875,140
23,094
898,234
338,756
51,861
$ 2,498,865

$

$

32,069

569

1,554
197,500
31,833
115,719
34,452
145,264
558,391
284,214

2,274
209,774
35,447
121,734
34,215
206,260
610,273
246,282

29,938
300,832
507,578
$ 1,680,953

32,270
297,453
640,860
$ 1,827,138

AICPA Accounting Trends & Techniques

We operate primarily in leased facilities. Lease terms generally range up to twenty-five years for store leases and thirty
years for other leased facilities, with options to renew for additional periods. In addition, we also lease some store equipment and trucks. The majority of the leases contain escalation
clauses relating to real estate tax increases and certain store
leases provide for increases in rentals when sales exceed
specified levels.
Depending on the specific terms of the leases, our obligations are in three forms: capital leases, operating leases and
long-term real estate liabilities.
The Consolidated Balance Sheets include the following
capital leases:
2007
$ 41,135
(20,459)
$ 20,676

Property under capital leases
Accumulated amortization
Net property under capital leases

2006
$ 52,454
(29,360)
$ 23,094

During fiscal 2005, we entered into a new capital lease totaling $10 million. This capital lease amount is a non-cash
transaction and, accordingly, has been excluded from the
Consolidated Statements of Cash Flows. During fiscal 2006
and fiscal 2004, we did not enter into any new capital leases.
Interest paid as part of our capital lease obligations was approximately $3.5 million in fiscal 2006, $6.3 million in fiscal
2005 and $7.5 million in fiscal 2004.

•

•

•

•

•

•
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Future minimum annual lease payments for capital leases
and noncancelable operating leases in effect at February 24,
2007 are shown in the table below.
Operating Leases
Future Minimum Rental Payments
Fiscal
2007
2008
2009
2010
2011
2012 and thereafter
Net minimum rentals
Less interest portion

Capital
Leases
$ 4,592
4,543
4,331
4,041
4,064
46,525
68,096
(36,886)

Present value of future minimum rentals

$ 31,210

Open
Stores
$ 182,707
179,294
175,216
166,733
156,876
1,202,195
$2,063,021

2.240

SCHOLASTIC CORPORATION (MAY)
(Amounts in millions)
Current liabilities
Lines of credit, short-term debt and current
portion of long-term debt
Capital lease obligations
Accounts payable
Accrued royalties
Deferred revenue
Other accrued expenses
Total current liabilities

2007

2006

$ 66.2
5.5
135.4
39.2
24.2
143.6
$414.1

$329.2
7.5
141.7
36.6
19.3
154.7
$689.0

Noncurrent liabilities
Long-term debt
Capital lease obligations
Other noncurrent liabilities
Total noncurrent liabilities

173.4
59.8
101.4
$334.6

173.2
61.4
79.3
$313.9

Total
$ 225,408
218,142
212,681
200,982
188,585
1,407,772
$2,453,570

Net Future
Minimum Rental
Payments
$ 199,737
195,772
191,911
182,688
173,540
1,314,994
$2,258,642

Future Minimum
Sublease Rentals
$ 25,671
22,370
20,770
18,294
15,045
92,778
$194,928

the Company’s normal depreciation policy for tangible fixed
assets, but generally not exceeding the lease term. Interest
charges are expensed over the period of the lease in relation
to the carrying value of the capital lease obligation.
4 (In Part): Commitments and Contingencies

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in millions)
1 (In Part): Summary of Significant Accounting Policies
Leases (In Part)
Lease agreements are evaluated to determine whether they
are capital or operating leases in accordance with Statement
of Financial Accounting Standards (“SFAS”) No. 13, “Accounting For Leases,” as amended (“SFAS No. 13”). When
substantially all of the risks and benefits of property ownership have been transferred to the Company, as determined
by the test criteria in SFAS No. 13, the lease then qualifies as
a capital lease.
Capital leases are capitalized at the lower of the net present
value of the total amount of rent payable under the leasing agreement (excluding finance charges) or the fair market
value of the leased asset. Capital lease assets are depreciated on a straight-line basis, over a period consistent with
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Closed
Sites
$ 42,701
38,848
37,465
34,249
31,709
205,577
$390,549

Lease Obligations (In Part)
The Company was obligated under capital leases covering
land, buildings and equipment in the amount of $65.3 and
$68.9 at May 31, 2007 and 2006, respectively. Amortization
of assets under capital leases is included in depreciation and
amortization expense.
The following table sets forth the composition of capital
leases reflected as Property, Plant and Equipment in the consolidated balance sheets at May 31:

Land
Buildings
Equipment
Accumulated amortization
Total

2007
$ 3.5
39.0
51.6
94.1
(47.3)
$ 46.8

2006
$ 3.5
39.0
49.0
91.5
(39.2)
$ 52.3
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The following table sets forth the aggregate minimum future
annual rental commitments at May 31, 2007 under all noncancelable leases for fiscal years ending May 31:

2008
2009
2010
2011
2012
Thereafter
Total minimum lease payments
Less amount representing interest
Present value of net minimum capital lease
payments
Less current maturities of capital lease
obligations
Long-term capital lease obligations

Operating
Leases
$ 37.5
26.2
21.7
16.8
14.7
69.0
$185.9

Capital
Leases
$ 11.2
10.1
8.4
5.9
5.6
212.6
253.8
188.5
65.3
5.5
$ 59.8

Lessee—Operating Leases

global shipping operators, Eastwind Maritime Inc. and NYKCool AB. The company is leasing back eleven of the ships
for a period of seven years, with options for up to an additional five years, and one vessel for a period of three years,
with an option for up to an additional two years. In addition,
the company is leasing seven more ships, five of which are
being leased for a period of three years and two for a period
of two years. The company expects to make future annual
rental payments of approximately $100 million during the first
three years of the agreement and approximately $60 million
for the last four years.
Future minimum rental payments required under operating
leases having initial or remaining non-cancelable lease terms
in excess of one year at December 31, 2007 are as follows:

(In thousands)
2008
2009
2010
2011
2012
Later years

Ships and
Containers
$120,623
112,345
96,708
62,746
59,871
86,430

Other
$34,130
28,211
23,161
19,001
11,947
52,008

Total
$154,753
140,556
119,869
81,747
71,818
138,438

Portions of the minimum rental payments for ships constitute
reimbursement for ship operating costs paid by the lessor.

2.241

CHIQUITA BRANDS INTERNATIONAL, INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Leases
The company leases land and fixed assets for use in operations. The company’s leases are evaluated at inception
or at any subsequent material modification and, depending
on the lease terms, are classified as either capital leases or
operating leases, as appropriate under SFAS No. 13, “Accounting for Leases.” For operating leases that contain builtin pre-determined rent escalations, rent holidays or rent concessions, rent expense is recognized on a straight-line basis
over the life of the lease.
Note 8 (In Part): Leases and Non-Cancelable
Purchase Commitments
Leases
Total rental expense consists of the following:
(In thousands)
Gross rentals
Ships and containers
Other
Sublease rentals

FOOT LOCKER, INC. (JAN)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Accounting for Leases
The Company recognizes rent expense for operating leases
as of the possession date for store leases or the commencement of the agreement for a non-store lease. Rental expense, inclusive of rent holidays, concessions and tenant
allowances are recognized over the lease term on a straightline basis. Contingent payments based upon sales and future
increases determined by inflation related indices cannot be
estimated at the inception of the lease and accordingly, are
charged to operations as incurred.
16. Leases

2007

2006

2005

$143,942
52,590
196,532
(7,318)
$189,214

$101,383
48,325
149,708
(5,938)
$143,770

$ 90,279
43,400
133,679
(3,390)
$130,289

No purchase options exist on ships under operating leases.
In June 2007, the company completed the sale of its twelve
refrigerated cargo ships, as discussed in Note 3. The ships
are being chartered back from an alliance formed by two

AICPA Accounting Trends & Techniques
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The Company is obligated under operating leases for almost
all of its store properties. Some of the store leases contain
renewal options with varying terms and conditions. Management expects that in the normal course of business, expiring
leases will generally be renewed or, upon making a decision
to relocate, replaced by leases on other premises. Operating lease periods generally range from 5 to 10 years. Certain leases provide for additional rent payments based on a
percentage of store sales. Rent expense includes insurance,
maintenance, and other costs as required by some of the
Company’s leases.
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Rent expense consists of the following:
(In millions)
Minimum rent
Other occupancy expenses
Contingent rent based on
sales
Sublease income
Total rent expense

2007
$521
151

2006
$496
145

2005
$489
141

17
(1)
$688

21
(1)
$661

13
(1)
$642

Future minimum lease payments under non-cancelable operating leases are:
(In millions)
2008
2009
2010
2011
2012
Thereafter
Total operating lease commitments

$ 487
434
398
354
297
823
$2,793

2.243

RETAIL VENTURES, INC. (JAN)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Deferred Rent
Many of the Company’s operating leases contain predetermined fixed increases of the minimum rental rate during the
initial lease term. For these leases, the Company recognizes
the related rental expense on a straight-line basis and records
the difference between the amount charged to expense
and the rent paid as deferred rent and begins amortizing such
deferred rent upon the delivery of the lease location by the
lessor. The amounts included in the other noncurrent liabilities caption were $38.1 million and $32.4 million, at February 2, 2008 and February 3, 2007, respectively.
3 (In Part): Related Party Transactions
The Company purchases merchandise from affiliates of
Schottenstein Stores Corporation (“SSC’’), the direct owner
of approximately 39.5% of the common shares of Retail Ventures (excluding common shares underlying warrants held by
SSC). The amount of purchases from SSC and its affiliates
in fiscal 2007, fiscal 2006 and fiscal 2005 was $0.7 million,
$2.2 million and $2.4 million, respectively.
The Company also leases certain store and warehouse locations owned by SSC.
6. Leases
The Company leases stores and warehouses under various
arrangements with related and unrelated parties. Such leases
expire through 2024 and in most cases provide for renewal
options. Generally, the Company is required to pay real estate
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taxes, maintenance, insurance and contingent rentals based
on sales in excess of specified levels. There were no capital
leases outstanding during fiscal 2007 or 2006 in continuing
operations.
Future minimum lease payments required under the aforementioned leases, exclusive of real estate taxes, insurance
and maintenance costs, at February 2, 2008 are as follows
(in thousands):
Operating Leases
Fiscal Year
2008
2009
2010
2011
2012
Future Years
Total minimum lease
payments

Total
$ 163,002
166,087
159,920
149,997
134,380
620,676

Unrelated
Party
$ 145,486
148,315
142,190
132,118
116,096
497,714

Related
Party
$ 17,516
17,772
17,730
17,879
18,284
122,962

$1,394,062

$1,181,919

$212,143

The composition of rental expense was as follows (in
thousands):

Minimum rentals
Unrelated parties
Related parties
Contingent rentals
Unrelated parties
Related parties
Total

2008

2007

2006

$125,381
12,945

$108,741
10,311

$100,548
8,825

25,391

17,749

17,311

$163,717

$136,801

$126,684

Many of the Company’s leases contain fixed escalations of
the minimum annual lease payments during the original term
of the lease. For these leases, the Company recognizes rental
expense on a straight-line basis and records the difference
between the average rental amount charged to expense and
the amount payable under the lease as deferred rent. At the
end of fiscal 2007 and 2006, the balance of deferred rent was
$38.1 million and $32.4 million, respectively, and is included
in other noncurrent liabilities. Certain store and warehouse
leases provided landlord incentives totaling $76.2 million and
$57.0 million in fiscal 2007 and 2006, respectively. These incentives are recorded as other noncurrent liabilities in the accompanying consolidated balance sheet and are amortized
as a reduction of rent expense over the remaining minimum
lease term.
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Lessor Leases

• support services; and
• business services.
In accordance with GAAP, the Company recognizes revenue
from these sources as follows:

2.244

PITNEY BOWES INC. (DEC)
(In thousands)
Assets
Current assets
Cash and cash equivalents
Short-term investments
Accounts receivable, less allowances
of $49,324 and $50,052, respectively
Finance receivables, less allowances
of $45,859 and $45,643, respectively
Inventories
Current income taxes
Other current assets and prepayments
Total current assets
Property, plant and equipment, net
Rental property and equipment, net
Long-term finance receivables, less
allowances of $32,512 and $36,856,
respectively
Investment in leveraged leases
Goodwill
Intangible assets, net
Non-current income taxes
Other assets
Total assets

263

2007

2006

$ 377,176
63,279

$ 239,102
62,512

841,072

744,073

1,498,486
197,962
83,227
258,411
3,319,613
627,918
435,927

1,404,070
237,817
54,785
231,096
2,973,455
612,640
503,911

1,533,773
249,191
2,299,858
457,188
28,098
598,377
$9,549,943

1,530,153
215,371
1,791,157
365,192
73,739
543,326
$8,608,944

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands)
1 (In Part): Summary of Significant Accounting Policies
Fixed Assets and Depreciation
Property, plant and equipment and rental equipment are
stated at cost and depreciated principally using the straightline method over their estimated useful lives. The estimated
useful lives of depreciable fixed assets are as follows: buildings, up to 50 years; plant and equipment, 3 to 15 years;
and computer equipment, 3 to 5 years. Major improvements
which add to productive capacity or extend the life of an asset
are capitalized while repairs and maintenance are charged to
expense as incurred. Leasehold improvements are amortized
over the shorter of the estimated useful life or their related
lease term.
Fully depreciated assets are retained in fixed assets and
accumulated depreciation until they are removed from service. In the case of disposals, assets and related accumulated depreciation are removed from the accounts, and the
net amounts, less proceeds from disposal, are included in
income.
Revenue Recognition (In Part)
We derive our revenue from the following sources:
• equipment sales;
• supplies;
• software;
• rentals;
• financing;

AICPA Accounting Trends & Techniques

Rentals Revenue
We rent equipment to our customers, primarily postage meters and mailing equipment, under short-term rental agreements, generally for periods of 3 months to 5 years. Rental
revenue includes revenue from the subscription for digital
meter services. We invoice in advance for postage meter
rentals. We defer the billed revenue and include it initially in
advance billings. Rental revenue is recognized on a straightline basis over the term of the rental agreement. We defer
certain initial direct costs incurred in consummating a transaction and amortize these costs over the term of the agreement. The initial direct costs are primarily personnel related
costs. Other assets on our Consolidated Balance Sheets include $39.0 million and $42.9 million of these deferred costs
at December 31, 2007 and 2006, respectively. The Consolidated Statements of Income include the related amortization expense of $19.1 million, $21.6 million and $24.8 million
for the years ended December 31, 2007, 2006 and 2005,
respectively.
Financing Revenue
We provide lease financing of our products primarily through
sales-type leases. When a sales-type lease is consummated,
we record the gross finance receivable, unearned income and
the estimated residual value of the leased equipment. Residual values are estimated based upon the average expected
proceeds to be received at the end of the lease term. We
evaluate recorded residual values at least on an annual basis
or as circumstances warrant. A reduction in estimated residual values could require an impairment charge as well as a
reduction in future financing income.
Unearned income represents the excess of the gross finance receivable plus the estimated residual value over the
sales price of the equipment. We recognize the equipment
sale at the inception of the lease. We recognize unearned
income as financing revenue using the interest method over
the lease term.
We provide financing to our customers for the purchase
of postage and related supplies. Financing revenue includes
interest which is earned over the term of the loan and related
fees which are recognized as services are provided.
Multiple Element Arrangements
Certain of our transactions are consummated at the same
time. The most common form of these transactions involves
the sale or lease of equipment, a meter rental and/or an
equipment maintenance agreement. In these cases, revenue
is recognized for each of the elements based on their relative fair values in accordance with SFAS 13, Emerging Issues Task Force (EITF) No. 00-21, Accounting for Revenue
Arrangements with Multiple Deliverables, and SAB 104. Fair
values of any meter rental or equipment maintenance agreement are determined by reference to the prices charged in
standalone and renewal transactions. Fair value of equipment
is determined based upon the present value of the minimum.
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5. Fixed Assets

Accumulated depreciation
Property, plant and equipment, net

2007
$ 33,961
400,548
1,443,384
1,877,893
(1,249,975)
$ 627,918

2006
$ 34,397
402,200
1,394,543
1,831,140
(1,218,500)
$ 612,640

Rental equipment
Accumulated depreciation
Rental property and equipment, net

$ 1,189,675
(753,748)
$ 435,927

$ 1,163,705
(659,794)
$ 503,911

Land
Buildings
Machinery and equipment

Depreciation expense was $318.1 million, $311.2 million and
$292.2 million for the years ended December 31, 2007,
2006 and 2005, respectively. Depreciation expense included
amounts from discontinued operations of $9.2 million and
$3.2 million for the years ended December 31, 2006 and
2005, respectively. Rental equipment is primarily comprised
of postage meters. A pre-tax non-cash impairment charge
of $61.5 million for net rental property and equipment was
recorded in 2007 associated with our transitional initiatives,
included in the restructuring charges and asset impairments
line of the Consolidated Statement of Income. See Note 14
to the Consolidated Financial Statements for further details.
18 (In Part): Finance Assets
Leveraged Leases
Our investment in leveraged lease assets consists of the
following:

Rental receivables
Unguaranteed residual values
Principal and interest on
non-recourse loans
Unearned income
Investment in leveraged leases
Less: deferred taxes related to
leveraged leases
Net investment in leveraged leases

2007
$ 1,889,083
32,487

2006
$ 1,687,730
28,536

(1,478,555)
(193,824)
249,191

(1,326,361)
(174,534)
215,371

(117,500)
$ 131,691

(90,716)
$ 124,655

In the fourth quarter of 2006, we determined the need to adjust the accounting for our remaining leveraged lease transactions. As a result, we recorded a $4.6 million reduction
to our opening retained earnings. This reflects the cumulative effect of these adjustments. We also adjusted the related lease assets and liabilities on our Consolidated Balance
Sheet. See Note 1 to the Consolidated Financial Statements
for further discussion.
The following is a summary of the components of income
from leveraged leases. The income amounts in prior years
from Capital Services have been reclassified as discontinued
operations:

Pre-tax leveraged lease income
Income tax effect
Income from leveraged leases
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2007
$4,270
1,186
$5,456

2006
$8,019
(923)
$7,096

2005
$10,897
(3,814)
$ 7,083

RYDER SYSTEM, INC. (DEC)
(Dollars in thousands)
Assets
Current assets
Cash and cash equivalents
Receivables, net
Inventories
Prepaid expenses and other current assets
Total current assets
Revenue earning equipment, net of
accumulated depreciation of $2,724,565
and $2,825,876, respectively
Operating property and equipment, net of
accumulated depreciation of $811,579
and $778,550, respectively
Goodwill
Intangible assets
Direct financing leases and other assets
Total assets

2007

2006

$ 116,459
843,662
58,810
203,131
1,222,062

$ 128,639
883,478
59,318
190,381
1,261,816

4,501,397

4,509,332

518,728
166,570
19,231
426,661
$6,854,649

498,968
159,244
14,387
385,176
$6,828,923

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Revenue Recognition (In Part)
We generate revenue through the lease, rental and maintenance of revenue earning equipment and services rendered
under service contracts. We recognize revenue when persuasive evidence of an arrangement exists, the services have
been rendered to customers or delivery has occurred, the
pricing is fixed or determinable, and collectibility is reasonably assured. We are required to make judgments about
whether pricing is fixed or determinable and whether or not
collectibility is reasonably assured.
Revenue is recorded on a gross basis, without deducting
third-party services costs, when we are acting as a principal
with substantial risks and rewards of ownership. Revenue is
recorded on a net basis, after deducting third-party services
costs, when we are acting as an agent without substantial
risks and rewards of ownership. Sales tax collected from
customers and remitted to the applicable taxing authorities
is accounted for on a net basis, with no impact on revenues.
In addition to the aforementioned general policy, the following are the specific revenue recognition policies for our
reportable business segments by major revenue arrangement:
Fleet Management Solutions (FMS)
Revenue from leases and rental agreements is driven by the
classification of the arrangement as either an operating or
direct finance lease under Statement of Financial Accounting
Standards (SFAS) No. 13, “Accounting for Leases.”
• The majority of our leases and all of our rental agreements are classified as operating leases and therefore,
we recognize revenue on a straight-line basis as vehicles are used over the terms of the related agreements.
Lease and rental agreements do not usually provide
for scheduled rent increases or escalations. However,
lease agreements allow for rate changes based upon
changes in the Consumer Price Index (CPI). Lease and
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rental agreements also provide for a fixed per-mile
charge plus a fixed time charge. The fixed per-mile
charge, the fixed time charge and the changes in rates
attributed to changes in the CPI are considered contingent rentals and recognized as earned.
• Direct financing lease revenue is recognized using the
effective interest method, which provides a constant
periodic rate of return on the outstanding investment
on the lease.
Revenue Earning Equipment, Operating Property and
Equipment, and Depreciation (In Part)
Revenue earning equipment, comprised of vehicles, and operating property and equipment are stated at cost inclusive
of vendor rebates. Revenue earning equipment and operating property and equipment under capital lease are stated at
the lower of the present value of minimum lease payments or
fair value. Vehicle repairs and maintenance that extend the
life or increase the value of a vehicle are capitalized, whereas
ordinary maintenance and repairs are expensed as incurred.
The cost of vehicle replacement tires and tire repairs are expensed as incurred. Direct costs incurred in connection with
developing or obtaining internal-use software are capitalized.
Costs incurred during the preliminary software development
project stage, as well as maintenance and training costs, are
expensed as incurred.

•

•

•

•

•

•

Provision for depreciation is computed using the straight-line
method on all depreciable assets. We periodically review and
adjust, as appropriate, the residual values and useful lives of
revenue earning equipment. Our review of the residual values
and useful lives of revenue earning equipment, is established
with a long-term view considering historical market price

changes, current and expected future market price trends,
expected life of vehicles and extent of alternative uses.
Impairment of Long-Lived Assets Other Than Goodwill
Long-lived assets held and used, including revenue earning
equipment, operating property and equipment and intangible assets with finite lives, are tested for recoverability when
circumstances indicate that the carrying amount of assets
may not be recoverable. Recoverability of long-lived assets
is evaluated by comparing the carrying amount of an asset or asset group to management’s best estimate of the
undiscounted future operating cash flows (excluding interest charges) expected to be generated by the asset or asset
group. If these comparisons indicate that the asset or asset group is not recoverable, an impairment loss is recognized for the amount by which the carrying value of the asset
or asset group exceeds fair value. Fair value is determined
by quoted market price, if available, or an estimate of projected future operating cash flows, discounted using a rate
that reflects the related operating segment’s average cost of
funds. Long-lived assets to be disposed of including revenue
earning equipment, operating property and equipment and
indefinite-lived intangible assets, are reported at the lower of
carrying amount or fair value less costs to sell.
6. Receivables
(In thousands)
Trade
Direct financing leases
Income tax
Insurance
Vendor rebates
Other

2007
$771,104
69,346
—
6,572
2,435
11,159
860,616
(16,954)
$843,662

Allowance
Total

2006
$794,965
68,139
8,462
9,225
7,144
10,287
898,222
(14,744)
$883,478

8. Revenue Earning Equipment

(In thousands)
Full service lease
Commercial rental
Total
(1)

Estimated Useful
Lives (In years)
3–12
4.5–10

Cost
$5,705,147
1,520,815
$7,225,962

2007
Accumulated
Depreciation
$(2,047,951)
(676,614)
$(2,724,565)

Net Book
Value(1)
$3,657,196
844,201
$4,501,397

Cost
$5,755,848
1,579,360
$7,335,208

2006
Accumulated
Depreciation
$(2,076,328)
(749,548)
$(2,825,876)

Net Book
Value(1)
$3,679,520
829,812
$4,509,332

Revenue earning equipment, net includes vehicles under capital leases of $19 million, less accumulated amortization of $6 million at
December 31, 2007, and $15 million, less accumulated amortization of $9 million at December 31, 2006. Amortization expense attributed
to vehicles under capital leases is combined with depreciation expense.
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Revenue earning equipment captioned as “full service lease”
and “commercial rental” is differentiated exclusively by the
service line in which the equipment is employed. Two core
service offerings of our FMS business segment are full service leasing and short-term commercial rental. Under a full
service lease, we provide customers with vehicles, maintenance, supplies (including fuel), ancillary services and related
equipment necessary for operation, while our customers exercise control of the related vehicles over the lease term (generally three to seven years for trucks and tractors and up
to ten years for trailers). We also provide short-term rentals,
which tend to be seasonal, to customers to supplement their
fleets during peak business periods.
At the end of 2007, we completed our annual review of the
residual values and useful lives of revenue earning equipment. The adjustment to the 2008 depreciation policy is not
significant. At the end of 2006 and 2005, we completed our
annual depreciation review of the residual values and useful lives of our revenue earning equipment. Based on the
results of our analysis, we adjusted the residual values of
certain classes of our revenue earning equipment effective
January 1, 2007 and 2006. These residual value changes
increased pre-tax earnings in 2007 by approximately $11
million compared to 2006 and increased pre-tax earnings in
2006 by approximately $13 million compared to 2005.
At December 31, 2007 and 2006, the net carrying value of
revenue earning equipment held for sale was $81 million and
$101 million, respectively. Revenue earning equipment held
for sale is stated at the lower of carrying amount or fair value
less costs to sell. During 2007, 2006 and 2005, we reduced
the carrying value of vehicles held for sale by $42 million,
$24 million and $14 million, respectively. Reductions in the
carrying values of vehicles held for sale are recorded within
“Depreciation expense” in the Consolidated Statements of
Earnings.

2.247
TABLE 2-31: OTHER NONCURRENT LIABILITIES

Deferred income taxes....................
Minority interest...............................
Tax uncertainties.............................
Derivatives.......................................
Preferred stock................................

Number of Companies
2007 2006
2005
2004
412
411
406
409
174
185
173
159
80
N/C*
N/C*
N/C*
74
62
70
76
13
16
17
20

Employee Liabilities
Pension accruals.............................
Benefits............................................
Deferred compensation, bonus,
etc.................................................
Other—described............................

340
276

319
264

253
217

231
209

81
26

87
26

67
22

68
17

Estimated Losses or Expenses
Environmental..................................
Discontinued operations..................
Insurance.........................................
Asset retirement obligations............
Litigation..........................................
Warranties.......................................
Other—described............................

72
71
53
45
41
31
76

83
82
55
36
38
30
67

74
78
46
28
31
29
79

62
77
44
23
28
29
74

Deferred Credits
Payments received prior to
rendering service .........................
Deferred profits on sales.................
Other—described............................

102
37
2

96
31
6

67
26
10

52
28
11

* N/C = Not compiled. Line item was not included in the table for
the year shown.

12. Direct Financing Leases and Other Assets
(In thousands)
Direct financing leases, net
Investments held in Rabbi Trust
Insurance receivables
Debt issuance costs
Prepaid pension asset
Contract incentives
Other
Total

2007
$306,377
25,276
13,837
10,467
41,066
18,325
11,313
$426,661

2006
$307,615
26,748
19,409
10,990
—
10,682
9,732
$385,176

OTHER NONCURRENT LIABILITIES
2.246

In addition to long-term debt, many of the survey
companies presented captions for deferred taxes, minority
interests, employee liabilities, estimated losses or expenses,
and deferred credits. Table 2-31 summarizes the nature of
such noncurrent liabilities and deferred credits. Examples of
presentations and disclosures for noncurrent liabilities and
deferred credits follow.
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Deferred Income Taxes
2.248

QUANEX CORPORATION (OCT)
(In thousands)
Total current liabilities
Long-term debt
Deferred pension obligation
Deferred postretirement welfare benefits
Deferred income taxes
Non-current environmental reserves
Other liabilities
Total liabilities

2007
$349,303
2,551
4,093
6,745
60,233
12,738
16,010
$451,673

2006
$208,413
130,680
1,115
7,300
66,189
14,186
15,754
$443,637
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Significant Accounting Policies
Income Taxes
The Company records the estimated future tax effects of temporary differences between the tax basis of assets and liabilities and the amounts reported in the Company’s consolidated balance sheet, as well as operating loss and tax credit
carry forwards. The carrying value of the net deferred tax liability reflects the Company’s assumption that the Company
will be able to generate sufficient future taxable income in
certain jurisdictions to realize its deferred tax assets. If the
estimates and assumptions change in the future, the Company may be required to record a valuation allowance against
a portion of its deferred tax assets. This could result in additional income tax expense in a future period in the consolidated statement of income.

Income tax expense differs from the amount computed by
applying the statutory federal income tax rate to income from
continuing operations before income taxes for the following
reasons:
(In thousands)
Income tax expense at
statutory tax rate
Increase (decrease) in taxes
resulting from:
State income taxes, net of
federal effect
U.S. tax benefit for
manufacturing
Change in deferred tax rate
Other items, net
Effective Tax Rate

2007

2006

2005

$72,472

$87,786

$ 99,269

4,625

5,054

6,889

(2,032)
(2,459)
(164)
$72,442
35.0%

(2,415)
—
78
$90,503
36.1%

—
—
235
$106,393
37.5%

9 (In Part): Income Taxes
Deferred taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities
for financial reporting purposes and the amounts used for
income tax purposes.
Significant components of the Company’s net deferred tax
liability are as follows:
(In thousands)
Deferred tax liabilities
Property, plant and equipment
Intangibles
Contingent interest

2007

2006

$ 46,640
22,720
5,440
74,800

$ 50,107
20,524
5,867
76,498

Net deferred tax liability

(2,746)
(14,524)
(3,883)
(618)
(4,870)
(4,700)
(31,341)
4,870
(26,471)
$ 48,329

(3,104)
(9,594)
(4,253)
(1,168)
(5,119)
(4,408)
(27,646)
5,119
(22,527)
$ 53,971

Deferred income tax liabilities, non-current
Deferred income tax assets, current
Net deferred tax liability

$ 60,233
(11,904)
$ 48,329

$ 66,189
(12,218)
$ 53,971

Deferred tax assets
Postretirement benefit obligation
Other employee benefit obligations
Environmental accruals
Inventory
Capital loss carryforward
Other
Valuation allowance

The sale of the stock of Temroc in January 2006 generated a
capital loss carryforward which will expire in 2011. A corresponding valuation allowance was established in 2006 based
on management’s assessment that the capital loss will not
be realized in the foreseeable future.

AICPA Accounting Trends & Techniques

The change in the deferred tax rate is the result of an overall
review of the rate given the changes in state income tax laws.
The Internal Revenue Service completed an audit of the 2004
tax year with no material adjustments proposed. The Company has a case in Tax Court regarding the disallowance of
a capital loss realized in 1997 and 1998. Adequate provision has been made for this contingency and the Company
believes the outcome of the case will not have a material adverse impact on its financial position or results of operations.

2.249

TESORO CORPORATION (DEC)
(Dollars in millions)
Total current liabilities
Deferred income taxes
Other liabilities
Debt

2007
$2,494
388
537
1,657

2006
$1,672
377
324
1,029

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note A (In Part): Summary of Significant Accounting Policies
Income Taxes
We record deferred tax assets and liabilities for future income tax consequences that are attributable to differences
between financial statement carrying amounts of assets and
liabilities and their income tax bases. We base the measurement of deferred tax assets and liabilities on enacted tax rates
that we expect will apply to taxable income in the year when
we expect to settle or recover those temporary differences.
We recognize the effect on deferred tax assets and liabilities
of any change in income tax rates in the period that includes
the enactment date. We provide a valuation allowance for deferred tax assets if it is more likely than not that those items
will either expire before we are able to realize their benefit or their future deductibility is uncertain. Beginning January 1, 2007 with the adoption of FASB Interpretation No.
48, “Accounting for Uncertainty in Income Taxes” (“FIN 48”)
we recognize the financial statement effects of a tax position
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when it is more likely than not that the position will be sustained upon examination. Tax positions taken or expected to
be taken that are not recognized under the pronouncement
are recorded as liabilities (See “New Accounting Standards
and Disclosures” for additional information). For interest and
penalties relating to income taxes we recognize accrued interest in interest and financing costs, and penalties in selling, general and administrative expenses in the statements
of consolidated operations.
Note K (In Part): Income Taxes
We provide deferred income taxes and benefits for differences between financial statement carrying amounts of assets and liabilities and their respective tax bases. Temporary
differences and the resulting deferred tax assets and liabilities at December 31, 2007 and 2006 were (in millions):

Deferred tax assets
Accrued pension and other postretirement
benefits
Asset retirement obligations
Stock-based compensation
Other accrued employee costs
Accrued environmental remediation
liabilities
Other accrued liabilities
Other
Total deferred tax assets
Deferred tax liabilities
Accelerated depreciation and property
related items
Deferred maintenance costs, including
refinery turnarounds
Amortization of intangible assets
Inventory
Other
Total deferred tax liabilities
Net deferred tax liabilities

2007

2006

$ 131
32
23
10

$ 100
20
15
8

14
35
38
$ 283

9
19
9
$ 180

$(434)

$(438)

(108)
(45)
(54)
(27)
$(668)
$(385)

(57)
(29)
(58)
(28)
$(610)
$(430)

2007
$ 5
2
388

2006
$ —
53
377

The realization of deferred tax assets depends on Tesoro’s
ability to generate future taxable income. Although realization
is not assured, we believe it is more likely than not that we
will realize the deferred tax assets, and therefore, we did not
record a valuation allowance as of December 31, 2007 or
2006.
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CUMMINS INC. (DEC)
(Millions)
Total current liabilities
Long-term liabilities
Long-term debt
Pensions
Postretirement benefits other than pensions
Other liabilities and deferred revenue
Total liabilities
Commitments and contingencies
Minority Interests (Note 14)

2007
$2,711

2006
$2,399

555
140
493
594
4,493
—
293

647
367
523
473
4,409
—
254

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies

The net deferred income tax liability is classified in the consolidated balance sheets as follows (in millions):

Current assets
Current liabilities
Noncurrent liabilities

Minority Interest

Principles of Consolidation (In Part)
Our Consolidated Financial Statements include the accounts
of all wholly-owned and majority-owned domestic and foreign subsidiaries where our ownership is more than 50 percent of common stock except for majority-owned subsidiaries that are considered Variable Interest Entities (VIEs)
where we are not deemed the primary beneficiary. In addition,
we also consolidate, regardless of our ownership percentage, VIEs for which we are deemed to be the primary beneficiary. Intercompany balances and transactions are eliminated
in consolidation. Where our ownership interest is less than
100 percent, the minority ownership interests are reported
in our Consolidated Balance Sheets. The minority ownership
interest in our earnings, net of tax, is classified as “Minority interests in earnings of consolidated subsidiaries” in our
Consolidated Statements of Earnings.
Note 14. Minority Interests
Minority shareholders’ interests in the equity of consolidated
subsidiaries are as follows:
(Millions)
Cummins India Ltd.
Consolidated Diesel Company
Wuxi Holset Engineering Co. Ltd.
All others
Total

2007
$167
54
23
49
$293

2006
$121
52
19
62
$254
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2.251

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

IAC/INTERACTIVECORP (DEC)
(In thousands)
Total current liabilities
Long-term obligations, net of current
maturities
Income taxes payable
Other long-term liabilities
Deferred income taxes
Minority interest

Note 1 (In Part): Summary of Significant Accounting Policies

2007
$1,688,812

2006
$2,266,988

834,566
266,488
171,725
938,786
40,481

856,408
—
196,460
1,112,577
24,881

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 2 (In Part): Summary of Significant Accounting Policies
Minority Interest
Minority interest in 2007 and 2006 primarily represents minority ownership in certain operations included in the Retailing sector, certain international operations of Ticketmaster
and certain operations included in the Emerging Businesses
group. Minority interest in 2005 primarily represents minority
ownership in certain international operations of Ticketmaster.
In connection with the acquisition of certain subsidiaries,
management of these businesses has retained an ownership
interest. The Company is party to fair value put and call arrangements with respect to these interests. These put and
call arrangements allow management to require the Company to purchase their interests or allow the Company to acquire such interests at fair value, respectively. These put and
call arrangements become exercisable by the Company and
the counter-party, respectively, at various dates over the next
eight years. During 2008, none of these arrangements that
become exercisable are significant. These put arrangements
are exercisable by the counter-party outside the control of
the Company and are accounted for in accordance with EITF
D-98 “Classification and Measurement of Redeemable Securities.” Accordingly, to the extent that the fair value of these
interests exceeds the value determined by normal minority
interest accounting, the value of such interests is adjusted to
fair value with a corresponding adjustment to additional paidin capital. At and for the year ended December 31, 2007, the
Company recorded a $9.6 million adjustment to reflect these
interests at fair value.

Tax Uncertainties
2.252

GANNETT CO., INC. (DEC)
(In thousands of dollars)
Total current liabilities
Deferred income taxes
Income taxes
Long-term debt
Postretirement medical and life insurance
liabilities
Other long-term liabilities
Total liabilities

2007
$ 962,163
696,112
319,778
4,098,338

2006
$1,116,948
702,123
—
5,210,021

216,988
556,910
$6,850,289

229,930
558,208
$7,817,230

AICPA Accounting Trends & Techniques

Income Taxes
The company accounts for certain income and expense
items differently for financial reporting purposes than for income tax reporting purposes. Deferred income taxes are provided in recognition of these temporary differences. The company adopted the provisions of FASB Interpretation No. 48
“Accounting for Uncertainty in Income Taxes” (FIN No. 48)
on Jan. 1, 2007. See Note 9 for further discussion.
Note 9 (In Part): Income Taxes
Deferred income taxes reflect temporary differences in the
recognition of revenue and expense for tax reporting and financial statement purposes. Amortization of intangibles represents the largest component of the deferred provision.
Deferred tax liabilities and assets are adjusted for enacted
changes in tax laws or tax rates of the various tax jurisdictions. The amounts of such adjustments for 2005, 2006 and
2007 are not significant.
Deferred tax liabilities and assets were composed of the
following at the end of 2007 and 2006:
(In thousands of dollars)
Liabilities
Accelerated depreciation
Accelerated amortization of deductible
intangibles
Other
Total deferred tax liabilities
Assets
Accrued compensation costs
Pension
Postretirement medical and life
Federal tax benefits of uncertain state
tax positions
Other
Total deferred tax assets
Total net deferred tax liabilities
Net current deferred tax assets
Net long-term deferred tax liabilities

2007

2006

$ 398,552

$ 416,749

593,866
101,390
1,093,808

504,913
96,733
1,018,395

(114,428)
(59,569)
(95,413)

(94,633)
(86,208)
(100,659)

(93,509)
(63,247)
(426,166)
667,642
28,470
$ 696,112

—
(49,902)
(331,402)
686,993
15,130
$ 702,123

The company’s legal and tax structure reflect acquisitions
that have occurred over the years as well as the multijurisdictional nature of the company’s businesses.
The company adopted the provisions of FASB Interpretation No. 48 “Accounting for Uncertainty in Income Taxes”
(FIN No. 48) on Jan. 1, 2007. As a result of the implementation of FIN No. 48, the company recognized a $43 million
increase in liabilities for unrecognized tax benefits with a corresponding reduction in the Jan. 1, 2007, balance of retained
earnings.
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The following table summarizes the activity related to unrecognized tax benefits:
(In thousands of dollars)
Balance at Jan. 1, 2007
Additions based on tax positions related to the
current year
Reductions based on tax positions related to the
current year
Additions for tax positions of prior years
Reductions for tax positions of prior years
Settlements
Lapse of statute of limitations
Balance at Dec. 30, 2007

Total
$239,406
44,846
—
32,624
(26,856)
(16,209)
(9,566)
$264,245

The total amount of unrecognized tax benefits that, if recognized, would impact the effective tax rate was approximately
$162 million as of Jan. 1, 2007, and $182 million as of Dec.
30, 2007. This amount includes the federal tax benefit of state
tax deductions. Excluding the federal tax benefit of state tax
deductions, the total amount of unrecognized tax benefits at
Jan. 1, 2007, was $239 million and at Dec. 30, 2007, was
$264 million.
Included in the $264 million unrecognized tax benefit balance at Dec. 30, 2007, are $14 million of tax positions for
which the ultimate deductibility is highly certain but for which
there is uncertainty about the timing of such deductibility.
The company recognizes interest and penalties related to
unrecognized tax benefits as a component of income tax
expense. The company also recognizes interest income attributable to overpayment of income taxes as a component
of income tax expense. During 2007, 2006 and 2005, the
company recognized interest and penalty expense (income)
of $(5) million, $(6) million and $21 million, respectively. The
amount of net accrued interest and penalties payable related
to uncertain tax benefits as of the date of adoption of FIN No.
48 was approximately $46 million and as of Dec. 30, 2007,
was $83 million. This change reflects the receipt of interest
on federal tax refunds for the years 1995 through 2004.
In the third quarter of 2007, the Internal Revenue Service
(IRS) completed its examinations of the U.S. income tax returns for 1995 through 2004, and as a result the company
received refunds of tax and interest of approximately $178
million.
The 2005 through 2007 tax years remain subject to examination by the IRS. The IRS has commenced examination
of the 2005 and 2006 U.S. income tax returns, and this examination is expected to be completed in 2009. The 2004
through 2007 tax years generally remain subject to examination by state authorities, and the years 2003–2007 are subject to examination in the U.K. In addition, tax years prior to
2004 remain subject to examination by certain states primarily due to the filing of amended tax returns as a result of the
settlement of the IRS examination for these years and due to
ongoing audits.
It is reasonably possible that the amount of unrecognized
benefit with respect to certain of the company’s unrecognized tax positions will significantly increase or decrease
within the next 12 months. These changes may be the result of settlement of ongoing audits, lapses of statutes of
limitation or other regulatory developments. At this time, the
company estimates that the amount of its gross unrecognized tax positions may decrease by up to approximately
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$33 million within the next 12 months primarily due to lapses
of statutes of limitations in various jurisdictions.

2.253

VF CORPORATION (DEC)
(In thousands)
Total current liabilities
Long-term debt
Other liabilities
Noncurrent liabilities of discontinued
operations

2007
$1,134,387
1,144,810
590,659

2006
$1,014,848
635,359
536,728

—

13,586

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note A (In Part): Significant Accounting Policies
Income taxes are provided on Net Income for financial reporting purposes. Income Taxes are based on amounts of taxes
payable or refundable in the current year and on expected
future tax consequences of events that are recognized in the
financial statements in different periods than they are recognized in tax returns. As a result of timing of recognition
and measurement differences between financial accounting standards and income tax laws, temporary differences
arise between amounts of pretax financial statement income
and taxable income and between reported amounts of assets and liabilities in the Consolidated Balance Sheets and
their respective tax bases. Deferred income tax assets and
liabilities reported in the Consolidated Balance Sheets reflect estimated future tax effects attributable to these temporary differences and to net operating loss and net capital
loss carryforwards, based on tax rates expected to be in effect for years in which the differences are expected to be
settled or realized. Realization of deferred tax assets is dependent on future taxable income in specific jurisdictions.
Valuation allowances are used to reduce deferred tax assets
to amounts considered likely to be realized. U.S. deferred
income taxes are not provided on undistributed income of
foreign subsidiaries where such earnings are considered to
be permanently invested. Accrued income taxes in the Consolidated Balance Sheets include unrecognized income tax
benefits, including related interest and penalties, appropriately classified as current or noncurrent. The provision for
Income Taxes also includes estimated interest and penalties
related to uncertain tax positions.
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Note M (In Part): Other Liabilities
(In thousands)
Deferred compensation
Pension liability
Income taxes (Note Q)
Deferred income taxes
Deferred rent credits
Product warranty claims
Deferred credit—Majestic earnout
Minority interest in partially owned
subsidiaries
Other
Other liabilities

2007
$229,410
74,357
79,025
96,446
36,144
27,908
8,500

2006
$218,269
143,790
70,565
14,259
21,536
23,807
—

1,726
37,143
$590,659

232
44,270
$536,728

Note Q (In Part): Income Taxes
A reconciliation of the change in the accrual for unrecognized
tax benefits during 2007 is as follows:

(In thousands)
Balance, December 2006
Change in accounting policy
Additions for current year tax positions
Additions for prior year tax positions
Reductions for prior year tax positions
Reductions due to statute expirations
Payments in settlement
Currency translation
Balance, December 2007
Less deferred tax benefit
Total unrecognized tax benefits
Less current portion
Long-term portion (Note M)

Unrecognized
Income Tax
Benefits
$ 84,322
(558)
3,762
16,328
(10,385)*
(10,737)
(543)
2,710
$ 84,899

Interest
$15,808
—
371
4,926
(4,275)
(45)
(370)
—
$16,415

Unrecognized Income
Tax Benefits,
Including Interest
$100,130
(558)
4,133
21,254
(14,660)
(10,782)
(913)
2,710
$101,314
12,558
88,756
9,731
$ 79,025

* Includes $6.2 million as a reduction of Goodwill.

Included in unrecognized tax benefits at December 2007 is
$81.8 million of tax benefits that, if recognized, would reduce
our annual effective tax rate. VF recognizes accrued interest
and penalties, as appropriate, related to unrecognized tax
benefits in the income tax provision. During 2007, VF accrued
interest and penalties of $0.6 million, net of income tax benefit, in the income tax provision related to these unrecognized
tax benefits.
VF files a consolidated U.S. federal income tax return, as
well as separate and combined income tax returns in numerous state and foreign jurisdictions. In the United States, Internal Revenue Service (“IRS”) examinations for tax years 1995
through 1999 have been settled, resulting in income tax refunds that will be carried forward to offset potential future assessments by the IRS. The statute of limitations has expired
for tax years 2000 and 2001. Tax years 2002 and 2003 are in
the appeals process with the IRS, and management expects
to resolve open matters during 2008. VF expects the accrual
for unrecognized tax benefits to be reduced by approximately
$2.8 million in cash payments related to this resolution. In
2008, the IRS is expected to commence an examination of
tax years 2004, 2005 and 2006. The United Kingdom’s Inland Revenue has examined tax years 2001 through 2004,
and settlement discussions are underway. Inland Revenue

AICPA Accounting Trends & Techniques

has indicated its intent to examine the 2005 taxable year. VF
expects to settle the years under examination in 2008 and
expects the settlement to include the 2006 taxable year for
certain items under discussion. Tax years 1998 to 2002 are
under examination by the State of North Carolina, and tax
years 2003 to 2005 are under examination by the State of Alabama. VF is also currently subject to examination by various
other taxing authorities. Management believes that some of
these audits and negotiations will conclude during the next
12 months. During 2008, management believes that it is reasonably possible that the amount of unrecognized income
tax benefits may decrease by $25 million, which includes
$18 million that would reduce income tax expense due to
settlement of audits and expiration of statutes of limitations.
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Derivatives
2.254

DEAN FOODS COMPANY (DEC)
(Dollars in thousands)
Total current liabilities
Long-term debt
Deferred income taxes
Other long-term liabilities
Liabilities of discontinued operations

2007
$ 932,516
5,247,105
482,212
320,256
—

2006
$1,336,556
2,872,193
504,552
238,682
8,791

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
9 (In Part): Long-Term Debt
Interest Rate Agreements
We have interest rate swap agreements in place that have
been designated as cash flow hedges against variable interest rate exposure on a portion of our debt, with the objective
of minimizing the impact of interest rate fluctuations and stabilizing cash flows. These swap agreements provide hedges
for loans under our senior credit facility by fixing the LIBOR
interest rates specified in the senior credit facility at the interest rates noted below until the indicated expiration dates
of these interest rate swap agreements.
The following table summarizes our various interest rate
agreements in effect as of December 31, 2007:

(In millions)
Fixed interest rates
4.07% to 4.27%
4.91%(1)
(1)

Expiration Date

Notional
Amounts

December 2010
March 2008—2012

$ 450
2,950

The notional amount of the swap amortizes by $150 million on
March 31, 2008, and then by $500 million, $800 million, and $250
million annually each March 31 thereafter until termination on
March 30, 2012.

The following table summarizes our various interest rate
agreements in effect as of December 31, 2006:

(In millions)
Fixed interest rates
4.81% to 4.84%
4.07% to 4.27%

Expiration Date

Notional
Amounts

December 2007
December 2010

$500
450

These swaps are required to be recorded as an asset or liability on our Consolidated Balance Sheets at fair value, with
an offset to other comprehensive income to the extent the
hedge is effective. Derivative gains and losses included in
other comprehensive income are reclassified into earnings
as the underlying transaction occurs. Any ineffectiveness in
our hedges is recorded as an adjustment to interest expense.
As of December 31, 2007 and 2006, our derivative asset
and liability balances were:
(In thousands)
Current derivative asset
Long-term derivative asset
Total derivative asset
Current derivative liability
Long-term derivative liability
Total derivative liability

2007
—
—
$
—
$(24,750)
(57,278)
$(82,028)
$

2006
$ 6,525
8,322
$14,847
$
—
—
$
—

There was no hedge ineffectiveness for the years ended
2007, 2006 and 2005. Approximately $9.8 million and $7.5
million of gains (net of tax) and $8.5 million of losses (net of
tax) were reclassified to interest expense from other comprehensive income during the years ended 2007, 2006 and 2005,
respectively. We estimate that $15.7 million of net derivative
losses (net of tax) included in other comprehensive income
will be reclassified into earnings within the next 12 months.
These losses will offset a portion of the lower anticipated interest expense over the next 12 months on our variable rate
debt based upon present interest rate levels and the currently
prevailing forward outlook on interest rates.
We are exposed to market risk under these arrangements
due to the possibility of interest rates on the credit facilities
rising above the rates on our interest rate swap agreements.
Credit risk under these arrangements is believed to be remote
as the counterparties to our interest rate swap agreements
are major financial institutions.
18 (In Part): Fair Value of Financial Instruments
Pursuant to SFAS No. 107, “Disclosure About Fair Value of Financial Instruments,” we are required to disclose an estimate
of the fair value of our financial instruments as of December 31, 2007 and 2006. SFAS No. 107 defines the fair value
of financial instruments as the amount at which the instrument could be exchanged in a current transaction between
willing parties.

•

•

•

•

•

•

We have entered into various interest rate agreements to reduce our sensitivity to changes in interest rates on our variable rate debt. The fair values of these instruments and our
senior notes were determined based on fair values for similar
instruments with similar terms. The following table presents
the carrying value and fair value of our senior notes and interest rate agreements at December 31:
2007
(In thousands)
Subsidiary senior notes
Dean Foods Company senior notes
Interest rate agreements

ATT-SEC 2.254

Carrying Value
$(325,973)
(498,258)
(82,028)

2006
Fair Value
$(327,750)
(445,000)
(82,028)

Carrying Value
$(572,037)
(498,112)
14,847

Fair Value
$(604,500)
(508,750)
14,847
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Preferred Stock

Employee-Related Liabilities

2.255

2.256

NORTHROP GRUMMAN CORPORATION (DEC)

ELI LILLY AND COMPANY (DEC)

(In millions)
Total current liabilities
Long-term debt, net of current portion
Mandatorily redeemable preferred stock
Pension and postretirement benefits liability
Other long-term liabilities
Total liabilities

(Dollars in millions)
Total current liabilities
Other liabilities
Long-term debt
Accrued retirement benefit (Note 12)
Long-term income taxes payable
Deferred income taxes
Other noncurrent liabilities
Total liabilities

2007
$ 6,432
3,918
350
3,008
1,978
$15,686

2006
$ 6,753
3,992
350
3,302
997
$15,394

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
14. Mandatorily Redeemable Series B Convertible
Preferred Stock
The company issued 3.5 million shares of mandatorily redeemable Series B convertible preferred stock in April 2001.
Each share of Series B preferred stock has a liquidation value
of $100 per share. The liquidation value, plus accrued but unpaid dividends, is payable on April 4, 2021, the mandatory
redemption date. The company has the option to redeem all,
but not less than all, of the shares of Series B preferred stock
at any time after seven years from the date of issuance for
a number of shares of the company’s common stock equal
to the liquidation value plus accrued and unpaid dividends
divided by the current market price of common stock determined in relation to the date of redemption. Under this option, had the redemption taken place at December 31, 2007,
each share would have been converted into 1.261 shares of
common stock. Each share of preferred stock is convertible,
at any time, at the option of the holder into the right to receive shares of the company’s common stock. Initially, each
share was convertible into .911 shares of common stock,
subject to adjustment in the event of certain dividends and
distributions, a stock split, a merger, consolidation or sale of
substantially all of the company’s assets, a liquidation or distribution, and certain other events. Had the conversion taken
place at December 31, 2007, each share would have been
converted into 1.822 shares of common stock. Holders of
preferred stock are entitled to cumulative annual cash dividends of $7 per share, payable quarterly. Upon liquidation of
the company, each share of preferred stock is entitled to a
liquidation preference before any distribution may be made
on the company’s common stock or any series of capital
stock that is junior to the Series B preferred stock. In the
event of a change in control of the company, holders of Series B preferred stock also have specified exchange rights
into common stock of the company or into specified securities or property of another entity participating in the change
in control transaction.
As of December 31, 2007, 10 million shares of preferred
stock are authorized, of which 3.5 million shares designated
as Series B preferred are issued and outstanding. No other
shares of preferred stock are issued and outstanding.

2007
$5,268.3

2006
$5,085.5

4,593.5
1,145.1
1,196.7
287.5
632.3
$7,855.1

3,494.4
1,586.9
—
62.2
745.7
$5,889.2

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in millions)
Note 12 (In Part): Retirement Benefits
In September 2006, the FASB issued SFAS No. 158, Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans—an amendment of FASB Statements
No. 87, 88, 106, and 132(R). SFAS 158 required the recognition of the overfunded or underfunded status of a defined
benefit postretirement plan as an asset or liability in its statement of financial position, the measurement of a plan’s assets and its obligations that determine its funded status as
of the end of the employer’s fiscal year, and the recognition
of changes in that funded status through comprehensive income in the year in which the changes occur. We adopted
the provisions of SFAS 158 on December 31, 2006.

Subsequent Event
On February 20, 2008, the company’s Board of Directors approved the redemption of the Series B convertible preferred
stock on April 4, 2008.
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We use a measurement date of December 31 to develop
the change in benefit obligation, change in plan assets,
funded status, and amounts recognized in the consolidated
balance sheets at December 31 for our defined benefit pension and retiree health benefit plans, which were as follows:
Defined Benefit Pension Plans
2007
2006
Change in benefit obligation
Benefit obligation at beginning of year
Service cost
Interest cost
Actuarial (gain) loss
Benefits paid
Plan amendments
Foreign currency exchange rate changes and other
adjustments
Benefit obligation at end of year
Change in plan assets
Fair value of plan assets at beginning of year
Actual return on plan assets
Employer contribution
Benefits paid
Foreign currency exchange rate changes and other
adjustments
Fair value of plan assets at end of year
Funded status
Unrecognized net actuarial loss
Unrecognized prior service cost (benefit)
Net amount recognized
Amounts recognized in the consolidated balance sheet
consisted of
Prepaid pension
Other current liabilities
Accrued retirement benefit
Accumulated other comprehensive loss before income taxes
Net amount recognized
The unrecognized net actuarial loss and unrecognized prior
service cost (benefit) have not yet been recognized in net periodic pension costs and are included in accumulated other
comprehensive loss at December 31, 2007.

2.257

ROHM AND HAAS COMPANY (DEC)
(In millions)
Total current liabilities
Long-term debt
Employee benefits
Deferred income taxes
Other liabilities
Other liabilities of discontinued operations
Total liabilities

ATT-SEC 2.257

2007
$1,870
3,139
760
766
312
—
$6,847

2006
$1,988
1,688
735
754
230
5
$5,400

Retiree Health Benefit Plans
2007
2006

$6,480.3
287.1
362.4
(373.1)
(311.0)
32.7

$ 5,628.4
280.0
343.5
64.9
(291.2)
—

$1,740.7
70.4
101.4
16.4
(81.6)
(227.7)

$1,673.6
72.2
97.9
(25.0)
(82.5)
—

82.6
6,561.0

454.7
6,480.3

3.2
1,622.8

4.5
1,740.7

6,519.0
833.8
202.9
(301.4)

5,482.4
913.1
221.3
(287.9)

1,157.3
147.4
125.4
(81.6)

965.7
103.0
171.1
(82.5)

49.9
7,304.2
743.2
1,143.3
88.4
$1,974.9

190.1
6,519.0
38.7
1,788.6
63.4
$ 1,890.7

—
1,348.5
(274.3)
820.3
(297.7)
$ 248.3

—
1,157.3
(583.4)
931.8
(85.7)
$ 262.7

$1,670.5
(47.9)
(879.4)
1,231.7
$1,974.9

$ 1,091.5
(43.4)
(1,009.4)
1,852.0
$ 1,890.7

$

$

—
(8.6)
(265.7)
522.6
$ 248.3

—
(5.9)
(577.5)
846.1
$ 262.7
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Retirement Benefits
We consider this to be one of the critical accounting estimates used in preparation of our Consolidated Financial
Statements. We believe the assumptions and other considerations used to determine our pension and postretirement
benefit obligations to be appropriate. However, if actual experience differs from the assumptions and considerations
used, the resulting change could have a material impact
on the consolidated results of operations and statement of
position.
We adopted the recognition provisions of SFAS No. 158,
“Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans,” for the fiscal year ended December 31, 2006. SFAS No. 158 requires employers to recognize the overfunded or underfunded projected benefit obligation of a defined benefit plan as an asset or liability in the
statement of financial position. SFAS No. 158 also requires
employers to recognize annual changes in gains or losses,
prior service costs, or other credits that have not been recognized as a component of net periodic pension cost, net
of tax, through accumulated other comprehensive loss. As a
result of the adoption of the recognition provisions of SFAS
No. 158, we have recorded a $245 million increase to Accumulated other comprehensive loss in December 31, 2006 in
Stockholders’ Equity.

275

prior service costs, or other credits that have not been recognized as a component of net periodic pension cost, net of tax,
through comprehensive income. As a result of the adoption
of the recognition provisions of SFAS No. 158, we recorded a
$245 million increase to Accumulated other comprehensive
loss as of December 31, 2006 in Stockholders’ Equity.
SFAS No. 158 also requires an employer to measure defined benefit plan assets and obligations as of the date of its
year-end statement of financial position, with limited exceptions. The measurement date provision of SFAS No. 158 is
effective for fiscal years ending after December 15, 2008. As
all of our pension and postretirement plans have a measurement date of December 31, we are not required to adopt the
measurement date provision of SFAS 158.

Note 9 (In Part): Retirement Benefits
We sponsor and contribute to qualified and non-qualified
pension and postretirement benefit plans that provide defined benefits to U.S. and non-U.S. employees. Pension benefits earned are generally based on years of service and compensation during active employment.
Our non-qualified pension plans consist of noncontributory, unfunded pension plans that provide supplemental defined benefits primarily to U.S. employees whose benefits
under the qualified pension plan are limited by the Employee
Retirement Income Security Act of 1974 and the Internal Revenue Code.
In addition to pension benefits, we provide postretirement
benefits including health care and life insurance benefits under numerous plans for substantially all of our domestic retired employees, for which we are self-insured. Most retirees
are required to contribute toward the cost of such coverage.
We also provide health care and life insurance benefits to
some non-U.S. retirees primarily in France and Canada.
In September 2006, the FASB issued SFAS No. 158. This
statement amends SFAS Nos. 87, 88, 106 and 132(R). SFAS
No. 158 requires employers to recognize the overfunded or
underfunded projected benefit obligation (PBO) of a defined
benefit plan as an asset or liability in the statement of financial position. The PBO represents the actuarial present
value of benefits attributable to employee service rendered
to date, including the effects of estimated future salary increases. Prior to the issuance of SFAS No. 158, the consolidated balance sheet as of a fiscal year-end was required
to, at a minimum, reflect an amount equal to the unfunded
accumulated benefit obligation (ABO), which differs from the
projected benefit obligation in that it includes no assumption
on future compensation levels. SFAS No. 158 also requires
employers to recognize annual changes in gains or losses,
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Qualified Pension Plans (In Part)
The following table reflects the change in our projected benefit obligation and the change in the fair value of plan assets
based on the measurement date, as well as the amounts
recognized in our balance sheets:
2007
Change in pension benefit obligation
Pension benefit obligation at beginning of year
Service cost, excluding expenses
Interest cost
Participant contributions
Plan amendments
Actuarial gain
Benefits paid
Acquisitions and plan transfers
Curtailments
Settlements
Pension judgment
Foreign currency translation adjustment
Pension benefit obligation at end of year
Change in plan assets
Fair value of plan assets at beginning of year
Actual return on plan assets
Employer contribution
Participant contributions
Acquisitions and plan transfers
Settlements
Benefits paid
Foreign currency translation adjustment
Fair value of plan assets at end of year
Funded status at end of year
Amounts recognized in the consolidated balance sheets
Other assets
Accrued liabilities
Employee benefits
Net amounts recognized
The changes in plan assets and benefit obligation that have
been recognized in Accumulated other comprehensive loss
during 2007 consist of the following:

(In millions)
Other changes in plan assets and benefit
obligation recognized in accumulated
other comprehensive loss
Net actuarial (gain) loss
Recognized actuarial loss
Prior service credit
Recognized prior service cost (credit)
Total recognized in accumulated other
comprehensive loss, before tax

2007
U.S.
Non-U.S.

$ (83)
(11)
(53)
(2)

$21
(8)
(1)
—

$(149)

$12

Benefits paid to participants of our U.S. retirement plan increased during 2006 due to payments made to employees of
our divested North American Automotive Coatings business,
along with an overall acceleration of participant retirements.
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2006

U.S.

Non-U.S.

U.S.

Non-U.S.

$1,683
59
95
—
(53)
(100)
(105)
—
—
—
65
—
$1,644

$ 745
22
39
5
(1)
(15)
(34)
34
(2)
(4)
—
60
$ 849

$1,749
57
95
—
—
(66)
(152)
—
—
—
—
—
$1,683

$ 665
20
34
4
(5)
(29)
(26)
26
(1)
—
—
57
$ 745

$1,787
125
—
—
—
—
(105)
—
$1,807
$ 163

$ 667
15
30
5
12
(4)
(34)
60
$ 751
$ (98)

$1,586
216
137
—
—
—
(152)
—
$1,787
$ 104

$ 511
57
57
4
20
—
(26)
44
$ 667
$ (78)

$ 163
—
—
$ 163

$ 20
(1)
(117)
$ (98)

$ 104
—
—
$ 104

$ 27
(1)
(104)
$ (78)

The net unrecognized actuarial loss represents the actual
changes in the estimated obligation and plan assets that
have not been recognized in our income statement. As of
December 31, 2007, this amounted to $270 million for our
global qualified pension plans, down from a net unrecognized loss of $407 million as of December 31, 2006. Actuarial
gains achieved on our U.S. retirement plan during 2007 are
primarily attributable to higher discount rates on our global
plans as of December 31, 2007, as well as the favorable impact of plan amendments approved by management during the year. Principal changes to the U.S. retirement plan
include the adoption of a new discount rate for lump sum
benefits paid on or after December 31, 2008 in accordance
with the Pension Protection Act of 2006, and a revision of
the plan’s benefit formula which will eliminate the cost of living adjustment on benefits earned on or after December 31,
2008. In addition, U.S. employees who join the company
after December 31, 2008 will earn benefits based upon a
cash balance formula instead of the final average pay formula currently utilized in the existing U.S. retirement plan,
however, this prospective benefit formula change did not
impact our projected benefit obligation for the year-ended
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December 31, 2007. Actuarial gains were partially offset by
lower than expected actual returns on plan assets for our
global plans, which contributed $47 million to our unrecognized net loss during 2007. Actuarial gains and losses are
not recognized immediately, but instead are accumulated as
a part of the unrecognized net loss balance and amortized
into net periodic pension expense over the average remaining
service period of participating employees as certain thresholds are met.
Because the total unrecognized net loss exceeds the
greater of 10% of the projected benefit obligation or 10%
of the plan assets, the excess will be amortized over the
average expected future working lifetime of active plan participants. As of December 31, 2007, the average expected
future working lifetime of active plan participants varies by
plan and is within a range of 6 to 23 years. Actual results
for 2008 will depend on the 2008 actuarial valuations of the
plans.

•

•

•

•

•

•

The accumulated benefit obligation (ABO) is the actuarial
present value of benefits attributed to employee service rendered to a particular date, based on current salaries. The
ABO for our U.S. plans was $1,357 million and $1,375 million, at December 31, 2007 and 2006, respectively. The ABO
for our non-U.S. plans was $745 million and $669 million at
December 31, 2007 and 2006, respectively.
The following table provides information on pension plans
where the ABO exceeds the value of plan assets:
2007
(In millions)
Plans for which accumulated
benefit obligation exceeds
assets
Projected benefit obligation
Accumulated benefit
obligation
Fair value of plan assets

U.S.

2006
NonU.S.

U.S.

NonU.S.

$—

$529

$—

$(480)

—
—

478
413

—
—

(447)
379

Non-Qualified Pension Plans (In Part)
The following table reflects the change in our projected benefit obligation and fair value of plan assets based on the measurement date:
(In millions)
Change in pension benefit obligation
Pension benefit obligation at beginning
of year
Service cost, excluding expenses
Interest cost
Amendments
Actuarial gain
Benefits paid
Pension benefit obligation at end of year
Change in plan assets
Fair value of plan assets at beginning of year
Employer contribution
Benefits paid
Fair value of plan assets at end of year
Funded status at end of year
Amounts recognized in the consolidated
balance sheets
Accrued liabilities
Employee benefits
Net amounts recognized

2007

2006

$ 155
3
9
(1)
(3)
(12)
$ 151

$ 156
2
9
—
(1)
(11)
$ 155

$ —
12
(12)
$ —
$(151)

$ —
11
(11)
$ —
$(155)

$ (11)
(140)
$(151)

$ (10)
(145)
$(155)

The changes in plan assets and benefit obligation that
have been recognized in accumulated other comprehensive
loss during 2007 for our non-qualified plans consist of the
following:
(In millions)
Other changes in plan assets and benefit obligation
recognized in accumulated other comprehensive
loss
Net actuarial gain
Recognized actuarial loss
Prior service credit
Total recognized in accumulated other
comprehensive loss, before tax

2007

$(3)
(4)
(1)
$(8)

Amounts recognized in accumulated other comprehensive
loss as of December 31, 2007 include net unrecognized actuarial losses of $53 million and unrecognized prior service
credit of $1 million. The estimated December 31, 2007 net
actuarial loss that will be amortized from accumulated other
comprehensive loss into net periodic pension expense over
the next fiscal year is $3 million.
We have a non-qualified trust, referred to as a “rabbi” trust,
to fund benefit payments under our non-qualified U.S. pension plan. Rabbi trust assets are subject to creditor claims
under certain conditions and are not the property of employees. Therefore, they are accounted for as corporate assets
and are classified as other non-current assets. Assets held
in trust totaled $76 million and $71 million at December 31,
2007 and 2006, respectively.
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Other Postretirement Benefits (In Part)

Note 10. Employee Benefits

The following table reflects the change in the postretirement
benefit obligation and the plans’ funded status based on the
measurement date:
(In millions)
Change in postretirement benefit obligation
Benefit obligation at beginning of year
Service cost
Interest cost
Contributions
Actuarial gain
Medicare Part D payments received
Benefits paid
Foreign currency translation adjustment
Benefit obligation at end of year
Change in plan assets
Fair value of plan assets at beginning of year
Actual return on plan assets
Employer contribution
Participant contributions
Benefits paid (net of Medicare Part D
subsidy)
Fair value of plan assets at end of year
Funded status at end of year
Amounts recognized in the consolidated
balance sheets
Accrued liabilities
Employee benefits
Net amounts recognized

2007

2006

$ 458
5
26
15
(18)
3
(60)
12
$ 441

$ 486
5
25
17
(20)
—
(56)
1
$ 458

25
3
42
15

12
1
51
17

(57)
$ 28
$(413)

(56)
$ 25
$(433)

$ (11)
(402)
$(413)

$ (39)
(394)
$(433)

Plan assets for the U.S. postretirement benefit plan primarily
consist of debt and equity securities.
The changes in plan assets and benefit obligation that have
been recognized in accumulated other comprehensive loss
during 2007 for our postretirement benefit plans consist of
the following:
(In millions)
Other changes in plan assets and benefit obligation
recognized in accumulated other comprehensive
loss
Net actuarial gain
Recognized actuarial loss
Recognized prior service credit
Total recognized in accumulated other
comprehensive loss, before tax

2007

$(18)
(2)
2
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(In millions)
Postretirement health care and life
insurance benefits
Unfunded supplemental pension plan
Long-term disability benefit costs
Foreign pension liabilities
Other
Total

2007

2006

$402
140
43
117
58
$760

$394
145
42
104
50
$735

2007
$5,640
1,724
525
1,027
538

2006
$4,755
1,705
523
829
477

439

618

Environmental Costs
2.258

SUNOCO, INC. (DEC)
(Millions of dollars)
Total current liabilities
Long-term debt
Retirement benefit liabilities
Deferred income taxes
Other deferred credits and liabilities (Note 13)
Commitments and contingent liabilities
Minority interests

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Environmental Remediation
Sunoco accrues environmental remediation costs for work
at identified sites where an assessment has indicated that
cleanup costs are probable and reasonably estimable. Such
accruals are undiscounted and are based on currently
available information, estimated timing of remedial actions
and related inflation assumptions, existing technology and
presently enacted laws and regulations. If a range of probable
environmental cleanup costs exists for an identified site, the
minimum of the range is accrued unless some other point in
the range is more likely in which case the most likely amount
in the range is accrued.
13 (In Part): Other Deferred Credits and Liabilities
Other deferred credits and liabilities consist of the following:

$(18)

The components recognized in accumulated other comprehensive loss, prior to adjustment for taxes, as of December 31, 2007 include:
(In millions)
Amounts recognized in accumulated other
comprehensive loss
Net actuarial loss
Prior service credit

8:46

2007

$20
(7)
$13

(Millions of dollars)
Self-insurance accrual
Unrecognized tax benefits and related
interest and penalties
Environmental remediation accrual
(Note 14)
Deferred revenue on power contract
restructuring
Asset retirement obligations
Other

2007
$96

2006
$109

86

—

83

85

73
69
131
$538

76
68
139
$477
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14 (In Part): Commitments and Contingent Liabilities
Environmental Remediation Activities
Sunoco is subject to extensive and frequently changing federal, state and local laws and regulations, including, but not
limited to, those relating to the discharge of materials into
the environment or that otherwise relate to the protection of
the environment, waste management and the characteristics
and composition of fuels. As with the industry generally, compliance with existing and anticipated laws and regulations increases the overall cost of operating Sunoco’s businesses,
including remediation, operating costs and capital costs to
construct, maintain and upgrade equipment and facilities.
Existing laws and regulations result in liabilities and loss
contingencies for remediation at Sunoco’s facilities and at
formerly owned or third-party sites. The accrued liability for
environmental remediation is classified in the consolidated
balance sheets as follows:
(Millions of dollars)
Accrued liabilities
Other deferred credits and liabilities

2007
$ 39
83
$122

2006
$ 36
85
$121

The following table summarizes the changes in the accrued
liability for environmental remediation activities by category:

(Millions of dollars)
At December 31, 2004
Accruals
Payments
Other
At December 31, 2005
Accruals
Payments
Other
At December 31, 2006
Accruals
Payments
Other
At December 31, 2007

Refineries
$ 48
2
(14)
—
$ 36
6
(9)
1
$ 34
13
(12)
—
$ 35

Retail Sites
$ 74
22
(25)
7
$ 78
19
(24)
(4)
$ 69
19
(21)
—
$ 67

Sunoco’s accruals for environmental remediation activities
reflect management’s estimates of the most likely costs that
will be incurred over an extended period to remediate identified conditions for which the costs are both probable and reasonably estimable. Engineering studies, historical experience
and other factors are used to identify and evaluate remediation alternatives and their related costs in determining the
estimated accruals for environmental remediation activities.
Losses attributable to unasserted claims are also reflected
in the accruals to the extent they are probable of occurrence
and reasonably estimable.
Total future costs for the environmental remediation activities identified above will depend upon, among other things,
the identification of any additional sites, the determination of
the extent of the contamination at each site, the timing and
nature of required remedial actions, the nature of operations
at each site, the technology available and needed to meet the
various existing legal requirements, the nature and terms of
cost-sharing arrangements with other potentially responsible

AICPA Accounting Trends & Techniques

Chemicals
Facilities
$5
1
(2)
(1)
$3
1
(1)
—
$3
2
(1)
—
$4

Pipelines and
Terminals
$15
6
(7)
1
$15
2
(5)
—
$12
5
(5)
—
$12

Hazardous
Waste Sites
$4
1
(2)
—
$3
1
(2)
—
$2
2
(2)
1
$3

Other
$2
—
—
—
$2
—
(1)
—
$1
—
—
—
$1

Total
$148
32
(50)
7
$137
29
(42)
(3)
$121
41
(41)
1
$122

parties, the availability of insurance coverage, the nature and
extent of future environmental laws and regulations, inflation
rates and the determination of Sunoco’s liability at the sites,
if any, in light of the number, participation level and financial viability of the other parties. Management believes it is
reasonably possible (i.e., less than probable but greater than
remote) that additional environmental remediation losses will
be incurred. At December 31, 2007, the aggregate of the
estimated maximum additional reasonably possible losses,
which relate to numerous individual sites, totaled approximately $100 million. However, the Company believes it is very
unlikely that it will realize the maximum reasonably possible
loss at every site. Furthermore, the recognition of additional
losses, if and when they were to occur, would likely extend
over many years and, therefore, likely would not have a material impact on the Company’s financial position.
Under various environmental laws, including the Resource
Conservation and Recovery Act (“RCRA”) (which relates to
solid and hazardous waste treatment, storage and disposal),
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Sunoco has initiated corrective remedial action at its facilities,
formerly owned facilities and third-party sites. At the Company’s major manufacturing facilities, Sunoco has consistently assumed continued industrial use and a containment/
remediation strategy focused on eliminating unacceptable
risks to human health or the environment. The remediation
accruals for these sites reflect that strategy. Accruals include
amounts to prevent off-site migration and to contain the impact on the facility property, as well as to address known,
discrete areas requiring remediation within the plants. Activities include closure of RCRA solid waste management units,
recovery of hydrocarbons, handling of impacted soil, mitigation of surface water impacts and prevention of off-site
migration.
Many of Sunoco’s current terminals are being addressed
with the above containment/remediation strategy. At some
smaller or less impacted facilities and some previously divested terminals, the focus is on remediating discrete interior
areas to attain regulatory closure.
Sunoco owns or operates certain retail gasoline outlets
where releases of petroleum products have occurred. Federal and state laws and regulations require that contamination caused by such releases at these sites and at formerly
owned sites be assessed and remediated to meet the applicable standards. The obligation for Sunoco to remediate this
type of contamination varies, depending on the extent of the
release and the applicable laws and regulations. A portion
of the remediation costs may be recoverable from the reimbursement fund of the applicable state, after any deductible
has been met.
Future costs for environmental remediation activities at
the Company’s retail marketing sites will also be influenced
by the extent of MTBE contamination of groundwater, the
cleanup of which will be driven by thresholds based on drinking water protection. Though not all groundwater is used for
drinking, several states have initiated or proposed more stringent MTBE cleanup requirements. Cost increases result directly from extended remedial operations and maintenance
on sites that, under prior standards, could otherwise have
been completed. Cost increases will also result from installation of additional remedial or monitoring wells and purchase
of more expensive equipment because of the presence of
MTBE. While actual cleanup costs for specific sites are variable and depend on many of the factors discussed above,
expansion of similar MTBE remediation thresholds to additional states or adoption of even more stringent requirements
for MTBE remediation would result in further cost increases.
Sunoco does not currently, nor does it intend to, manufacture
or sell gasoline containing MTBE.
The accrued liability for hazardous waste sites is attributable to potential obligations to remove or mitigate the
environmental effects of the disposal or release of certain
pollutants at third-party sites pursuant to the Comprehensive Environmental Response Compensation and Liability
Act (“CERCLA”) (which relates to releases and remediation of
hazardous substances) and similar state laws. Under CERCLA, Sunoco is potentially subject to joint and several liability for the costs of remediation at sites at which it has been
identified as a “potentially responsible party” (“PRP”). As of
December 31, 2007, Sunoco had been named as a PRP at
33 sites identified or potentially identifiable as “Superfund”
sites under federal and state law. The Company is usually
one of a number of companies identified as a PRP at a site.
Sunoco has reviewed the nature and extent of its involvement
at each site and other relevant circumstances and, based
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upon the other parties involved or Sunoco’s level of participation therein, believes that its potential liability associated
with such sites will not be significant.
Management believes that none of the current remediation
locations, which are in various stages of ongoing remediation, is individually material to Sunoco as its largest accrual
for any one Superfund site, operable unit or remediation area
was less than $8 million at December 31, 2007. As a result,
Sunoco’s exposure to adverse developments with respect
to any individual site is not expected to be material. However, if changes in environmental laws or regulations occur,
such changes could impact multiple Sunoco facilities, formerly owned facilities and third-party sites at the same time.
As a result, from time to time, significant charges against
income for environmental remediation may occur.
The Company maintains insurance programs that cover
certain of its existing or potential environmental liabilities,
which programs vary by year, type and extent of coverage.
For underground storage tank remediations, the Company
can also seek reimbursement through various state funds of
certain remediation costs above a deductible amount. For
certain acquired properties, the Company has entered into
arrangements with the sellers or others that allocate environmental liabilities and provide indemnities to the Company for
remediating contamination that occurred prior to the acquisition dates. Some of these environmental indemnifications are
subject to caps and limits. No accruals have been recorded
for any potential contingent liabilities that will be funded by
the prior owners as management does not believe, based on
current information, that it is likely that any of the former owners will not perform under any of these agreements. Other
than the preceding arrangements, the Company has not entered into any arrangements with third parties to mitigate its
exposure to loss from environmental contamination. Claims
for recovery of environmental liabilities that are probable of
realization totaled $14 million at December 31, 2007 and are
included principally in deferred charges and other assets in
the consolidated balance sheets.
Conclusion
Many other legal and administrative proceedings are pending
or may be brought against Sunoco arising out of its current
and past operations, including matters related to commercial and tax disputes, product liability, antitrust, employment
claims, leaks from pipelines and underground storage tanks,
natural resource damage claims, premises-liability claims, allegations of exposures of third parties to toxic substances
(such as benzene or asbestos) and general environmental
claims. Although the ultimate outcome of these proceedings
and other matters identified above cannot be ascertained at
this time, it is reasonably possible that some of these matters
could be resolved unfavorably to Sunoco. Management believes that these matters could have a significant impact on
results of operations for any future quarter or year. However,
management does not believe that any additional liabilities
which may arise pertaining to such matters would be material
in relation to the consolidated financial position of Sunoco at
December 31, 2007.
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Discontinued Operations
2.259

CLEAR CHANNEL COMMUNICATIONS, INC. (DEC)
(In thousands, except share data)
Total current liabilities
Long-term debt
Other long-term obligations
Deferred income taxes
Other long-term liabilities
Long-term liabilities from discontinued
operations
Minority interest

2007
$2,813,277
5,214,988
127,384
796,982
567,848

2006
$1,663,846
7,326,700
68,509
737,576
673,954

51,198
436,360

24,621
349,391

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note B (In Part): Discontinued Operations
Sale of Non-Core Radio Stations
On November 16, 2006, the Company announced plans to
sell 448 non-core radio stations. The merger is not contingent on the sales of these stations, and the sales of these
stations are not contingent on the closing of the Company’s
merger discussed above. Definitive asset purchase agreements were signed for 73 non-core radio stations at December 31, 2007 and 160 non-core radio stations were sold as
of December 31, 2007.
The Company has 187 non-core radio stations that are
no longer under a definitive asset purchase agreement as
of December 31, 2007. The definitive asset purchase agreement was terminated in the fourth quarter of 2007. However the Company continues to actively market these radio
stations and they continue to meet the criteria in Statement
of Financial Accounting Standards No. 144, Accounting for
the Impairment or Disposal of Long-lived Assets (“Statement
144”) for classification as discontinued operations. Therefore, the assets, results of operations and cash flows from
these stations remain classified as discontinued operations
in the Company’s consolidated financial statements as of and
for the periods ended December 31, 2007.
Sale of the Television Business
On April 20, 2007, the Company entered into a definitive
agreement with an affiliate (“buyer”) of Providence Equity
Partners Inc. (“Providence”) to sell its television business.
Subsequently, a representative of Providence informed the
Company that the buyer is considering its options under
the definitive agreement, including not closing the acquisition on the terms and conditions in the definitive agreement.
The definitive agreement is in full force and effect, has not
been terminated and contains customary closing conditions.
There have been no allegations that we have breached any
of the terms or conditions of the definitive agreement or that
there is a failure of a condition to closing the acquisition. On
November 29, 2007, the FCC issued its initial consent order
approving the assignment of our television station licenses
to the buyer.
The Company determined that each of these radio station markets and its television business represent disposal
groups. Consistent with the provisions of Statement 144, the
Company classified these assets that are subject to transfer
under the definitive asset purchase agreements as discon-

AICPA Accounting Trends & Techniques

tinued operations at December 31, 2007 and 2006. Accordingly, depreciation and amortization associated with these
assets was discontinued. Additionally, the Company determined that these assets comprise operations and cash flows
that can be clearly distinguished, operationally and for financial reporting purposes, from the rest of the Company. As of
December 31, 2007, the Company determined that the estimated fair value less costs to sell attributable to these assets
was in excess of the carrying value of their related net assets
held for sale.
Summarized operating results for the years ended December 31, 2007, 2006 and 2005 from these businesses are as
follows:
(In thousands)
Revenue
Income before income taxes

2007
$546,556
$242,806

2006
$641,976
$115,346

2005
$591,389
$ 87,702

Included in income from discontinued operations, net are income tax expenses of $76.4 million, $43.8 million and $33.3
million for the years ended December 31, 2007, 2006 and
2005, respectively. Also included in income from discontinued operations for the years ended December 31, 2007 and
2006 are gains on the sale of certain radio stations of $144.6
million and $0.3 million, respectively.
The following table summarizes the carrying amount at December 31, 2007 and 2006 of the major classes of assets and
liabilities of the Company’s businesses classified as discontinued operations:
(In thousands)
Assets
Accounts receivable, net
Other current assets
Total current assets
Land, buildings and improvements
Transmitter and studio equipment
Other property, plant and equipment
Less accumulated depreciation
Property, plant and equipment, net
Definite-lived intangibles, net
Licenses
Goodwill
Total intangible assets
Film rights
Other long-term assets
Total non-current assets
Liabilities
Accounts payable and accrued expenses
Film liability
Other current liabilities
Total current liabilities
Film liability
Other long-term liabilities
Total long-term liabilities

2007

2006

$ 76,426
19,641
$ 96,067
$ 98,692
255,172
30,673
172,629
$211,908
$
283
122,806
274,765
$397,854
$ 18,042
8,338
$ 26,380

$ 75,490
20,887
$ 96,377
$140,964
305,795
38,502
209,521
$275,740
$
335
134,873
418,964
$554,172
$ 20,442
6,148
$ 26,590

$ 10,565
18,027
8,821
$ 37,413
$ 19,902
31,296
$ 51,198

$ 13,911
21,765
9,403
$ 45,079
$ 22,158
2,463
$ 24,621
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Insurance

Asset Retirement Obligations

2.260

2.261

CON-WAY INC. (DEC)

HERCULES INCORPORATED (DEC)

(Dollars in thousands)
Total current liabilities
Long-term liabilities
Long-term debt and guarantees
Self-insurance accruals
Employee benefits
Other liabilities and deferred credits
Deferred income taxes
Total liabilities

2007
$ 681,492

2006
$ 559,802

955,722
118,854
195,145
24,639
132,732
$2,108,584

557,723
114,431
314,559
14,595
—
$1,561,110

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Dollars in millions)
Total current liabilities
Long-term debt
Deferred income taxes
Pension obligations
Other postretirement benefit obligations
Deferred credits and other liabilities (Note 15)
Asbestos-related liabilities
Total liabilities

2007
$ 534.2
762.3
74.3
158.7
123.1
298.7
227.0
$2,178.3

2006
$ 629.6
959.7
69.7
262.5
142.2
255.6
233.6
$2,552.9

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in millions)

1 (In Part): Principal Accounting Policies
Self-Insurance Accruals
Con-way uses a combination of purchased insurance and
self-insurance programs to provide for the costs of medical,
casualty, liability, vehicular, cargo and workers’ compensation claims. The long-term portion of self-insurance accruals relates primarily to workers’ compensation and vehicular
claims that are expected to be payable over several years.
Con-way periodically evaluates the level of insurance coverage and adjusts insurance levels based on risk tolerance and
premium expense.
The measurement and classification of self-insured costs
requires the consideration of historical cost experience, demographic and severity factors, and judgments about the
current and expected levels of cost per claim and retention
levels. These methods provide estimates of the undiscounted
liability associated with claims incurred as of the balance
sheet date, including claims not reported. Changes in these
assumptions and factors can materially affect actual costs
paid to settle the claims and those amounts may be different
than estimates.
Con-way participates in a reinsurance pool to reinsure a
portion of its workers’ compensation and vehicular liabilities.
Each participant in the pool cedes claims to the pool and
assumes an equivalent amount of claims. Reinsurance does
not relieve Con-way of its liabilities under the original policy.
However, in the opinion of management, potential exposure
to Con-way for non-payment is minimal. At December 31,
2007 and 2006, Con-way had recorded a liability related to
assumed claims of $31.3 million and $26.5 million, respectively, and had recorded a receivable from the re-insurance
pool of $28.0 million and $23.1 million, respectively. Revenues related to these reinsurance activities are reported net
of the associated expenses and are classified as other operating expenses. In connection with its participation in the
reinsurance pool, Con-way recognized no net effect on operating results in 2007, operating expense of $0.2 million in
2006 and operating income of $1.6 million in 2005.

ATT-SEC 2.260

Summary of Significant Accounting Policies (In Part)
Asset Retirement Obligations and Environmental
Contingencies (In Part)
The Company has recorded the fair value of asset retirement
obligations (“AROs”) in order to recognize legal obligations
associated with the retirement of tangible long-lived assets
and for the remediation of environmental liabilities associated with current and former operations incurred during the
course of normal operations as well as the return of leased
property to its original condition upon the expiration of their
underlying lease terms. In addition, the Company provides for
AROs that are conditional in nature including those triggered
upon commitments by the Company to take certain actions,
including demolition, renovation and other retirement-related
activities. There are a number of remaining conditional AROs
whereby the Company does not have sufficient information
to estimate the fair value of the liabilities because the range
of settlement dates has not been specified by others and/or
cost estimates are not available to apply an expected present
value technique. Most significant among these unrecognized
conditional AROs are those attributable to the abatement of
asbestos at manufacturing facilities. In general, regulations in
the U.S. and other countries do not require removal or abatement unless the condition is hazardous or if the structure is
disturbed through such activities as renovation or demolition.
For the purposes of recognizing obligations requiring the
dismantlement of facilities, owned properties, which have no
fixed cessation date, are assumed to be in operation for 50
years, although it could be longer. The Company evaluates
the status of its facilities on a periodic basis and makes any
necessary adjustments to the AROs as required. Dismantlement of facilities at leased sites is assumed to occur upon
lease termination unless it is likely that the Company is able
to and plans to extend the term.
With respect to environmental contamination, the Company operates within the requirements of numerous regulations at the local, state and U.S. Federal and foreign levels
regarding issues such as the handling and disposal of hazardous chemicals, waste-water treatment and effluent and
emissions limitations, among others. From a practical standpoint, certain environmental contamination cannot be reasonably determined until a facility or asset is retired or an
event occurs that otherwise requires the facility to be tested
and monitored.
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The Company capitalizes AROs that result from the normal operation of the Company’s active facilities. Accretion
of AROs attributable to active facilities is recorded in Other
operating expense, net. Initial AROs, subsequent changes
in estimates and accretion for inactive sites associated with
businesses that have been exited or divested are recorded
in Other expense, net.
The Company also provides for environmental contingencies whereby it is reasonably likely that the Company has
incurred a liability for costs associated with environmental
remediation or for the probable settlement of related litigation. Such contingent liabilities include those attributable to
sites that the Company formerly owned as well as sites that
the Company did not have an ownership interest therein, but
was associated with activities at such sites, including landfills, waste sites and other similar properties.

Active
Sites
$10.2
(4.3)

Inactive
Sites
$ 85.4
(15.9)

Total
$ 95.6
(20.2)

4.0
0.2
$10.1
(1.7)

1.6
0.4
$ 71.5
(10.8)

5.6
0.6
$ 81.6
(12.5)

2.2
0.2
$10.8

6.3
0.5
$ 67.5

8.5
0.7
$ 78.3

As of December 31, 2007, $18.3 million is included in Accrued
expenses representing amounts to be settled during 2008
and the remaining $60.0 million is included in Deferred credits
and other liabilities. A total of $5.3 million is attributable to
environmental remediation costs associated with current and
former operating sites.
15 (In Part): Additional Balance Sheet Detail

AICPA Accounting Trends & Techniques

PPG INDUSTRIES, INC. (DEC)
(Millions)
Total current liabilities
Long-term debt
Asbestos settlement (See Note 15)
Deferred income taxes
Accrued pensions
Other postretirement benefits
Other liabilities
Total liabilities

2007
$4,661
1,201
324
164
396
997
602
$8,345

2006
$2,816
1,155
332
136
628
1,028
571
$6,666

15 (In Part): Commitments and Contingent Liabilities

The following table provides a reconciliation of changes in the
AROs and environmental contingencies during the period:

Deferred credits and other liabilities
Non-current income tax liabilities
Asset retirement obligations—noncurrent
Indemnifications
Deferred rent
Environmental contingencies
Fair value of cross-currency interest rate swaps
Workers compensation
Other

2.262

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

11 (In Part): Asset Retirement Obligations and
Environmental Contingencies

Balance at January 1, 2006
Settlement payments
Changes in estimated obligations and
accretion
Foreign currency translation
Balance at December 31, 2006
Settlement payments
Changes in estimated obligations and
accretion
Foreign currency translation
Balance at December 31, 2007

Litigation

2007

2006

$ 34.6
54.7
41.2
21.8
5.3
112.1
13.9
15.1
$298.7

$ 41.7
55.3
41.2
26.3
5.3
53.2
13.9
18.7
$255.6

PPG is involved in a number of lawsuits and claims, both actual and potential, including some that it has asserted against
others, in which substantial monetary damages are sought.
These lawsuits and claims, the most significant of which are
described below, relate to contract, patent, environmental,
product liability, antitrust and other matters arising out of the
conduct of PPG’s current and past business activities. To the
extent that these lawsuits and claims involve personal injury
and property damage, PPG believes it has adequate insurance; however, certain of PPG’s insurers are contesting coverage with respect to some of these claims, and other insurers, as they had prior to the asbestos settlement described
below, may contest coverage with respect to some of the
asbestos claims if the settlement is not implemented. PPG’s
lawsuits and claims against others include claims against insurers and other third parties with respect to actual and contingent losses related to environmental, asbestos and other
matters.
The result of any future litigation of such lawsuits and
claims is inherently unpredictable. However, management
believes that, in the aggregate, the outcome of all lawsuits
and claims involving PPG, including asbestos-related claims
in the event the settlement described below does not become
effective, will not have a material effect on PPG’s consolidated financial position or liquidity; however, such outcome
may be material to the results of operations of any particular
period in which costs, if any, are recognized.
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Asbestos Matters
For over 30 years, PPG has been a defendant in lawsuits involving claims alleging personal injury from exposure to asbestos. As of December 31, 2007, PPG was
one of many defendants in numerous asbestos-related lawsuits involving approximately 114,000 open claims served
on PPG. Most of PPG’s potential exposure relates to allegations by plaintiffs that PPG should be liable for injuries
involving asbestos-containing thermal insulation products
manufactured and distributed by Pittsburgh Corning Corporation (“PC”). PPG and Corning Incorporated are each
50% shareholders of PC. PPG has denied responsibility for,
and has defended, all claims for any injuries caused by PC
products.
On April 16, 2000, PC filed for Chapter 11 Bankruptcy in the
U.S. Bankruptcy Court for the Western District of Pennsylvania located in Pittsburgh, Pa. Accordingly, in the first quarter
of 2000, PPG recorded an after-tax charge of $35 million for
the write-off of all of its investment in PC. As a consequence
of the bankruptcy filing and various motions and orders in
that proceeding, the asbestos litigation against PPG (as well
as against PC) has been stayed and the filing of additional
asbestos suits against them has been enjoined, until 30 days
after the effective date of a confirmed plan of reorganization
for PC substantially in accordance with the settlement arrangement among PPG and several other parties discussed
below. The stay may be terminated if the Bankruptcy Court
determines that such a plan will not be confirmed, or the
settlement arrangement set forth below is not likely to be
consummated.
On May 14, 2002, PPG announced that it had agreed with
several other parties, including certain of its insurance carriers, the official committee representing asbestos claimants
in the PC bankruptcy, and the legal representatives of future asbestos claimants appointed in the PC bankruptcy,
on the terms of a settlement arrangement relating to asbestos claims against PPG and PC (the “PPG Settlement
Arrangement”).
On March 28, 2003, Corning Incorporated announced that
it had separately reached its own arrangement with the representatives of asbestos claimants for the settlement of certain
asbestos claims that might arise from PC products or operations (the “Corning Settlement Arrangement”).
The terms of the PPG Settlement Arrangement and the
Corning Settlement Arrangement have been incorporated
into a bankruptcy reorganization plan for PC along with a disclosure statement describing the plan, which PC filed with
the Bankruptcy Court on April 30, 2003. Amendments to
the plan and disclosure statement were filed on August 18
and November 20, 2003. Creditors and other parties with
an interest in the bankruptcy proceeding were entitled to file
objections to the disclosure statement and the plan of reorganization, and a few parties filed objections. On November 26, 2003, after considering objections to the second
amended disclosure statement and plan of reorganization,
the Bankruptcy Court entered an order approving such disclosure statement and directing that it be sent to creditors,
including asbestos claimants, for voting. The Bankruptcy
Court established March 2, 2004 as the deadline for receipt
of votes. In order to approve the plan, at least two thirds
in amount and more than one-half in number of the allowed
creditors in a given class must vote in favor of the plan, and for
a plan to contain a channeling injunction for present and future asbestos claims under §524(g) of the Bankruptcy Code,
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as described below, 75 percent of the asbestos claimants
voting must vote in favor of the plan. On March 16, 2004,
notice was received that the plan of reorganization received
the required votes to approve the plan with a channeling injunction. From May 3–7, 2004, the Bankruptcy Court judge
conducted a hearing regarding the fairness of the settlement, including whether the plan would be fair with respect to
present and future claimants, whether such claimants would
be treated in substantially the same manner, and whether
the protection provided to PPG and its participating insurers
would be fair in view of the assets they would convey to the
asbestos settlement trust (the “Trust”) to be established as
part of the plan. At that hearing, creditors and other parties
in interest raised objections to the PC plan of reorganization. Following that hearing, the Bankruptcy Court set deadlines for the parties to develop agreed-upon and contested
Findings of Fact and Conclusions of Law and scheduled oral
argument for contested items.
The Bankruptcy Court heard oral arguments on the contested items on November 17–18, 2004. At the conclusion of
the hearing, the Bankruptcy Court agreed to consider certain
post-hearing written submissions. In a further development,
on February 2, 2005, the Bankruptcy Court established a
briefing schedule to address whether certain aspects of a
decision of the U.S. Third Circuit Court of Appeals in an unrelated case have any applicability to the PC plan of reorganization. Oral arguments on the briefs were held on March 16,
2005. During an omnibus hearing on February 28, 2006, the
Bankruptcy Judge stated that she was prepared to rule on
the PC plan of reorganization in the near future, provided
certain amendments were made to the plan. Those amendments were filed, as directed, on March 17, 2006. After further conferences and supplemental briefings, the Court held
final oral arguments on July 21, 2006 during an omnibus
hearing.
On December 21, 2006, the Bankruptcy Court issued a
ruling denying confirmation of the second amended PC plan
of reorganization. Several parties in interest, including PPG,
filed motions for reconsideration and/or to alter or amend
the December 21, 2006 ruling. Final written submissions
were filed on January 26, 2007. Oral argument on the motions was held on March 5, 2007. Upon reconsideration, the
Bankruptcy Court may adhere to its December 21, 2006
decision, may alter that decision and confirm the plan or
may amend the decision in a manner that may provide further guidance on how the plan could be modified and become confirmable in the Bankruptcy Court’s view. During
a January 10, 2008 hearing before the Bankruptcy Court,
certain parties in interest, including PPG, reported progress
toward a third amended plan of reorganization. It was reported that those parties in interest anticipate that a third
amended plan of reorganization, if finally approved by the
parties, would address issues raised in the Court’s December
21, 2006 ruling. During a hearing on February 15, 2008, the
parties reported continued progress toward a third amended
plan, and the Bankruptcy Court ordered that a further update
be provided at an omnibus hearing later in the first quarter
of 2008.
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However, if the Bankruptcy Court reconsiders its decision and determines that the second amended plan is confirmable, or if the Bankruptcy Court’s ruling is reversed on
appeal and the case remanded, the Bankruptcy Court may
enter a confirmation order. That order may be appealed to or
otherwise reviewed by the U.S. District Court for the Western
District of Pennsylvania, located in Pittsburgh, Pa. Assuming
that the District Court approves a confirmation order following any such appeal, interested parties could further appeal
the District Court’s order to the U.S. Third Circuit Court of
Appeals and subsequently seek review of any decision of
the Third Circuit Court of Appeals by the U.S. Supreme Court.
The PPG Settlement Arrangement will not become effective
until 30 days after the PC plan of reorganization is finally approved by an appropriate court order that is no longer subject
to appellate review (the “Effective Date”).
If the PC plan of reorganization incorporating the terms
of the PPG Settlement Arrangement and the Corning Settlement Arrangement is approved by the Bankruptcy Court,
the Court would enter a channeling injunction under §524(g)
and other provisions of the Bankruptcy Code, prohibiting
present and future claimants from asserting bodily injury
claims after the Effective Date against PPG or its subsidiaries
or PC relating to the manufacture, distribution or sale of
asbestos-containing products by PC or PPG or its subsidiaries. The injunction would also prohibit codefendants in
those cases from asserting claims against PPG for contribution, indemnification or other recovery. All such claims would
be filed with the Trust and only paid from the assets of the
Trust.
The channeling injunction would not extend to claims
against PPG alleging injury caused by asbestos on premises
owned, leased or occupied by PPG (so called “premises
claims”), or claims alleging property damage resulting from
asbestos. There are no property damage claims pending
against PPG or its subsidiaries. Historically, a small proportion of the claims against PPG and its subsidiaries have
been premises claims. As a result of the settlements described below, and based upon recent review and analysis, PPG believes that the number of premises claims currently comprises less than 2% of the total asbestos-related
claims against PPG. PPG believes that it has adequate insurance for the asbestos claims that would not be covered
by any channeling injunction and that any financial exposure
resulting from such claims will not have a material effect on
PPG’s consolidated financial position, liquidity or results of
operations.
Beginning in late 2006, the Bankruptcy Court lifted the stay
with respect to certain premises claims against PPG. As a result, PPG and its primary insurers have settled approximately
450 premises claims and are evaluating the voluminous factual, medical, and other relevant information pertaining to an
additional 550 claims that are being considered for potential
settlement. PPG’s insurers agreed to provide insurance coverage for a major portion of the payments made in connection
with the settled claims. PPG accrued the portion of the settlement amounts not covered by insurance. Other asbestosrelated claims remain subject to the stay, as outlined above,
although certain claimants have requested the Court to lift
the stay with respect to these claims.
PPG has no obligation to pay any amounts under the PPG
Settlement Arrangement entered into in 2002 until the Effective Date. PPG and certain of its insurers (along with PC)
would then make payments to the Trust, which would provide the sole source of payment for all present and future
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asbestos bodily injury claims against PPG, its subsidiaries
or PC alleged to be caused by the manufacture, distribution or sale of asbestos products by these companies. PPG
would convey the following assets to the Trust. First, PPG
would convey the stock it owns in PC and Pittsburgh Corning Europe. Second, PPG would transfer 1,388,889 shares
of PPG’s common stock. Third, PPG would make aggregate cash payments to the Trust of approximately $998 million, payable according to a fixed payment schedule over
21 years, beginning on June 30, 2003, or, if later, the Effective Date. PPG would have the right, in its sole discretion,
to prepay these cash payments to the Trust at any time at
a discount rate of 5.5% per annum as of the prepayment
date. Under the payment schedule, the amount due June
30, 2003 was $75 million. In addition to the conveyance of
these assets, PPG would pay $30 million in legal fees and
expenses on behalf of the Trust to recover proceeds from
certain historical insurance assets, including policies issued
by certain insurance carriers that are not participating in the
settlement, the rights to which would be assigned to the Trust
by PPG.
PPG’s participating historical insurance carriers would
make cash payments to the Trust of approximately $1.7 billion between the Effective Date and 2023. These payments
could also be prepaid to the Trust at any time at a discount
rate of 5.5% per annum as of the prepayment date. In addition, as referenced above, PPG would assign to the Trust
its rights, insofar as they relate to the asbestos claims to be
resolved by the Trust, to the proceeds of policies issued by
certain insurance carriers that are not participating in the PPG
Settlement Arrangement and from the estates of insolvent insurers and state insurance guaranty funds.
PPG would grant asbestos releases to all participating insurers, subject to a coverage-in-place agreement with certain insurers for the continuing coverage of premises claims
(discussed above). PPG would grant certain participating insurers full policy releases on primary policies and full product liability releases on excess coverage policies. PPG would
also grant certain other participating excess insurers credit
against their product liability coverage limits.
In the second quarter of 2002, an initial charge of $772
million was recorded for the estimated cost of the PPG Settlement Arrangement which included the net present value as
of December 31, 2002, using a discount rate of 5.5% of the
aggregate cash payments of approximately $998 million to
be made by PPG to the Trust. That amount also included the
carrying value of PPG’s stock in Pittsburgh Corning Europe,
the fair value as of June 30, 2002 of 1,388,889 shares of PPG
common stock and $30 million in legal fees of the Trust to be
paid by PPG, which together with the first payment originally
scheduled to be made to the Trust on June 30, 2003, were reflected in the current liability for PPG’s asbestos settlement in
the consolidated balance sheet as of June 30, 2002. The net
present value at that date of the remaining payments of $566
million was recorded in the noncurrent liability for asbestos
settlement. The following table summarizes the impact on our
financial statements for the three years ended December 31,
2007 resulting from the PPG Settlement Arrangement including the change in fair value of the stock to be transferred
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to the asbestos settlement trust and the equity forward instrument (see Note 11, “Derivative Financial Instruments and
Hedge Activities”) and the increase in the net present value
of the future payments to be made to the Trust.
Consolidated Balance Sheet
Asbestos Settlement Liability
Current
Long-Term
$404
$440

(Millions)
Balance as of January 1, 2005
Change in fair value
PPG stock
Equity forward instrument
Accretion of asbestos liability
Reclassification
Balance as of and activity for the year ended December 31, 2005
Change in fair value:
PPG stock
Equity forward instrument
Accretion of asbestos liability
Reclassification
Balance as of and activity for the year ended December 31, 2006
Change in fair value:
PPG stock
Equity forward instrument
Accretion of asbestos liability
Reclassification
Balance as of and activity for the year ended December 31, 2007
The fair value of the equity forward instrument is included as
an other current asset as of December 31, 2007 and 2006
in the accompanying consolidated balance sheet. Payments
under the fixed payment schedule require annual payments
that are due each June. The current portion of the asbestos
settlement liability included in the accompanying consolidated balance sheet as of December 31, 2007, consists of
all such payments required through June 2008, the fair value
of PPG’s common stock and legal fees and expenses. The
amount due June 30, 2009, of $38 million and the net present
value of the remaining payments is included in the long-term
asbestos settlement liability in the accompanying consolidated balance sheet. For 2008, accretion expense associated with the asbestos liability will be approximately $5 million per quarter.
Because the filing of asbestos claims against the Company has been enjoined since April 2000, a significant number of additional claims may be filed against the Company
if the Bankruptcy Court stay were to expire. If the PPG Settlement Arrangement (or any potential modification of that
arrangement) is not implemented, for any reason, and the
Bankruptcy Court stay expires, the Company intends to vigorously defend the pending and any future asbestos claims
against it and its subsidiaries. The Company believes that it
is not responsible for any injuries caused by PC products,
which represent the preponderance of the pending bodily
injury claims against it. Prior to 2000, PPG had never been
found liable for any such claims, in numerous cases PPG had
been dismissed on motions prior to trial, and aggregate settlements by PPG to date have been immaterial. In January
2000, in a trial in a state court in Texas involving six plaintiffs, the jury found PPG not liable. However, a week later in
a separate trial also in a state court in Texas, another jury
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Equity
Forward
(Asset)
$(19)

Pretax
Charge
$32

(14)
—
—
82
$472

—
—
27
(82)
$385

—
9
—
—
$(10)

(14)
9
27
—
$22

9
—
—
76
$557

—
—
23
(76)
$332

—
(4)
—
—
$(14)

9
(4)
23
—
$28

8
—
—
28
$593

—
—
20
(28)
$324

—
(4)
—
—
$(18)

8
(4)
20
—
$24

found PPG, for the first time, partly responsible for injuries
to five plaintiffs alleged to be caused by PC products. PPG
intends to appeal the adverse verdict in the event the settlement does not become effective, or the stay is lifted as
to these claims, which are the subject of a motion to lift the
stay as described above. Although PPG has successfully defended asbestos claims brought against it in the past, in view
of the number of claims, and the questionable verdicts and
awards that other companies have experienced in asbestos
litigation, the result of any future litigation of such claims is
inherently unpredictable.

Warranties
2.263

ALLERGAN, INC. (DEC)
(In millions)
Total current liabilities
Long-term debt
Long-term convertible notes
Deferred tax liabilities
Other liabilities

2007
$715.7
840.2
750.0
220.6
312.7

2006
$658.1
856.4
750.0
84.8
273.2

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 15. Product Warranties
The Company provides warranty programs for breast implant
sales primarily in the United States, Europe, and certain other
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countries. Management estimates the amount of potential
future claims from these warranty programs based on actuarial analyses. Expected future obligations are determined
based on the history of product shipments and claims and
are discounted to a current value. The liability is included
in both current and long-term liabilities in the Company’s
consolidated balance sheets. The U.S. programs include the
ConfidencePlusTM and ConfidencePlusTM Premier warranty
programs. The ConfidencePlusTM program currently provides
lifetime product replacement and $1,200 of financial assistance for surgical procedures within ten years of implantation. The ConfidencePlusTM Premier program, which requires
a low additional enrollment fee, currently provides lifetime
product replacement, $2,400 of financial assistance for surgical procedures within ten years of implantation and contralateral implant replacement. The enrollment fee is deferred and
recognized as income over the ten year warranty period for
financial assistance. The warranty programs in non-U.S. markets have similar terms and conditions to the U.S. programs.
The Company does not warrant any level of aesthetic result
and, as required by government regulation, makes extensive
disclosures concerning the risks of the use of its products
and implantation surgery. Changes to actual warranty claims
incurred and interest rates could have a material impact on
the actuarial analysis and the Company’s estimated liabilities.
Substantially all of the product warranty liability arises from
the U.S. warranty programs. The Company does not currently
offer any similar warranty program on any other product.
The following table provides a reconciliation of the change
in estimated product warranty liabilities for the years ended
December 31, 2007 and 2006:
(In millions)
Balance, beginning of year
Amount assumed from Inamed acquisition
Provision for warranties issued during
the year
Settlements made during the year
Balance, end of year
Current portion
Non-current portion
Total

2007
$24.8
—

2006
$ —
21.3

8.0
(4.8)
$28.0
$ 6.5
21.5
$28.0

8.1
(4.6)
$24.8
$ 4.4
20.4
$24.8

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
2 (In Part): Summary of Significant Accounting Policies
Revenue Recognition
We enter into revenue arrangements to sell products (hardware and software) and services in which we are obligated to
deliver to our customers multiple products and/or services
(multiple deliverables). Revenue arrangements with multiple
deliverables are evaluated to determine if the deliverables
(items) can be divided into more than one unit of accounting. An item can generally be considered a separate unit of
accounting if all of the following criteria are met:
• the delivered item(s) has value to the customer on a
standalone basis;
• there is objective and reliable evidence of the fair value
of the undelivered item(s); and
• if the arrangement includes a general right of return relative to the delivered item(s), delivery or performance
of the undelivered item(s) is considered probable and
substantially in our control.
Items that do not meet these criteria are combined into a single unit of accounting. If there is objective and reliable evidence of fair value for all units of accounting, the arrangement
consideration is allocated to the separate units of accounting based on their relative fair values. In cases where there is
objective and reliable evidence of the fair value of the undelivered item(s) in an arrangement but no such evidence for the
delivered item(s), the residual method is used to allocate the
arrangement consideration. For units of accounting which
include more than one deliverable, we generally defer all revenue for the unit of accounting until the period over which
the last undelivered item is delivered. The revenue policies
described below are then applied to each unit of accounting.
We recognize revenue when the following criteria are met:
1) persuasive evidence of an arrangement exists; 2) delivery
has occurred or services have been rendered; 3) the sales
price is fixed or determinable; and 4) collectibility is reasonably assured. Our standard agreements generally do not include customer acceptance provisions. However, if there is a
customer acceptance provision or there is uncertainty about
customer acceptance, the associated revenue is deferred until we have evidence of customer acceptance.
Products Revenue

Deferred Credits
2.264

SUN MICROSYSTEMS, INC. (JUN)
(In millions)
Total current liabilities
Long-term debt
Long-term deferred revenue
Other non-current obligations

2007
$5,451
1,264
659
1,285

AICPA Accounting Trends & Techniques

2006
$6,165
575
506
1,492

Products revenue for sales to end-user customers, resellers
and distributors (Channel Partners) is recognized upon the
passage of title only if all other applicable revenue recognition criteria are met. These criteria include the price to the
buyer being substantially fixed or determinable at the date
of sale and the amount of future returns to be reasonably
estimated. Our program offerings to certain of our Channel
Partners provide for the limited right to return our product
for stock rotation. When applicable, we reduce revenue for
rights to return our product based upon our historical experience. End-user customers generally do not have return
rights. In accordance with contractual provisions, we offer
price protection to certain of our Channel Partners and margin protection on certain transactions. When applicable under these contractual provisions, we reduce revenue based
upon announced price adjustments and historical experience. In accordance with contractual provisions we may offer
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co-operative marketing funds based on a fixed dollar percentage of product sales to certain of our Channel Partners.
We record such amounts as a reduction to revenue or, if we
have evidence of fair value of the advertising benefit received,
as marketing expense.
In addition, we sell products to leasing companies that,
in turn, lease these products to end-users. In transactions
where the leasing companies have no recourse to Sun in
the event of default by the end-user, we recognize revenue
at point of shipment or point of delivery, depending on the
shipping terms and if all the other revenue recognition criteria
have been met. In arrangements where the leasing companies have full recourse to Sun in the event of default by the
end-user (defined as recourse leasing), we recognize both
the product revenue and the related cost of the product as
the payments are made to the leasing company by the enduser, generally ratably over the lease term. We had deferred
revenue and related deferred costs of $20 million and $11
million at June 30, 2007, and $22 million and $12 million, at
June 30, 2006, respectively, related to recourse leases which
will be recognized in future periods.
For revenue arrangements with multiple deliverables that
include or represent software products and services as well
as any non-software deliverables for which a software deliverable is essential to its functionality, we apply the accounting
guidance in SOP 97-2, “Software Revenue Recognition” in
determining the timing of revenue recognition. The criteria assessed include the following: 1) the functionality of the delivered element(s) is not dependent on the undelivered element;
2) there is Sun-specific objective evidence of fair value of the
undelivered element(s), and 3) delivery of the delivered element(s) represents the culmination of the earnings process
for those element(s). If these criteria are not met, revenue is
deferred until such criteria are met or until the last element is
delivered. For arrangements within the scope of SOP 97-2,
revenue is recognized ratably only in situations where one
of the limited exceptions described in paragraph 12 of SOP
97-2 is met, such as where we agree to deliver unspecified
additional software products in the future.
Services Revenue
Maintenance contract revenue is generally recognized ratably over the contractual period. Educational Services revenue is recognized as the services are rendered. Time and
material, and fixed price Professional Services contract revenue is recognized as the Professional Services are rendered,
or upon completion of the services contract. If we can reliably evaluate progress to completion (based on total projected hours to be incurred as compared with hours already
incurred), we recognize the revenue as the services are rendered and recognize the related costs as they are incurred.
In instances where we cannot reliably estimate the total projected hours, we recognize revenue and the associated costs
upon completion of the services contract. For fixed price Professional Services contracts when the current estimates of
total contract revenue and contract cost indicate a loss, the
estimated loss is recognized in the period the loss becomes
evident.

ATT-SEC 2.264
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3 (In Part): Balance Sheet Details
Other Non-Current Obligations
At June 30, other non-current obligations consisted of the
following (in millions):

Income taxes liabilities, net
Restructuring liabilities
Deferred settlement income from Microsoft
Other non-current obligations

2007
$ 373
194
352
366
$1,285

2006
$ 553
241
352
346
$1,492

In June 2007, we sold our Burlington, Massachusetts, facility
which included buildings, leasehold improvements, and land,
in a cash transaction for $212 million, net of $3 million of closing costs. Of the $90 million gain on the transaction, we recognized $39 million in our fiscal year ended June 30, 2007 as
an offset to our selling, general and administrative expenses,
and deferred the remaining $51 million. Of the amount deferred, $6 million is included in Accrued liabilities and other
and $45 million is included in Other non-current obligations.
The amounts deferred will be amortized as an offset to selling, general and administrative expenses over the remaining
lease term.
In conjunction with the above transaction, we entered into
a lease for the same facility. Under the terms of the agreement, we will lease a majority of the properties until fiscal
2014, and shall have the right to extend the term for two successive periods of five years each, with respect to all of the
premises.
12. Settlement Income
On March 8, 2002, we filed suit against Microsoft Corporation
(Microsoft), pursuant to United States and State of California
antitrust and other laws. In February 2003, Microsoft filed four
counterclaims against us. The presiding judge dismissed two
of the four Microsoft counterclaims.
On April 1, 2004, we entered into several agreements with
Microsoft including an agreement to settle all pending litigation between the two companies. Pursuant to the settlement
agreement, Microsoft agreed to pay to us the amount of $700
million.
Pursuant to a patent covenant and stand-still agreement,
the parties agreed not to sue each other for past damages
for patent infringement with respect to the other party’s products and technologies (the Covenant Not to Sue for Damages). Each year until 2014, Microsoft has the option of extending the Covenant Not to Sue for Damages to apply to
the preceding year in exchange for an annual extension payment, so long as Microsoft has made all previous annual extension payments and so long as Microsoft has not sued
us or authorized licensees of our commercial products for
patent infringement prior to such time. At the end of the tenyear term, if Microsoft has made all such payments and not
brought any such suits, then each party will automatically
grant to the other party irrevocable, non-exclusive, perpetual
licenses under all of its patents and patent applications existing at the end of such period in order to allow such other
party to continue to commercialize its products shipping at
the end of such period. Microsoft also agreed to pay to us
the amount of $900 million under this patent covenant and
standstill agreement.

P1: JyD
ACPA050-02-P04b

AICPA

AICPA-xml-v1.cls

September 25, 2008

8:46

289

Section 2: Balance Sheet

Pursuant to a technical collaboration agreement, each
party agreed to provide the other party with access to aspects of its desktop and server-based technology for use
in developing interoperable server products. Microsoft also
agreed to pay to us the amount of $350 million as a prepaid nonrefundable royalty under this technical collaboration
agreement.
Based on the agreements with Microsoft described above,
we recognized $54 million in settlement income in each of fiscal 2007, 2006 and 2005, and will maintain a deferred gain of
approximately $352 million, primarily related to the prepaid
nonrefundable royalty paid by Microsoft under the technical collaboration agreement, as other non-current obligations
until the earlier of usage of the royalties by Microsoft or such
time as all our obligations have been met.

RESERVES—USE OF THE TERM
“RESERVE”
2.265 Prior to being superseded by the APB, the Committee on Terminology of the AICPA issued four terminology
bulletins. In Accounting Terminology Bulletin No. 1, Review
and Resume, the Committee recommended that the term reserve be applied only to amounts of retained earnings appropriated for general or specific purposes. In practice, the term
reserve is applied to amounts designated as valuation allowances deducted from assets or as accruals for estimated
liabilities. Table 2-32 shows where the term reserve appears
in the financial statements of the survey companies.

TITLE OF STOCKHOLDERS’ EQUITY
SECTION
2.267 Table 2-33 summarizes the titles used by the survey
companies to identify the stockholders’ equity section of the
balance sheet.

2.268
TABLE 2-33: TITLE OF STOCKHOLDERS’ EQUITY
SECTION
Stockholders’ equity.............................
Shareholders’ equity.............................
Shareowners’ equity.............................
Shareholders’ investment.....................
Common stockholders’ equity..............
Common shareholders’ equity.............
Term deficit or deficiency in title..........
Other or no title.....................................

2007
307
225
17
7
6
4
24
10

2006
299
233
16
8
6
4
27
7

2005
302
228
19
8
7
4
25
7

2004
300
236
19
7
6
2
19
11

Total Companies................................

600

600

600

600

CAPITAL STRUCTURES

2.266

2.269 SFAS No. 129, Disclosure of Information about Capital Structure, states the disclosure requirements for the capital structure of an entity.

TABLE 2-32: USE OF TERM “RESERVE”

2.270

Table 2-34 summarizes the capital structures disclosed on the balance sheets of the survey companies.

Number of Companies
2007 2006 2005 2004
To Describe Deductions From
Assets for
Inventory obsolescence.......................
Reducing inventories to LIFO cost ......
Doubtful accounts ................................
Accumulated depreciation....................
Other—described.................................
To Describe Accruals for
Tax Contingency..................................
Estimated expenses relating to
property abandonments of
discontinued operations....................
Environmental costs ............................
Warranty...............................................
Insurance .............................................
Litigation...............................................
Employee benefits or compensation ...
Other—described.................................

2.271
58
38
32
2
13

42
46
22
2
13

38
38
17
4
17

26
36
13
3
10

90

77

57

18

76
70
66
59
57
8
16

75
73
66
56
43
9
24

80
60
55
46
40
13
18

66
45
49
42
34
10
35

AICPA Accounting Trends & Techniques

TABLE 2-34: CAPITAL STRUCTURES
Common Stock With:
No preferred stock ...............................
One class of preferred stock ...............
Two classes of preferred stock ...........
Three or more classes of preferred
stock .................................................
Total Companies.............................
Companies included above with two
or more classes of common stock ...

2007

2006

2005

2004

532
58
7

522
70
5

548
42
7

537
53
8

3
600

3
600

3
600

2
600

57

58

60

64

ATT-SEC 2.271
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COMMON STOCK
2.276
2.272 Table 2-35 summarizes the reporting bases of common stock. As in prior years, the majority of the survey companies show common stock at par value.

2.273
TABLE 2-35: COMMON STOCK
Par value stock shown at:
Par value ..........................................
Amount in excess of par...................
Assigned per share amount .............
No par value stock shown at:
Assigned per share amount .............
No assigned per share amount ........
Issues Outstanding............................

2007

2006

2005

2004

582
13
2

579
9
4

576
10
2

580
15
6

9
50

8
55

7
54

10
51

656

655

649

662

TABLE 2-36: PREFERRED STOCK
Number of Companies
2007 2006 2005 2004
Par value stock shown at:
Par value...........................................
Liquidation or redemption value.......
Fair value at issuance date ..............
Assigned per share amount .............
Other.................................................
No par value stock shown at:
Liquidation or redemption value .......
Assigned per share amount .............
Fair value at issuance date ..............
No assigned per share amount........

13
9
2
1
3

18
14
3
—
1

24
16
2
—
1

22
11
2
—
—

7
6
—
4

8
5
1
4

6
3
1
10

11
5
1
10

Number of Companies
Preferred stock outstanding.................
No preferred stock outstanding............

42
558

49
551

55
545

61
539

Total Companies................................

600

600

600

600

PREFERRED STOCK
2.274 SFAS No. 129 provides reporting and disclosure requirements for preferred stock. SFAS No. 150, Accounting
for Certain Financial Instruments with Characteristics of both
Liabilities and Equity, requires that an issuer classify certain
financial instruments with characteristics of both liabilities
and equity as liabilities. Prior to SFAS No. 150, many of these
freestanding financial instruments were classified as equity.
Some issuances of stock, such as mandatorily redeemable
preferred stock, impose unconditional obligations requiring
the issuer to transfer assets or issue its equity shares. SFAS
No. 150 requires an issuer to classify such financial instruments as liabilities. Examples of preferred stock issues within
the scope of SFAS No. 150 are included in the Other Noncurrent Liability section.
2.275

Table 2-36 summarizes the reporting bases of preferred stock. As with common stock, many of the survey
companies present preferred stock at par value. Examples
of preferred stock presentations and disclosures follow.

ATT-SEC 2.272

Preferred Stock Extended at Par Value
2.277

MAXXAM INC. (DEC)
(In millions)
Stockholders’ deficit
Preferred stock, $0.50 par value; $0.75
liquidation preference; 2,500,000 shares
authorized; Class A $0.05 non-cumulative
participating convertible preferred stock;
668,964 shares issued; 668,119 shares
outstanding
Common stock, $0.50 par value; 13,000,000
shares authorized; 10,063,359 shares issued;
5,248,717 and 5,257,657 outstanding,
respectively
Additional capital
Accumulated deficit
Accumulated other comprehensive income (loss)
Treasury stock, at cost (shares held:
preferred—845; common—4,814,642 and
4,805,702, respectively)
Total stockholders’ deficit

2007

$

0.3

2006

$

0.3

5.0
225.3
(342.9)
(1.2)

5.0
225.3
(296.0)
1.0

(147.7)
$(261.2)

(147.4)
$(211.8)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
11 (In Part): Stockholders’ Deficit
Preferred Stock
The holders of the Class A Preferred Stock are entitled to
receive, if and when declared, preferential cash dividends at
the rate of $0.05 per share per annum and participate thereafter on a share-for-share basis with the holders of Common
Stock in any cash dividends, other than cash dividends on the
Common Stock in any fiscal year to the extent not exceeding
$0.05 per share. Stock dividends declared on the Common
Stock would result in the holders of the Class A Preferred
Stock receiving an identical stock dividend payable in shares
of Class A Preferred Stock. At the option of the holder, the
Class A Preferred Stock is convertible at any time into shares
of Common Stock at the rate of one share of Common Stock
for each share of Class A Preferred Stock. Each holder of
Class A Preferred Stock is generally entitled to ten votes per
share on all matters presented to a vote of the Company’s
stockholders.

Preferred Stock Extended at Liquidating Value
2.278

CLEVELAND-CLIFFS INC (DEC)
(In millions)
3.25% redeemable cumulative convertible
perpetual preferred stock—issued
172,500 shares; 134,715 and 172,300
outstanding in 2007 and 2006
Shareholders’ equity
Preferred stock—no par value
Class A—3,000,000 shares authorized and
unissued
Class B—4,000,000 shares authorized and
unissued
Common shares—par value $0.25 a share
Authorized—112,000,000 shares;
Issued—67,311,764 shares
Capital in excess of par value of shares
Retained earnings
Cost of 23,727,961 common shares in
treasury (2006—26,406,414 shares)
Accumulated other comprehensive loss
Total shareholders’ equity

2007

2006

$ 134.7

$ 172.3

16.8
116.6
1,316.2

16.8
103.2
1,078.5

(255.6)
(30.3)
$1,163.7

(282.8)
(169.9)
$ 745.8

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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sion price of $15.11 per share at December 31, 2007, subject
to further adjustment in certain circumstances. Each share of
preferred stock may be converted by the holder if during any
quarter ending after March 31, 2004 the closing sale price of
our common stock for at least 20 trading days in a period
of 30 consecutive trading days ending on the last trading day
of the preceding quarter exceeds 110 percent of the applicable conversion price on such trading day ($16.62 at December 31, 2007; this threshold was met as of December 31,
2007). The satisfaction of this condition allows conversion
of the preferred stock during the quarter ending March 31,
2008. Holders of preferred stock may also convert: (1) if during the five business day period after any five consecutive
trading-day period in which the trading price per share of preferred stock for each day of that period was less than 98 percent of the product of the closing sale price of our common
stock and the applicable conversion rate on each such day;
(2) upon the occurrence of certain corporate transactions; or
(3) if the preferred stock has been called for redemption.
On or after January 20, 2009, we may, at our option, redeem some or all of the preferred stock at a redemption
price equal to 100 percent of the liquidation preference, plus
accumulated but unpaid dividends, but only if the closing
price exceeds 135 percent of the conversion price, subject
to adjustment, for 20 trading days within a period of 30 consecutive trading days ending on the trading day before the
date we give the redemption notice. We may also exchange
the preferred stock for convertible subordinated debentures
in certain circumstances. We have reserved approximately
11.2 million common treasury shares for possible future issuance for the conversion of the preferred stock. Our shelf
registration statement with respect to the resale of the preferred stock, the convertible subordinated debentures that
we may issue in exchange for the preferred stock and the
common shares issuable upon conversion of the preferred
stock and the convertible subordinated debentures was declared effective by the SEC on July 22, 2004. We are no longer
contractually obligated to maintain the effectiveness of the
registration statement due to the expiration of the effectiveness period.
Accordingly, on February 14, 2006, we deregistered 92,655
shares of Preferred Stock, $172.5 million in aggregate principal amount of debentures and approximately 11.2 million
common shares that have not been resold. The preferred
stock is classified for accounting purposes as “temporary equity” reflecting certain provisions of the agreement that could,
under remote circumstances (the delisting of our common
stock on a U.S. national securities exchange or quotation
thereof in an inter-dealer quotation system of any registered
U.S. national securities association), require us to redeem the
preferred stock for cash. If we are in a default in the payment
of six quarterly dividends on the preferred stock, the holders
of the preferred stock will thereafter be entitled to elect two
directors until all accrued and unpaid dividends are paid.

Note 10. Preferred Stock
In January 2004, we completed an offering of $172.5 million
of redeemable cumulative convertible perpetual preferred
stock, without par value, issued at $1,000 per share. The
preferred stock pays quarterly cash dividends at a rate of
3.25 percent per annum, has a liquidation preference of
$1,000 per share and is convertible into our common shares
at an adjusted rate of 66.1881 common shares per share of
preferred stock, which is equivalent to an adjusted conver-
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The following is a summary of activity of the preferred stock
during 2007 and 2006:

Number of preferred shares converted
Number of common shares issued from
Treasury upon conversion
Balance of preferred stock outstanding
as of December 31,
Redemption value at December 31
(in millions)

15:6

2007
37,585

2006
200

2,487,648

13,066

134,715

172,300

$

899

$

547

On January 17, 2008, 24,010 preferred shares were converted to 1,589,176 shares of common stock at a conversion
rate of 66.1881, reducing our preferred stock outstanding to
110,705 shares.

The Company paid a cash dividend of $2.67 per share
in the aggregate amount of $0.5 million in the year ended
December 31, 2007. The Company paid cash dividends of
$0.6 million in each of the years ended December 31, 2006
and 2005.
10 (In Part): Capital Stock
We have 750 million authorized shares of common stock and
60 million authorized shares of Preferred stock.
There were 153,913,500 and 151,909,241 common shares
outstanding (net of treasury shares) at December 31, 2007
and 2006, respectively.

Preferred Stock Extended at Fair Value
2.280

ALLIED WASTE INDUSTRIES, INC. (DEC)

Preferred Stock Extended
at Redemption Value
2.279

FORTUNE BRANDS, INC (DEC)
(In millions)
Stockholders’ equity
$2.67 convertible preferred stock
Common stock, par value $3.125 per share,
234.9 shares issued
Paid-in capital
Accumulated other comprehensive income
Retained earnings
Treasury stock, at cost
Total stockholders’ equity

2007
$

5.7

734.0
684.3
349.1
6,999.3
(3,086.9)
$ 5,685.5

2006
$

6.3

734.0
615.7
37.9
6,496.3
(3,162.2)
$ 4,728.0

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
9. $2.67 Convertible Preferred Stock—Redeemable
at Company’s Option
There were 187,347 and 204,980 shares of the $2.67 Convertible Preferred stock issued and outstanding at December 31, 2007 and 2006, respectively. Reacquired, redeemed
or converted authorized shares that are not outstanding are
required to be retired or restored to the status of authorized
but unissued shares of preferred stock without series designation. The holders of $2.67 Convertible Preferred stock
are entitled to cumulative dividends, three-tenths of a vote
per share together with holders of common stock (in certain
events, to the exclusion of the common shares), preference
in liquidation over holders of common stock of $30.50 per
share plus accrued dividends and to convert each share of
Convertible Preferred stock into 6.601 shares of common
stock. Authorized but unissued common shares are reserved
for issuance upon the conversions, but treasury shares may
be and are delivered. Holders converted 17,633 shares and
10,067 shares during 2007 and 2006, respectively. The Company may redeem the Convertible Preferred stock at a price
of $30.50 per share, plus accrued dividends.

ATT-SEC 2.279

(In millions)
Stockholders’ equity
Series D senior mandatory convertible
preferred stock, $0.10 par value, 2.8
million shares authorized, 2.4 million
shares issued and outstanding, liquidation
preference of $250.00 per share, net of
$19.2 million of issuance costs
Common stock; $0.01 par value; 525 million
authorized shares; 370.4 million and 367.9
million shares issued and outstanding
Additional paid-in capital
Accumulated other comprehensive loss
Retained earnings
Total stockholders’ equity

2007

2006

$ 580.8

$ 580.8

3.7
2,843.3
(29.5)
505.9
$3,904.2

3.7
2,802.0
(57.4)
269.8
$3,598.9

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
11 (In Part): Preferred Stock
At December 31, 2007, we had 10 million shares of preferred
stock authorized.
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RETAINED EARNINGS

Series D Mandatory Convertible Preferred Stock
In March 2005, we issued 2.4 million shares of Series D preferred stock, par value of $0.10 at $250 per share, through a
public offering for net proceeds of approximately $581 million. The Series D preferred stock has a dividend rate of
6.25% and is mandatorily convertible on March 1, 2008. Besides the final dividend, the conversion will have no cash
impact. Upon conversion, we will no longer pay any future
quarterly dividends. On the conversion date, each share of
Series D preferred stock will automatically convert into shares
of common stock based on the following conversion table:
Applicable Market Value of Common Shares
Less than or equal to $7.90
Between $7.90 and $9.88
Equal to or greater than $9.88

Conversion Rate
31.6456:1
31.6456:1 to 25.3165:1
25.3165:1

The Series D preferred stock is convertible into common
stock at any time prior to March 1, 2008 at the option of
the holder at a conversion rate of 25.3165 shares of common stock for one share of Series D preferred stock. Any
time prior to March 1, 2008, the Series D preferred stock can
be required to be converted, at a conversion rate of 25.3165
shares of our common stock for each share of our Series D
preferred stock, at our option if the closing price of our common stock is greater than $14.81 for 20 days within a 30-day
consecutive period. If we elect to convert the Series D preferred stock, we are required to pay the holder the present
value of the remaining dividend payments through and including March 1, 2008.

ADDITIONAL PAID-IN CAPITAL
2.281 Table 2-37 lists the balance sheet captions used to
describe additional paid-in capital. Examples of descriptive
captions for additional paid-in capital are shown in this section in connection with discussions of the other components
of stockholders’ equity.
2.282

TABLE 2-38: RETAINED EARNINGS—CAPTION TITLE
Retained earnings ................................
Retained earnings with additional
words ................................................
Earnings with additional words ............
Income with additional words ..............
Retained earnings (deficit) ...................
Accumulated deficit ..............................
Other ....................................................
Total Companies................................

2007
473

2006
474

2005
473

2004
469

4
21
7
24
69
2

3
22
6
27
66
2

4
20
7
21
72
3

3
22
6
18
80
2

600

600

600

600

ACCUMULATED OTHER
COMPREHENSIVE INCOME
2.285 SFAS No. 130, Reporting Comprehensive Income,
requires that a separate caption for accumulated other comprehensive income be presented in the equity section of a
balance sheet. Accumulated balances, by component, included in accumulated other comprehensive income must be
disclosed either in the equity section of the balance sheet, or
in a statement of changes of stockholders’ equity, or in the
notes to the financial statements.
2.286 Table 2-39 summarizes the captions used to describe comprehensive income in the stockholders’ equity
section of the balance sheet.
Table 2-40 shows where accumulated component
balances are presented.

2007
338

2006
339

2005
330

2004
327

No additional paid-in capital account...

97
58
20
14
14
541
59

101
57
23
18
11
549
51

106
57
23
18
9
543
57

105
53
22
17
16
540
60

Total Companies................................

600

600

600

600

AICPA Accounting Trends & Techniques

2.284

2.287

TABLE 2-37: ADDITIONAL PAID-IN CAPITAL—
CAPTION TITLE
Additional paid-in capital......................
Capital in excess of par or stated
value..................................................
Paid-in capital.......................................
Additional capital, or other capital........
Capital surplus......................................
Other captions......................................

2.283 Table 2-38 indicates that most of the survey companies use the term retained earnings. Examples of descriptive
captions used for retained earnings are shown in connection with discussions of other components of stockholders’
equity.
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2.288

Examples showing the disclosure of accumulated
balances for other comprehensive income items follow.

Notes to Financial Statements

2.289

ARCHER DANIELS MIDLAND COMPANY (JUN)

TABLE 2-39: ACCUMULATED OTHER
COMPREHENSIVE INCOME—BALANCE
SHEET CAPTION

(In millions)
Shareholders’ equity
Common stock
Reinvested earnings
Accumulated other comprehensive income
Total Shareholders’ equity

2007

2006

2005

2004

200

227

212

215

197

173

179

174

137

121

116

103

5
4
543

4
9
534

6
11
524

6
18
516

39
582

43
577

53
577

51
567

No accumulated other comprehensive
income...............................................

18

23

23

33

Total Companies................................

600

600

600

600

Accumulated other comprehensive
loss....................................................
Accumulated other comprehensive
income...............................................
Accumulated other comprehensive
income (loss).....................................
Accumulated other non-owner
changes in equity..............................
Other captions......................................
Accumulated balance by component
presented..........................................

Number of Companies
Accumulated Balances by
Component Presented
Defined benefit postretirement plan
adjustments.......................................
Cumulative translation adjustments.....
Unrealized losses/gains on certain
investments.......................................
Changes in fair value of derivatives.....

32
32

39
33

41
46

38
41

19
19

24
20

26
32

26
24

2.290
TABLE 2-40: ACCUMULATED OTHER
COMPREHENSIVE INCOME—
PRESENTATION OF COMPONENT
BALANCES
2007
384

2006
354

2005
334

2004
305

76

85

88

90

39
1
82
582

45
3
90
577

53
4
98
577

51
9
112
567

No accumulated other comprehensive
income................................................

18

23

23

33

Total Companies.................................

600

600

600

600

Notes to financial statements................
Statement of changes in stockholders’
equity..................................................
Stockholders’ equity section of the
balance sheet ....................................
Statement of comprehensive income...
Component balances not presented.....
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2007

2006

$ 5,090
5,982
181
$11,253

$5,511
4,082
214
$9,807
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 9 (In Part): Accumulated Other Comprehensive Income
The following table sets forth information with respect to accumulated other comprehensive income:

(In millions)
Balance at June 30, 2004

Foreign Currency
Translation
Adjustment
$ (26)

Deferred Gain
(Loss) on Hedging
Activities
$ 9

Pension Liability
Adjustment
$(131)

Unrealized Gain
(Loss) On
Investments
$ 231

Accumulated Other
Comprehensive
Income (Loss)
$ 83

9

9

(53)

34

(1)

9
(17)

(14)
2
(3)
6

19
(34)
(165)

(36)
(16)
(18)
213

(50)
5
(46)
37

107

(42)

212

(24)

253

107
90

(10)
22
(30)
(24)

(78)
134
(31)

(17)
7
(34)
179

(27)
(49)
177
214

312

(13)

(40)

180

439

312

42
(11)
18

15
(25)

(245)
(68)
(133)

(203)
(64)
172

–
–
–
$402

–
–
–
$ (6)

(330)
125
(205)
$(261)

–
–
–
$ 46

(330)
125
(205)
$ 181

Unrealized gains (losses)
(Gains) losses reclassified to net
earnings
Tax effect
Net of tax amount
Balance at June 30, 2005
Unrealized gains (losses)
(Gains) losses reclassified to
net earnings
Tax effect
Net of tax amount
Balance at June 30, 2006
Unrealized gains (losses)
(Gains) losses reclassified to net
earnings
Tax effect
Net of tax amount
SFAS number 158 transition
adjustment
Tax effect
Net of tax amount
Balance at June 30, 2007

2.292

WELLPOINT, INC. (DEC)
(In millions, except share data)
Shareholders’ equity
Preferred stock, without par value, shares authorized—100,000,000; shares issued and
outstanding—none
Common stock, par value $0.01, shares authorized—900,000,000; shares issued and outstanding:
556,212,039 and 615,500,865
Additional paid-in capital
Retained earnings
Accumulated other comprehensive income
Total shareholders’ equity

AICPA Accounting Trends & Techniques

2007

2006

—

—

$
5.6
18,441.1
4,387.6
156.1
$22,990.4

$
6.1
19,863.5
4,656.1
50.1
$24,575.8
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
15. Accumulated Other Comprehensive Income (Loss)
A reconciliation of the components of accumulated other
comprehensive income (loss) at December 31 is as follows:

Investments
Gross unrealized gains
Gross unrealized losses
Net pretax unrealized gains
Deferred tax liability
Net unrealized gains on investments
Cash flow hedges
Gross unrealized losses
Deferred tax asset
Net unrealized loss on cash flow hedges
Defined benefit pension plans
Reclassification of additional minimum
pension liability
Deferred net actuarial gain (loss)
Deferred net actuarial gain (loss)
Deferred prior service credits (costs)
Deferred tax (liability) asset
Net unrecognized period benefit costs for
defined benefit pension plans
Postretirement benefit plans
Deferred net actuarial loss
Deferred prior service credits
Deferred tax asset
Net unrecognized period benefit costs for
postretirement benefit plans
Accumulated other comprehensive income

2007

2006

$ 445.2
(179.7)
265.5
(101.5)
164.0

$ 418.0
(148.0)
270.0
(108.2)
161.8

(12.5)
4.5
(8.0)

(8.5)
2.9
(5.6)

—
3.5
3.5
8.2
(4.5)

(10.6)
(98.6)
(109.2)
(7.0)
45.2

7.2

(71.0)

(124.6)
112.9
4.6

(87.0)
29.6
22.3

(7.1)
$ 156.1

(35.1)
$ 50.1

Other comprehensive income (loss) reclassification adjustments for the years ended December 31 are as follows:

Investments
Net holding (loss) gain on investment securities arising during the period, net of tax (benefit)
expense of $(10.6), $118.9, and $(89.4), respectively
Reclassification adjustment for net realized gain (loss) on investment securities, net of tax expense
of $3.9, $0.0, and $3.6, respectively
Total reclassification adjustment on investments
Cash flow hedges
Holding loss, net of tax benefit of $(1.6), $(2.9), and $(5.2), respectively
Other
Net change in additional minimum pension liability, net of tax (benefit) expense of $0.0, $(3.0), and
$0.4, respectively
Net change in unrecognized period benefit costs for defined benefit pension and postretirement
benefit plans, net of tax expense of $67.4, $0.0, and $0.0, respectively
Net gain (loss) recognized in other comprehensive income, net of tax expense (benefit) of $59.1,
$113.0, and $(90.6), respectively

ATT-SEC 2.292

2007

2006

2005

$ (5.1)

$180.5

$(163.8)

7.3
2.2

(0.3)
180.2

6.6
(157.2)

(2.4)

(5.6)

(9.7)

—

(4.7)

0.8

106.2

—

—

$106.0

$169.9

$(166.1)
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Statement of Changes in Stockholders’ Equity
2.293

AMETEK, INC. (DEC)
Consolidated Statement of Stockholders’ Equity

(In thousands)
Capital stock
Preferred stock, $.01 par value
Common stock, $.01 par value
Balance at the beginning of the year
Shares issued
Balance at the end of the year
Capital in excess of par value
Balance at the beginning of the year
Issuance of common stock under employee
stock plans
Share-based compensation costs
Excess tax benefits from exercise of stock
options
Balance at the end of the year
Retained earnings
Balance at the beginning of the year(1)
Adoption of FASB Interpretation No. 48
Net income
Cash dividends paid
Other
Balance at the end of the year
Accumulated other comprehensive
income(2)
Foreign currency translation:
Balance at the beginning of the year
Translation adjustments, net of tax of $-,
($85) and $195 in 2007, 2006, and 2005,
respectively
Gain (loss) on net investment hedges, net
of tax of ($1,298), ($1,374), and $1,975
in 2007, 2006, and 2005, respectively

2007
Comprehensive
Stockholders’
Income
Equity
$

$228,020

—

$

—

$

—

1,075
10
1,085

1,056
19
1,075

134,001

107,086

76,451

23,884
7,101

16,671
5,538

14,093
6,339

9,464
174,450

4,706
134,001

10,203
107,086

902,379
(5,901)
228,020
(25,748)
361
1,099,111

739,522
—
181,934
(18,832)
(245)
902,379

619,979
—
136,357
(16,814)
—
739,522

6,056

$181,934

8,468
7,331

$136,357

(17,838)
8,542

2,412
8,468

2005
Comprehensive Stockholders’
Income
Equity

1,085
12
1,097

(1,137)

Balance at the end of the year
Defined benefit pension plans:(2)
Balance at the beginning of the year
Adjustments during the year, net of tax of
($1,536) and $1,820 in 2006 and 2005,
respectively
Change in pension plans, net of tax of
($14,141)
Adoption of SFAS No. 158, net of taxes of
$17,179
Balance at the end of the year

2006
Comprehensive
Stockholders’
Income
Equity

8,159
16,701

(33,213)

(2,438)
(11,731)

16,701
(1,137)

(3,669)
(15,400)

(3,380)
2,852

(8,450)

—

—

30,173

30,173

—

—

—
(3,040)

(32,685)
$(33,213)

—
$(3,380)

$

2,852

(15,400)
(17,838)

5,070

5,070

(continued)

AICPA Accounting Trends & Techniques

ATT-SEC 2.293

P1: JyD
ACPA050-02-P04c

AICPA

AICPA-xml-v1.cls

September 25, 2008

298

Accounting Trends & Techniques

(In thousands)
Unrealized holding gain (loss) on
available-for-sale securities:(2)
Balance at the beginning of the year
Increase (decrease) during the year, net of
tax expense (benefit) of $151, $430, and
($162) in 2007, 2006, and 2005,
respectively
Balance at the end of the year
Total other comprehensive income for the
year
Total comprehensive income for the year
Accumulated other comprehensive income
(loss) at the end of the year
Treasury stock
Balance at the beginning of the year
Issuance of common stock under employee
stock plans
Purchase of treasury stock
Balance at the end of the year
Total stockholders’ equity
(1)
(2)

15:6

2007
Comprehensive
Stockholders’
Income
Equity

2006
Comprehensive
Stockholders’
Income
Equity

2005
Comprehensive Stockholders’
Income
Equity

798

302

1,245

281

281
1,079

496

38,922
$266,942

496
798

20,049
$201,983

(943)

(943)
302

(11,273)
$125,084

5,370

(33,552)

(20,916)

(37,241)

(17,247)

(24,517)

3,357
(5,437)
(39,321)
$1,240,707

1,081
(21,075)
(37,241)
$966,672

7,270
—
(17,247)
$809,520

Retained earnings have been reduced by the effects of the modified retrospective adoption of FAS 123R as of January 1, 2006. Such amount
was $4,285 in 2005.
Amounts presented are net of tax based on an average tax rate of 35%.

2.294

EQUIFAX INC. (DEC)
Consolidated Statements of Shareholders’ Equity and Comprehensive Income

(In millions)
Balance, December 31, 2004
Net income
Other comprehensive income
Shares issued under stock plans
Shares issued under benefits plans
Treasury stock issued for an
acquisition
Other treasury stock purchases
Treasury stock purchased under
share repurchase program
($34.45 per share)
Cash dividends ($0.15 per share)
Stock-based compensation expense
Tax effects of stock-based
compensation plans
Dividends from employee benefits
trusts
Balance, December 31, 2005

Common Stock
Shares
Outstanding Amount
129.4
$227.5

Paid-In
Capital
$466.9

Retained
Earnings
$1,298.8*

Accumulated
Other
Comprehensive
Loss
$(267.0)

Stock Held
By Employee
Treasury
Benefits
Stock
Trusts
$(1,133.4)*
$(69.2)

Total
Shareholders’
Equity
$523.6

—
—
3.2
0.6

—
—
4.0
—

—
—
61.2
—

246.5
—
—
—

—
109.2
—
—

—
—
—
—

—
—
—
6.3

246.5
109.2
65.2
6.3

0.4
(0.2)

—
—

4.0
—

—
—

—
—

10.7
(7.9)

—
—

14.7
(7.9)

(4.2)
—
—

—
—
—

—
—
8.2

—
(20.2)
—

—
—
—

(144.0)
—
—

—
—
—

(144.0)
(20.2)
8.2

—

—

18.1

—

—

—

—

18.1

—
129.2

—
$231.5

0.6
$559.0

—
$1,525.1

—
$(157.8)

—
$(1,274.6)

—
$(62.9)

0.6
$820.3
(continued)
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Common Stock
(In millions)
Balance, December 31, 2005
Net income
Other comprehensive income
Adjustment to initially apply SFAS
158, net of tax
Shares issued under stock plans
Shares issued under benefits plans
Treasury stock traded for option
price
Treasury stock traded for minimum
tax withholdings
Treasury stock purchased under
share repurchase program
($35.64 per share)
Cash dividends ($0.16 per share)
Dividends paid to employee
benefits trusts
Stock-based compensation
expense
Tax effects of stock-based
compensation plans
Other
Balance, December 31, 2006
Net income
Other comprehensive income
Shares issued under stock plans
Shares issued under benefits plans
Treasury stock traded for option
price
Treasury stock exchanged for
minimum tax withholdings
Equity consideration issued for
TALX acquisition
Treasury stock purchased ($40.12
per share)
Cash dividends ($0.16 per share)
Reclassification of director
deferred compensation plan
from liabilities to shareholders’
equity based on plan
amendments
Stock-based compensation
expense
Tax effects of stock-based
compensation plans
Dividends paid to employee
benefits trusts
Balance, December 31, 2007

Shares
Outstanding
129.2

Amount
$231.5

Paid-In
Capital
$ 559.0

Retained
Earnings
$1,525.1

Accumulated
Other
Comprehensive
Loss
$(157.8)

Stock Held
By Employee
Treasury
Benefits
Stock
Trusts
$(1,274.6)
$(62.9)

Total
Shareholders’
Equity
$ 820.3

—
—

—
—

—
—

274.5
—

—
36.3

—
—

—
—

274.5
36.3

—
1.0
0.3

—
1.2
—

—
19.0
3.6

—
—
—

(110.7)
—
—

—
—
—

—
—
3.1

(110.7)
20.2
6.7

—

—

0.2

—

—

(1.1)

—

(0.9)

—

—

(0.2)

—

—

(2.5)

—

(2.7)

(6.0)
—

—
—

—
—

—
(21.0)

—
—

(212.7)
—

—
—

(212.7)
(21.0)

—

—

0.7

—

—

—

—

0.7

—

—

17.4

—

—

—

—

17.4

—
0.2
124.7

—
0.2
$232.9

—
—
$1,778.6

—
—
$(232.2)

—
—
$(1,490.9)

—
0.3
$(59.5)

8.9
1.1
$ 838.1

—
—
1.9
0.4

—
—
2.4
0.3

—
—
27.7
1.2

272.7
—
—
—

—
61.7
—
—

—
—
—
—

—
—
—
1.8

272.7
61.7
30.1
3.3

—

—

—

—

—

(0.5)

—

(0.5)

—

—

—

—

—

(1.8)

—

(1.8)

20.6

—

372.4

—

—

532.9

—

905.3

(17.9)
—

—
—

—
—

—
(21.3)

—
—

(718.7)
—

—
—

(718.7)
(21.3)

—

—

5.5

—

—

—

—

5.5

—

—

17.6

—

—

—

—

17.6

—

—

6.6

—

—

—

—

6.6

—
129.7

—
$235.6

—
$2,030.0

—
$(170.5)

—
$(1,679.0)

—
$(57.7)

0.6
$1,399.2

8.9
0.6
$ 609.2

0.6
$1,040.8

* Does not total due to rounding.
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Accumulated Other Comprehensive Loss consists of the following components:

Equity Section of Balance Sheet

(In millions)
Foreign currency translation
Unrecognized actuarial losses and
prior service cost related to our
pension and other postretirement
benefit plans, net of accumulated
tax of $61.3 at December 31,
2007
Minimum pension liability, net of
accumulated tax of $4.5, and
$10.0 in 2006 and 2005,
respectively
Adjustment to initially apply SFAS
158 in 2006, net of accumulated
tax of $63.8 (see Note 9)
Cash flow hedging transactions, net
of tax of $2.2, $0.4, and $0.6 in
2007, 2006 and 2005,
respectively
Accumulated other comprehensive
loss

BRUNSWICK CORPORATION (DEC)

2007
$ (60.1)

2006
$(113.2)

2005
$(140.1)

(106.5)

—

—

—

(7.7)

(16.7)

—

(110.7)

—

(3.9)

(0.6)

(1.0)

$(170.5)

$(232.2)

$(157.8)

2007
$272.7

2006
$274.5

2005
$246.5

53.1

26.9

8.1

11.9

9.0

100.3

(3.3)
$334.4

0.4
$310.8

0.8
$355.7

Comprehensive Income is as follows:
(In millions)
Net income
Other comprehensive income:
Foreign currency translation adjustment
Recognition of prior service cost and
actuarial losses related to our pension
and other postretirement benefit plans
Change in cumulative loss from cash
flow hedging transactions
Comprehensive income

ATT-SEC 2.295

2.295

(In millions, except share data)
Shareholders’ equity
Common stock; authorized: 200,000,000
shares, $0.75 par value; issued:
102,538,000 shares
Additional paid-in capital
Retained earnings
Treasury stock, at cost: 15,092,000 and
11,671,000 shares
Accumulated other comprehensive income
(loss), net of tax:
Foreign currency translation
Defined benefit plans:
Prior service costs
Net actuarial losses
Unrealized investment gains (losses)
Unrealized gains (losses) on derivatives
Total accumulated other comprehensive
loss
Shareholders’ equity

2007

$

76.9
409.0
1,888.4

2006

$

76.9
378.7
1,820.7

(428.7)

(315.5)

50.8

38.8

(9.2)
(92.6)
1.5
(3.2)

(11.2)
(121.7)
(0.2)
5.3

(52.7)
$1,892.9

(89.0)
$1,871.8

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Significant Accounting Policies
Comprehensive Income
Accumulated other comprehensive income (loss) includes
prior service costs and net actuarial gains and losses for defined benefit plans, currency translation adjustments and unrealized derivative and investment gains and losses, all net of
tax. The net effect of these items reduced Shareholders’ equity on a cumulative basis by $52.7 million and $89.0 million
as of December 31, 2007 and 2006, respectively. The change
from 2006 to 2007 was primarily due to a net decrease in
actuarial losses and recognition of prior service costs related
to the Company’s pension and postretirement benefit plans
totaling $31.1 million and favorable foreign currency translation adjustments of $12.0 million. These items were partially
offset by an increase in unrealized losses on derivatives of
$8.5 million. The tax effect included in Accumulated other
comprehensive income (loss) was $42.5 million and $59.5
million for the years ended December 31, 2007 and 2006,
respectively.
The $60.7 million decrease to Accumulated other comprehensive income (loss) resulting from the Company’s adoption
of SFAS 158 at December 31, 2006, included the elimination
of the Company’s $72.2 million minimum pension liability,
offset by the recognition of prior service costs and net actuarial losses of $11.2 million and $121.7 million, net of tax,
respectively.
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2.296
2.299

TRANE INC. (DEC)
(Amounts in millions, except share data)
Shareholders’ equity
Preferred stock, 2,000,000 shares
authorized; none issued and outstanding
Common stock, $0.01 par value,
560,000,000 shares authorized; shares
issued: 251,776,794 in 2007; 251,773,228
in 2006; and shares outstanding:
194,464,230 in 2007; 199,891,689 in 2006
Capital surplus
Treasury stock, at cost: 57,312,564 shares
in 2007; 51,881,539 shares in 2006
Retained earnings
Accumulated other comprehensive income
Deferred gain on hedge contracts
Foreign currency translation effects
Unrealized losses on benefit plans
Total shareholders’ equity

2007

$

—

2006

$

—

2.5
959.0

2.5
897.0

(1,764.9)
1,577.8

(1,523.3)
1,972.4

1.4
(127.8)
(109.8)
$ 538.2

3.3
(138.9)
(289.5)
$ 923.5

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 2 (In Part): Accounting Policies
Comprehensive Income
Comprehensive income is presented in the Consolidated
Statement of Shareholders’ Equity and Comprehensive Income and consists of net income, deferred gains or losses on
hedge contracts, foreign currency translation adjustments,
pension adjustments and unrecognized losses on post retirement benefit plans. The Company’s investments in its foreign subsidiaries are considered to be permanently invested
and no provision for income taxes on the related foreign
exchange translation adjustments of those subsidiaries has
been recorded.

TABLE 2-41: TREASURY STOCK—BALANCE SHEET
PRESENTATION
2007

2006

2005

2004

372

381

364

363

8

8

9

18

8
1
389

14
2
405

9
4
386

10
7
398

Common Stock
Cost of treasury stock shown as
stockholders’ equity deduction.........
Cost of treasury stock deducted from
stock of the same class....................
Par or stated value of treasury stock
deducted from issued stock of the
same class........................................
Other.....................................................
Total Presentations........................
Preferred Stock
Cost of treasury stock shown as
stockholders’ equity deduction.........
Par or stated value of treasury stock
deducted from issued stock of the
same class........................................
Other.....................................................
Total Presentations........................

—

3

1

—

—
1
1

—
2
5

—
1
2

1
1
2

Number of Companies
Disclosing treasury stock.....................
Not disclosing treasury stock...............

389
211

408
192

388
212

398
202

Total Companies................................

600

600

600

600

Cost of Treasury Stock Shown as Reduction
of Stockholders’ Equity
2.300

TREASURY STOCK
2.297

APB Opinion No. 6, Status of Accounting Research
Bulletins, discusses the balance sheet presentation of treasury stock. As shown in Table 2-41, the prevalent balance
sheet presentation of treasury stock is to show the cost of
treasury stock as a reduction of stockholders’ equity.

2.298

Examples of treasury stock presentations follow.
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THOR INDUSTRIES, INC. (JUL)
(Amounts in thousands except share data)
Stockholders’ equity (Note J)
Preferred stock—authorized 1,000,000
shares; none outstanding
Common stock—par value of $.10 a share;
authorized, 250,000,000 shares; issued
57,222,404 shares at July 31, 2007 and
57,100,286 shares at July 31, 2006
Additional paid-in capital
Retained earnings
Accumulated other comprehensive income
Less treasury shares of 1,441,600 in 2007
and 1,401,200 in 2006, at cost
Total stockholders’ equity

2007

$

—

2006

$

—

5,722
90,247
727,729
2,756

5,710
86,538
664,322
1,772

60,123
$766,331

58,493
$699,849

ATT-SEC 2.300

P1: JyD
ACPA050-02-P04c

AICPA

AICPA-xml-v1.cls

September 25, 2008

302

Accounting Trends & Techniques

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
J (In Part): Stockholders’ Equity
The Company purchased 40,400 shares of Thor’s common
stock in fiscal 2007 at an average cost of $40.35 per share to
be held as treasury shares. In fiscal 2006, the Company purchased 1,145,200 shares of Thor’s common stock at an average cost of $44.94 per share to be held as treasury shares.

2.301

THE WILLIAMS COMPANIES, INC. (DEC)
(Dollars in millions, except per-share amounts)
Stockholders’ equity
Common stock (960 million shares authorized at
$1 par value; 608 million shares issued at
December 31, 2007, and 603 million shares
issued at December 31, 2006)
Capital in excess of par value
Accumulated deficit
Accumulated other comprehensive loss
Less treasury stock, at cost (22 million shares of
common stock in 2007 and 6 million shares of
common stock in 2006)
Total stockholders’ equity

2007

2006

$ 608
6,748
(293)
(121)
6,942

$ 603
6,605
(1,034)
(60)
6,114

(567)
$6,375

(41)
$ 6,073

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Summary of Significant Accounting Policies (In Part)
Treasury Stock
Treasury stock purchases are accounted for under the cost
method whereby the entire cost of the acquired stock is
recorded as treasury stock. Gains and losses on the subsequent reissuance of shares are credited or charged to capital
in excess of par value using the average-cost method.
Note 12 (In Part): Stockholders’ Equity
In July 2007, our Board of Directors authorized the repurchase of up to $1 billion of our common stock. We intend
to purchase shares of our stock from time to time in openmarket transactions or through privately negotiated or structured transactions at our discretion, subject to market conditions and other factors. This stock-repurchase program does
not have an expiration date. During 2007, we purchased
approximately 16 million shares for $526 million (including
transaction costs) under the program at an average cost of
$33.08 per share. This stock repurchase is recorded in treasury stock on the Consolidated Balance Sheet.

ATT-SEC 2.301
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Par Value of Treasury Stock Deducted
From Issued Stock
2.302

SYMANTEC CORPORATION (MAR)
Consolidated Balance Sheets
(In thousands, except par value)
Stockholders’ equity
Preferred stock (par value: $0.01, 1,000
shares authorized; none issued and
outstanding)
Common stock (par value: $0.01,
3,000,000 shares authorized;
1,283,113 and 1,210,660 shares
issued at March 31, 2007 and 2006;
899,417 and 1,040,885 shares
outstanding at March 31, 2007 and
2006, respectively)
Capital in excess of par value
Accumulated other comprehensive
income
Deferred stock-based compensation
Retained earnings
Total stockholders’ equity

2007

2006

—

—

$
8,994
10,061,144

$

10,409
12,426,690

182,933
—
1,348,442
$11,601,513

146,810
(43,595)
1,128,157
$13,668,471
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Section 2: Balance Sheet

Consolidated Statements of Stockholders’ Equity and Comprehensive Income

(In thousands)
Balances, March 31, 2004
Components of comprehensive
income:
Net income
Change in unrealized loss on
available-for-sale securities, net
of tax
Translation adjustment, net of tax
of $18,014
Total comprehensive income
Issuance of common stock under
employee stock plans
Stock dividend
Repurchases of common stock
Conversion of convertible debt
Restricted stock grant
Assumed Brightmail stock options
Amortization of deferred
stock-based compensation, net
of actual forfeitures
Income tax benefit from employee
stock transactions
Balances, March 31, 2005
Components of comprehensive
income:
Net income
Change in unrealized loss on
available-for-sale securities, net
of tax
Translation adjustment, net of tax
of $16,641
Total comprehensive income
Issuance of common stock under
employee stock plans
Repurchases of common stock
Grant of restricted stock units
Stock issued for acquisition
of Veritas
Fair value of assumed Veritas stock
options and restricted stock units
Amortization of deferred
stock-based compensation, net
of actual forfeitures
Reduction of deferred stock-based
compensation due to stock option
and restricted stock unit
cancellations
Other stock transactions
Income tax benefit from employee
stock transactions
Balances, March 31, 2006

Common Stock
Shares
Amount
311,854
$ 3,119

Capital in
Excess of Par
Value
$ 1,573,466

Accumulated
Other
Comprehensive
Income
$125,484

Deferred
Stock-Based
Compensation
$
—

Retained
Earnings
$ 724,139

Total
Stockholders’
Equity
$ 2,426,208

—

—

—

—

—

536,159

536,159

—

—

—

(1,776)

—

—

(1,776)

—

—

—

68,230

—

—

68,230
602,613

14,951
352,623
(4,148)
35,142
100
—

149
3,526
(41)
352
—
—

159,778
—
(49,636)
593,182
5,535
21,298

—
—
—
—
—
—

—
—
—
—
(5,535)
(20,059)

—
(3,526)
(142,239)
—
—
—

159,927
—
(191,916)
593,534
—
1,239

—

—

—

—

4,524

—

4,524

—
710,522

—
7,105

109,324
2,412,947

—
191,938

—
(21,070)

—
1,114,533

109,324
3,705,453

—

—

—

—

—

156,852

156,852

—

—

—

(4,264)

—

—

(4,264)

—

—

—

(40,864)

—

—

(40,864)
111,724

21,010
(173,666)
—

210
(1,737)
—

217,248
(3,483,200)
3,388

—
—
—

—
—
(3,388)

—
(143,228)
—

217,458
(3,628,165)
—

483,119

4,831

12,493,505

—

—

—

12,498,336

—

—

698,514

—

(63,092)

—

635,422

—

—

—

—

37,712

—

37,712

(100)
—

—
—

(6,243)
386

—
—

6,243
—

—
—

—
386

—
1,040,885

—
$10,409

90,145
$12,426,690

—
$146,810

—
$(43,595)

—
$1,128,157

90,145
$13,668,471
(continued)
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(In thousands)
Balances, March 31, 2006
Cumulative effect of adjustments
from the adoption of SAB No. 108,
net of taxes
Adjusted balances, March 31, 2006
Components of comprehensive
income:
Net income
Change in unrealized loss on
available-for-sale securities, net
of tax
Translation adjustment, net of tax
of $14,783
Total comprehensive income
Reversal of deferred compensation
due to SFAS No. 123R adoption
Issuance of common stock under
employee stock plans
Repurchases of common stock
Restricted stock units released, net
of taxes
Stock-based compensation, net of
estimated forfeitures
Issuance of warrants
Purchase of bond hedge, net of tax
Income tax benefit from employee
stock transactions
Balances, March 31, 2007

15:6
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Common Stock
Shares
Amount
1,040,885
$10,409

Capital in
Excess of Par
Value
$12,426,690

Accumulated
Other
Comprehensive
Income
$146,810

Deferred
Stock-Based
Compensation
$(43,595)

Retained
Earnings
$1,128,157

Total
Stockholders’
Equity
$13,668,471

—
1,040,885

—
10,409

—
12,426,690

—
146,810

—
(43,595)

(33,788)
1,094,369

(33,788)
13,634,683

—

—

—

—

—

404,380

404,380

—

—

—

4,093

—

—

4,093

—

—

—

32,030

—

—

32,030
440,503

—

—

(43,595)

—

43,595

—

—

20,172
(161,704)

201
(1,617)

221,890
(2,694,388)

—
—

—
—

—
(150,307)

222,091
(2,846,312)

64

1

(699)

—

—

—

(698)

—
—
—

—
—
—

152,272
326,102
(359,546)

—
—
—

—
—
—

—
—
—

152,272
326,102
(359,546)

—
899,417

—
$ 8,994

32,418
$10,061,144

—
$182,933

—
—

—
$1,348,442

32,418
$11,601,513

$

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 8 (In Part): Stock Transactions
Stock Repurchases
We have operated stock repurchase programs since 2001.
As of January 2007, we completed the $1 billion share repurchase program announced in January 2006 as well as the
$1.5 billion share repurchase program announced in June
2006. On January 24, 2007, we announced that our Board of
Directors authorized the repurchase of $1 billion of Symantec
common stock, without a scheduled expiration date.
During fiscal 2007, we repurchased 162 million shares of
our common stock at prices ranging from $15.61 to $21.66
per share for an aggregate amount of $2.8 billion. During fiscal 2006, we repurchased 174 million shares at prices ranging
from $15.83 to $23.85 per share for an aggregate amount of
$3.6 billion. During fiscal 2005, we repurchased eight million
shares at prices ranging from $21.05 to $30.77 per share, for
an aggregate amount of $192 million. As of March 31, 2007,
$500 million remained authorized for future repurchases.

ATT-SEC 2.303

OTHER ACCOUNTS SHOWN IN
STOCKHOLDERS’ EQUITY SECTION
2.303 Many of the survey companies present accounts
other than Capital Stock, Additional Paid-in Capital, Retained
Earnings, Accumulated Other Comprehensive Income, and
Treasury Stock in the stockholders’ equity section of the balance sheet. Other stockholders’ equity accounts appearing
on the balance sheets of the survey companies include, but
are not limited to, guarantees of ESOP debt, unearned or deferred compensation related to employee stock award plans,
and amounts owed to a company by employees for loans to
buy company stock.
2.304

Table 2-42 shows the number of survey company balance sheets presenting other stockholders’ equity accounts. Cumulative translation adjustments, unrealized losses/gains on certain investments, and changes in
the funded status of defined benefit postretirement plans are
all other comprehensive income items which are included
in Table 2-40 under “Accumulated Other Comprehensive
Income—Presentation of Component Balances.”
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2.305 200 survey companies disclosed that certain stock
purchase rights have been distributed to common shareholders. A majority of the rights enable the holders to purchase
additional equity in a company should an outside party acquire or tender for a substantial minority interest in the subject
company. Such rights usually do not appear on the balance
sheet. Thirteen survey companies either adopted a new plan
or extended a plan that had or was about to expire. Eleven
survey companies either cancelled or chose not to extend a
plan that expired.
2.306

Examples showing the presentation of other stockholders’ equity accounts follow.

2.307
TABLE 2-42: OTHER STOCKHOLDERS’ EQUITY
ACCOUNTS

Unearned compensation...........................
Warrants....................................................
Guarantees of ESOP debt........................
Employee benefit trusts............................
Receivables from sale of stock.................

Number of Companies
2007 2006 2005 2004
30
73
230
229
25
19
21
25
18
16
20
24
13
19
19
23
6
9
14
21
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
11 (In Part): Employee Benefit Plans
In the periods presented, employees of Con-way and its
subsidiaries in the U.S. were covered under several retirement benefit plans, including defined benefit pension plans,
defined contribution retirement plans, and a postretirement
medical plan. Con-way’s defined benefit pension plans include “qualified” plans that are eligible for certain beneficial
treatment under the Internal Revenue Code (“IRC”), as well
as “non-qualified” plans that do not meet IRC criteria.
Effective January 1, 2007, Con-way’s Board of Directors
approved changes to Con-way’s retirement benefits that are
intended to preserve the retirement benefits earned by existing employees under Con-way’s primary qualified defined
benefit pension plan (the “Primary DB Plan”) and its primary
non-qualified supplemental defined benefit pension plan (the
“Supplemental DB Plan”) while expanding benefits earned
under its defined contribution retirement plan (the “Primary
DC Plan”) and a new supplemental defined contribution retirement plan, which provides additional benefits for certain
employees who are affected by IRC limitations on compensation eligible for benefits available under the Primary DC Plan.
Beginning in 2007, these provisions increase expense related
to the Primary DC Plan and eliminate the future service cost
associated with the Primary DB Plan and the Supplemental
DB Plan.
Defined Contribution Retirement Plan

Unearned Compensation Relating to Stock
Award Plans
2.308

CON-WAY INC. (DEC)
(Dollars in thousands)
Shareholders’ equity
Preferred stock, no par value; authorized
5,000,000 shares: Series B, 8.5%
cumulative, convertible, $.01 stated value;
designated 1,100,000 shares; issued
560,998 and 603,816 shares, respectively
Additional paid-in capital, preferred stock
Deferred compensation, defined
contribution retirement plan
Total preferred shareholders’ equity
Common stock, $.625 par value; authorized
100,000,000 shares; issued 61,914,495
and 61,616,649 shares, respectively
Additional paid-in capital, common stock
Retained earnings
Cost of repurchased common stock
(16,698,513 and 15,168,447 shares,
respectively)
Total common shareholders’ equity
Accumulated other comprehensive loss
Total shareholders’ equity

AICPA Accounting Trends & Techniques

2007

$

6
85,322

2006

$

6
91,834

(20,805)
64,523

(31,491)
60,349

38,615
568,190
972,243

38,434
549,267
847,068

(720,583)
858,465
(13,892)
$ 909,096

(638,929)
795,840
(115,410)
$ 740,779

The Primary DC Plan is a voluntary defined contribution plan
with a leveraged employee-stock ownership plan feature, for
non-contractual U.S. employees with salary deferral qualified
under Section 401(k) of the IRC. In 1989, the Primary DC
Plan borrowed $150.0 million to purchase 986,259 shares of
preferred stock, which may only be held by the Primary DC
Plan trustee or another plan trustee.
Effective January 1, 2007, amendments to Con-way’s Primary DC Plan increased the contributions made by Con-way
to its employees’ 401(k) accounts. Con-way increased its
discretionary matching contributions under the Primary DC
Plan to 50% of the first six percent of employees’ eligible
compensation (from 50% of the first three percent of eligible compensation) and now makes additional contributions
to employees’ 401(k) accounts based on years of service.
As a result, Con-way’s expense related to its contributions
under the Primary DC Plan was $84.4 million in 2007, $14.8
million in 2006, and $13.8 million in 2005. At December 31,
2007 and 2006, Con-way had recognized accrued liabilities
of $21.9 million and $1.4 million, respectively, for its contributions related to the Primary DC Plan.
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The preferred stock earns a dividend of $12.93 per share
and is used to pay debt service on the Primary DC Plan Notes.
Dividends on these preferred shares are deductible for income tax purposes and, accordingly, are reflected net of their
tax benefits in the statements of consolidated income. Allocation of preferred stock to participants’ accounts is based
upon the ratio of the current year’s principal and interest payments to the total debt of the Primary DC Plan. Since Conway guarantees the debt, it is reflected in long-term debt and
guarantees in the consolidated balance sheets. The guarantees of the Primary DC Plan Notes are reduced as principal
is paid.

Common Stock Warrants
2.309

VISTEON CORPORATION (DEC)
(Dollars in millions)
Shareholders’ deficit
Preferred stock (par value $1.00, 50 million
shares authorized, none outstanding)
Common stock (par value $1.00, 500 million
shares authorized, 131 million shares issued,
130 million and 129 million shares
outstanding, respectively)
Stock warrants
Additional paid-in capital
Accumulated deficit
Accumulated other comprehensive income (loss)
Other
Total shareholders’ deficit

2007

2006

—

—

$ 131
127
3,406
(4,016)
275
(13)
$ (90)

$ 131
127
3,398
(3,606)
(216)
(22)
$ (188)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 17 (In Part): Shareholders’ Deficit
In conjunction with the October 1, 2005 ACH Transactions,
the Company granted warrants to Ford for the purchase of
25 million shares of the Company’s common stock at an exercise price of $6.90. The warrants allow for either cash or
share settlement at the sole discretion of the Company, were
exercisable at any time after October 1, 2006 and before
the expiration date on October 1, 2013. The warrants were
valued at $127 million using a Black-Scholes pricing model,
adjusted for the estimated impact on fair value of the restrictions relating to the warrants, and are recorded as permanent equity in the Company’s consolidated balance sheets.
On May 17, 2007, Visteon entered into a letter agreement
(the “Letter Agreement”) with LB I Group, Inc., an affiliate of
Lehman Brothers (“Lehman”), and Ford, pursuant to which,
among other things, the Company consented to the transfer by Ford of the warrant to purchase 25 million shares of
Visteon common stock and waived a provision of the Stockholder Agreement, dated as of October 1, 2005, between
Visteon and Ford, that would have prohibited such transfer.
The Letter Agreement also restricts Lehman’s ability to enter into certain hedging transactions in respect of the shares
underlying the Warrant for the first two years following such
transfer. In addition, the warrant was modified so that it will
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not be exercisable (except in the event of a change of control
of Visteon) or transferable until May 17, 2009.

Guarantees of ESOP Debt
2.310

ROHM AND HAAS COMPANY (DEC)
(In millions)
Preferred stock; par value—$1.00;
authorized—25,000,000 shares;
issued—no shares
Common stock; par value—$2.50;
authorized—400,000,000 shares;
issued—242,078,349 shares
Additional paid-in capital
Retained earnings
Treasury stock at cost (2007–46,227,211
shares; 2006–23,239,920 shares)
ESOP shares (2007–7,995,877 shares;
2006–8,585,684 shares)
Accumulated other comprehensive loss
Total stockholders’ equity

2007

2006

—

—

$ 605
2,147
2,569
5,321

$ 605
2,214
2,218
5,037

(1,918)

(608)

(75)
(182)
$ 3,146

(82)
(316)
$4,031

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 22 (In Part): Stockholders’ Equity
We have an employee stock ownership and savings plan (“the
Savings Plan”) where eligible employees may contribute up
to 50% of qualified before-tax pay and up to 19% of aftertax pay, subject to the annual limit set by the IRS. During
2005, 2006 and 2007, we matched the first 6% of the salary
contributed at 60 cents on the dollar. In 2007, we announced
an increase in the savings plan match from 60 cents on the
dollar to a range of 75 cents on the dollar to dollar for dollar depending on the amount contributed. This change will
be effective January 1, 2008. We provide for the Savings
Plan matching contributions with common shares through a
leveraged Employee Stock Ownership Plan (ESOP). We have
elected to continue to account for the Savings Plan based on
AICPA Statement of Position 76-3, “Accounting Practices for
Certain Employee Stock Ownership Plans” as permitted by
AICPA Statement of Position 93-6, “Employers’ Accounting
for Employee Stock Ownership Plans.”
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The ESOP purchased 18.9 million shares (split adjusted) of
our common stock in 1990. The 18.9 million shares will decline over the 30-year life of the ESOP as shares are allocated
to employee savings plan member accounts. We financed
this purchase by borrowing $150 million at a 9.8% rate for
30 years, plus funds from other sources, which were loaned
to the ESOP trust with payments guaranteed by us. The remaining balance of the guarantee as of December 31, 2007
is $104 million. The ESOP trust funds annual loan payments
of $20 million, which include principal and interest, from interest earnings on cash balances and common dividends on
shares not yet allocated to participants, common dividends
on certain allocated shares and company cash contributions.
Interest expense recorded by the ESOP trust related to annual loan payments totaled $14 million, $15 million and $15
million in 2007, 2006 and 2005, respectively.
Dividends paid on ESOP shares used as a source of funds
for the ESOP financing obligation were $19 million, $18 million and $16 million, in 2007, 2006 and 2005, respectively.
These dividends were recorded net of the related U.S. tax
benefits. We contributed cash of $1 million, $2 million and
$4 million in 2007, 2006 and 2005, respectively. The number
of ESOP shares not allocated to plan members at December 31, 2007, 2006 and 2005 were 8.0 million, 8.6 million and
9.2 million, respectively. All shares not allocated to plan members are considered outstanding for purposes of computing
basic and diluted EPS under AICPA Statement of Position
76-3.
We recorded compensation expense for the Savings Plan
of $6 million annually in 2007, 2006 and 2005, respectively,
for ESOP shares allocated to plan members. We expect to
record annual compensation expense of approximately this
amount over the next 13 years as the remaining $140 million
of ESOP shares are allocated to plan members. The allocation of shares from the ESOP is expected to fund a substantial
portion of our future obligation to match employees’ savings
plan contributions as the market price of Rohm and Haas
stock appreciates. However, if the stock price does not appreciate, we would need to make additional contributions.

Employee Benefit Trust
2.311

THE BOEING COMPANY (DEC)
(Dollars in millions )
Shareholders’ equity
Common shares issued, par value $5.00–
1,012,261,159 and 1,012,261,159 shares
Additional paid-in capital
Treasury shares, at cost
Retained earnings
Accumulated other comprehensive loss
ShareValue Trust shares
Total shareholders’ equity

AICPA Accounting Trends & Techniques

2007

2006

$ 5,061
4,757
(14,842)
21,376
(4,596)
(2,752)
$ 9,004

$ 5,061
4,655
(12,459)
18,453
(8,217)
(2,754)
$ 4,739
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Note 1 (In Part): Summary of Significant Accounting Policies
Share-Based Compensation
Our primary types of share-based compensation consist of
Performance Shares, ShareValue Trust distributions, stock
options, and other stock unit awards. In 2005, we adopted
the provisions of SFAS No. 123 (Revised 2004), Share-Based
Payment (SFAS No. 123R) using the modified prospective
method.
Note 16 (In Part): Share-Based Compensation and Other
Compensation Arrangements
ShareValue Trust
The ShareValue Trust, established effective July 1, 1996, is a
14-year irrevocable trust that holds our common stock, receives dividends, and distributes to employees the appreciation in value above a 3% per annum threshold rate of return
at the end of each period. The total compensation expense
to be recognized over the life of the trust was determined
using a binomial option-pricing model and was not affected
by adoption of SFAS No.123R.
The Trust was split between two funds, “fund 1” and “fund
2”, upon its initial funding. Each fund consists of investment
periods which result in overlapping periods as follows:

Period 1 (fund 1):
Period 2 (fund 2):
Period 3 (fund 1):
Period 4 (fund 2):
Period 5 (fund 1):
Period 6 (fund 2):
Period 7 (fund 1):

July 1, 1996 to June 30, 1998
July 1, 1996 to June 30, 2000
July 1, 1998 to June 30, 2002
July 1, 2000 to June 30, 2004
July 1, 2002 to June 30, 2006
July 1, 2004 to June 30, 2008
July 1, 2006 to June 30, 2010

An initial investment value is established for each investment
period based on the lesser of either (1) fair market value of the
fund or (2) the prior ending balance of that fund. This amount
is then compounded by the 3% per annum to determine the
threshold amount that must be met for that investment period. At the end of the investment period, the value of the
investment in excess of the threshold amount will result in
a distribution to participants. A distribution is proportionally
distributed in the ratio each participant’s number of months
of participation which relates to the total number of months
earned by all participants in the investment period. At December 31, 2007, the Trust held 31,362,850 shares of our
common stock in the two funds.
Based on the average stock price of $82.285 as of June
30, 2006, the market value of fund 1 exceeded the threshold
of $1,004 by $758. This excess was paid in Boeing common
stock, except for partial shares and distributions to non-U.S.
employees and beneficiaries of deceased participants, which
were paid in cash. After employee withholding taxes of $265,
which were recorded as a liability in the second quarter of
2006 and were paid in the third quarter of 2006, 5.6 million shares of common stock were distributed to participants
during the third quarter of 2006. These distributions were
recorded as a deduction to Additional paid-in capital. In addition, related employer payroll taxes of $59 were expensed
in the second quarter of 2006.
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If on June 30, 2008, the market value of fund 2 exceeds
$1,028, the amount in excess of the threshold will be distributed to employees in shares of common stock. Similarly, if
on June 30, 2010, the market value of fund 1 exceeds $1,130,
the amount in excess of the threshold will be distributed to
employees in shares of common stock. As of December 31,
2007 the market values of Fund 1 and 2 were $1,094 and
$1,658.
The ShareValue Trust is accounted for as a contra-equity
account and stated at market value. Market value adjustments are offset to Additional paid-in capital. At December
31, 2007, there was $180 of total unrecognized compensation cost related to the ShareValue Trust which is expected
to be recognized over a period of 2.5 years.

Receivables From Sale of Stock
2.312

TUPPERWARE BRANDS CORPORATION (DEC)
(In millions)
Shareholders’ equity
Preferred stock, $0.01 par value,
200,000,000 shares authorized; none
issued
Common stock, $0.01 par value,
600,000,000 shares authorized;
62,367,289 shares issued
Paid-in capital
Subscriptions receivable
Retained earnings
Treasury stock 845,376 and 1,805,803
shares in 2007 and 2006, respectively,
at cost
Accumulated other comprehensive loss
Total shareholders’ equity

$

2007

2006

—

—

0.6
38.8
(2.3)
657.8

(26.1)
(146.1)
$ 522.7

$

0.6
26.2
(3.3)
613.9

(46.1)
(190.8)
$ 400.5

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

dition, participants made cash payments to satisfy loan and
interest payment obligations totaling $0.3 million, $0.5 million
and $0.6 million during 2007, 2006 and 2005, respectively.
Under the terms of the MSPP, if at the scheduled repayment
date a loan remains outstanding and the Company’s stock
price per share is below the market price when the loan was
originated, the Company will make cash bonus payments
equal to the amount the value of the stock is below its purchase price, up to 25 percent of the outstanding principal on
the loan then due. For 2007, 2006 and 2005 the cash bonus
payments made under the plan were not material. For each
share purchased, an option on two shares was granted under the 2000 Incentive Plan. See Note 14 to the Consolidated
Financial Statements. The outstanding loans are recorded as
subscriptions receivable and are secured by the shares purchased. The remaining principal amounts of $2.3 million are
due in 2008. No further loans or sales of stock are being made
under this Plan.
In 2007, 2006 and 2005, the Company returned to income
$0.1 million, $0.4 million and $0.8 million, respectively, of a
provision recorded since the adoption of the MSPP for the
potential cash bonus payments described above associated
with principal amounts due in 2007, 2006 and 2005. This was
due to the associated loans being repaid prior to their due
dates. The Company will continue to accrue for the cost of
potential future cash bonus payments associated with loans
that remain outstanding.
On November 30, 1998, the Company made a nonrecourse, non-interest bearing loan of $7.7 million (the loan)
to its chairman and chief executive officer (chairman), the
proceeds of which were used by the chairman to buy in
the open market 400,000 shares of the Company’s common
stock (the shares) at an average price of $19.12 per share.
The shares were pledged to secure the repayment of the
loan. The loan was recorded as a subscription receivable and
was due November 12, 2006, with voluntary prepayments
permitted commencing November 12, 2002, and mandatory
prepayments required equal to 10 percent of annual bonus
payments. On October 26, 2006 the Company’s chairman
and chief executive officer surrendered 330,368 shares of
the Company’s common stock at a market price of $21.49
in satisfaction of the $7.1 million outstanding balance, which
had previously been reduced through cash payments of $0.6
million.

Note 9. Subscriptions Receivable
In October 2000, a subsidiary of the Company adopted a
Management Stock Purchase Plan (the MSPP), which provided for eligible executives to purchase Company stock using full recourse loans provided by the subsidiary. Under the
MSPP, the Company loaned $13.6 million to 33 senior executives to purchase 847,000 common shares from treasury
stock. In 2001 and 2002, an additional nine senior executives
purchased 74,500 shares of common stock from treasury
stock utilizing loans totaling $1.7 million. The loans had annual interest rates of 5.21 percent to 5.96 percent, and all dividends, while the loans are outstanding, are applied toward
interest due. Each of the loans had scheduled repayment
dates of 25 percent on the fifth and sixth anniversaries of the
loan issuance, with the balance due on the eighth anniversary. During 2007, 2006 and 2005 participants surrendered a
total of 29,471, 99,388 and 254,441 shares of the Company’s
common stock at current market prices to satisfy loans totaling $0.7 million, $2.1 million and $5.6 million, respectively
as part of both scheduled and voluntary repayments. In ad-
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Stock Purchase Rights
2.313

SMURFIT-STONE CONTAINER CORPORATION
(DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
18. Stockholder Rights Plan
In September 2002, the Company adopted a stockholder
rights plan under which the Board of Directors declared a
dividend of one preferred stock purchase right (“Right”) for
each outstanding share of the Company’s common stock
held of record as of the close of business on September 17,
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2002. Each Right entitles the holder to purchase one onethousandth of a share of Series B Junior Participating Preferred Stock (“Preferred Stock”). The Rights become exercisable following a public announcement that an acquiring
person (“Acquiring Person”), as determined by the Board of
Directors, has obtained beneficial ownership of 15% or more
of the outstanding shares of the Company’s common stock
or commenced a tender or exchange offer that would result in such ownership threshold being attained. Each Right,
if and when it becomes exercisable, will entitle holders of
the Rights (other than an Acquiring Person), upon payment

AICPA Accounting Trends & Techniques
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of the exercise price, to the number of shares of Preferred
Stock having a fair value equal to approximately two times
the exercise price. In addition, if after a person or group becomes an Acquiring Person and the Company was acquired
in a merger or other business combination, each holder of
Rights (other than an Acquiring Person) will have the right to
acquire, upon payment of the exercise price, that number of
shares of common stock of the acquiring company having
a fair value equal to approximately two times the exercise
price. The Rights expire on September 9, 2012 unless earlier
redeemed or exchanged by the Company.
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Section 3: Income Statement
INCOME STATEMENT TITLE
3.07
3.01

Table 3-1 summarizes the key words used in statement of income titles. Many of the survey companies which
used the term “operations” showed a net loss in one or more
of the years presented in the statement of income.

3.02
TABLE 3-1: INCOME STATEMENT TITLE

TABLE 3-2: INCOME STATEMENT FORMAT
2007

2006

2005

2004

Single-Step Form
Income tax shown as separate last
item ...................................................
Income tax listed among operating
items..................................................

94

82

105

110

—

—

—

—

Operations....................................
Income.........................................
Earnings.......................................
Other............................................

2007
264
244
89
3

2006
252
260
87
1

2005
254
255
86
5

2004
251
255
86
8

Multi-Step Form
Costs deducted from sales to show
gross margin.....................................
Costs and expenses deducted from
sales to show operating income.......

288

294

279

270

218

224

216

220

Total Companies........................

600

600

600

600

Total Companies................................

600

600

600

600

INCOME STATEMENT FORMAT

Reclassification
3.08

3.03

Either a single-step form or a multi-step form is acceptable for preparing a statement of income. Table 3-2
shows that the survey companies presented a multi-step income statement more frequently than a single-step income
statement.

3.04 Statement of Financial Accounting Standards (SFAS)
No. 130, Reporting Comprehensive Income, requires that
comprehensive income and its components, as defined in
the Statement, be reported in a financial statement. Comprehensive income and its components can be reported in an
income statement, a separate statement of comprehensive
income, or a statement of changes in stockholders’ equity.
3.05 Examples of financial statement reporting comprehensive income and its components are presented in Section 4.
3.06 Occasionally the survey companies disclosed reclassifications of income statement amounts. Examples of such
reclassifications follow.

AICPA Accounting Trends & Techniques

GARDNER DENVER, INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands)
Note 1 (In Part): Summary of Significant Accounting Policies
Reclassifications
In 2007, the Company’s presentation of certain expenses
within its consolidated statements of operations was
changed. Depreciation expense recorded in connection with
the manufacture of the Company’s products sold during each
reporting period is now included in the caption “Cost of
sales.” Depreciation expense not associated with the manufacture of the Company’s products and amortization expense
are now included in the caption “Selling and administrative
expenses.” Depreciation and amortization expense were previously combined and reported in the caption “Depreciation
and amortization.” In addition, certain operating income and
expense items previously included in the caption “Other income, net” have been reclassified to “Selling and administrative expenses.” These items are not material, individually or
in the aggregate, to “Selling and administrative expenses.”
Non-operating income and expense items, consisting primarily of investment income, continue to be reported in the
caption “Other income, net.” In connection with these reclassifications, the Company added the captions “Gross profit”
and “Operating income” to its consolidated statements of
operations. The Company believes that this change in presentation provides a more meaningful measure of its cost of
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sales and selling and administrative expenses and that gross
profit and operating income are useful, widely accepted measures of profitability and operating performance. These reclassifications had no effect on reported consolidated income before income taxes, net income or per share amounts.
Amounts presented for the years ended December 31, 2006
and 2005 have been reclassified to conform to the current
presentation. The following table provides the amounts reclassified for the years ended December 31, 2006 and 2005.

Amounts reclassified
Cost of sales
Selling and administrative expenses
Depreciation and amortization
Other income, net
Total costs and expenses

2006

2005

$ 35,803
17,130
(52,209)
(724)
$
—

$ 23,010
13,303
(38,322)
2,009
$
—

VALERO ENERGY CORPORATION (DEC)

78. Revenues are inflows or other enhancements of
assets of an entity or settlements of its liabilities (or
a combination of both) from delivering or producing
goods, rendering services, or other activities that constitute the entity’s ongoing major or central operations.
82. Gains are increases in equity (net assets) from
peripheral or incidental transactions of an entity and
from all other transactions and other events and circumstances affecting the entity except those that result from revenues or investments by owners.

3.12

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Reclassifications

Examples of revenues and gains follow.

3.13
TABLE 3-3: REVENUE CAPTION TITLE

Certain amounts previously reported in our annual report on
Form 10-K for the year ended December 31, 2006 have been
reclassified to conform to the 2007 presentation. Our consolidated balance sheet as of December 31, 2006 and our consolidated statements of income for the years ended December 31, 2006 and 2005 have been reclassified to present the
operations of the Lima Refinery as discontinued operations
as discussed above. In addition, operating revenues, cost of
sales, and retail selling expenses reported in our 2006 and
2005 consolidated statements of income have been reclassified for certain credit card transactions. Commencing January 1, 2007, fees received from our distributors and dealers
associated with certain credit card transactions processed
on behalf of those distributors and dealers are being netted
against third-party processing costs incurred on such transactions to better reflect the nature of the credit card transactions. The credit card reclassifications increased (decreased)
amounts previously reported for 2006 and 2005 as follows
(in millions):

ATT-SEC 3.09

3.10 Paragraphs 78 and 82 of Financial Accounting Standards Board (FASB) Statement of Financial Accounting Concepts (SFAC) No. 6, Elements of Financial Statements, define
revenues and gains.

3.11 Table 3-3 summarizes the descriptive income statement captions used by the survey companies to describe
revenue. Gains most frequently disclosed by the survey companies are listed in Table 3-4. Excluded from Table 3-4 are
segment disposals, gains shown after the caption for income
taxes (Table 3-17), and extraordinary gains (Table 3-18).

3.09

Operating revenues
Cost of sales
Retail selling expenses

REVENUES AND GAINS

2006
$(74)
10
(84)

2005
$(52)
6
(58)

2007

2006

2005

2004

Net Sales
Net sales...............................................
Net sales and operating revenues.......
Net sales combined with other items...

262
5
—

259
7
—

263
10
1

273
9
2

Sales
Sales.....................................................
Sales and operating revenues.............
Sales and services...............................
Sales combined with other items.........

61
12
3
2

71
12
3
4

78
12
1
4

73
13
4
6

Other Captions
Revenue...............................................
Shipments, rentals, fees, etc...............

255
—

242
2

230
1

219
1

Total Companies................................

600

600

600

600
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3.14
TABLE 3-4: GAINS

Interest..................................................
Sale of assets.......................................
Equity in earnings of investees............
Foreign currency transactions .............
Change in fair value of derivatives.......
Dividends..............................................
Liability accrual reduced.......................
Royalty, franchise and license fees.....
Insurance recoveries............................
Litigation settlements...........................
Rentals .................................................
Minority interest in investee loss..........
Employee benefit/pension related.......
Debt extinguishment............................

Number of Companies
2007 2006 2005 2004
389
384
380
354
258
232
224
198
136
154
148
135
97
80
78
73
90
95
77
64
78
78
64
63
72
59
73
73
42
40
38
39
32
39
24
19
17
24
28
38
15
18
17
15
11
14
6
8
10
10
3
1
8
6
6
9

REVENUES
3.15

AMAZON.COM, INC. (DEC)
(In millions)
Net sales
Cost of sales
Gross profit

2007
$14,835
11,482
$ 3,353

2006
$10,711
8,255
$ 2,456

2005
$8,490
6,451
$2,039

313

amounts earned are determined using a fixed percentage,
a fixed-payment schedule, or a combination of the two, we
generally record the net amounts as commissions earned.
Product sales and shipping revenues, net of promotional
discounts, rebates, and return allowances, are recorded
when the products are shipped and title passes to customers.
Retail sales to customers are made pursuant to a sales contract that provides for transfer of both title and risk of loss
upon our delivery to the carrier. Return allowances, which reduce product revenue, are estimated using historical experience. Revenue from product sales and services rendered is
recorded net of sales taxes. Amounts received in advance for
subscription services, including amounts received for Amazon Prime and other membership programs, are deferred and
recognized as revenue over the subscription term. For our
products with multiple elements, where a standalone value
for each element cannot be established, we recognize the
revenue and related cost over the estimated economic life of
the product.
We periodically provide incentive offers to our customers to
encourage purchases. Such offers include current discount
offers, such as percentage discounts off current purchases,
inducement offers, such as offers for future discounts subject to a minimum current purchase, and other similar offers. Current discount offers, when accepted by our customers, are treated as a reduction to the purchase price of
the related transaction, while inducement offers, when accepted by our customers, are treated as a reduction to purchase price based on estimated future redemption rates.
Redemption rates are estimated using our historical experience for similar inducement offers. Current discount offers
and inducement offers are presented as a net amount in “Net
sales.”
Commissions and per-unit fees received from sellers and
similar amounts earned through Amazon Enterprise Solutions are recognized when the item is sold by seller and our
collectibility is reasonably assured. We record an allowance
for estimated refunds on such commissions using historical
experience.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Accounting Policies
Revenue
We recognize revenue from product sales or services rendered when the following four revenue recognition criteria are met: persuasive evidence of an arrangement exists,
delivery has occurred or services have been rendered, the
selling price is fixed or determinable, and collectibility is reasonably assured. Additionally, revenue arrangements with
multiple deliverables are divided into separate units of accounting if the deliverables in the arrangement meet the following criteria: the delivered item has value to the customer
on a standalone basis; there is objective and reliable evidence of the fair value of undelivered items; and delivery of
any undelivered item is probable.
We evaluate the criteria outlined in EITF Issue No. 99-19,
Reporting Revenue Gross as a Principal Versus Net as an
Agent, in determining whether it is appropriate to record the
gross amount of product sales and related costs or the net
amount earned as commissions. Generally, when we are primarily obligated in a transaction, are subject to inventory
risk, have latitude in establishing prices and selecting suppliers, or have several but not all of these indicators, revenue is recorded gross. If we are not primarily obligated and
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3.16

HARRIS CORPORATION (JUN)
(In millions)
Revenue from product sales and
services
Revenue from product sales
Revenue from services
Cost of product sales and
services
Cost of product sales
Cost of services
Engineering, selling and
administrative expenses
Gain on combination with Stratex
Networks, Inc.
Non-operating income (loss)
Interest income
Interest expense
Income before income taxes and
minority interest

2007

2006

2005

$ 3,302.7
940.3
4,243.0

$ 2,681.6
793.2
3,474.8

$ 2,366.3
634.3
3,000.6

(2,113.3)
(757.8)
(2,871.1)

(1,757.6)
(628.2)
(2,385.8)

(1,674.0)
(507.6)
(2,181.6)

(830.7)

(682.3)

(497.8)

163.4
(16.2)
13.5
(41.1)

—
(1.2)
11.8
(36.5)

—
(6.3)
7.5
(24.0)

$ 660.8

$ 380.8

$ 298.4

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Significant Accounting Policies
Revenue Recognition
Our segments have the following revenue recognition
policies:
Government Communications Systems Segment
Revenue in our Government Communications Systems segment primarily relates to development and production contracts. Revenue and anticipated profits under development
and production contracts are recorded on a percentage-ofcompletion basis, generally using the cost-to-cost method
of accounting where sales and profits are recorded based on
the ratio of costs incurred to estimated total costs at completion. The Government Communications Systems segment
sometimes uses the units-of-delivery method of accounting
rather than the cost-to-cost method of accounting for production contracts that call for the delivery of larger quantities
of products. Under the units-of-delivery method, sales and
profits are recorded based on the ratio of actual units delivered to estimated total units to be delivered under the contract. Recognition of profit on development and production
fixed-price contracts requires estimates of: the total contract
value; the total cost at completion; and the measurement of
progress towards completion. Revenue and profits on costreimbursable contracts are recognized as allowable costs are
incurred on the contract, and become billable to the customer, in an amount equal to the allowable costs plus the
profit on those costs.
Contracts are combined when specific aggregation criteria stated in AICPA’s Statement of Position No. 81-1, “Accounting for Performance of Construction-Type and Certain
Production-Type Contracts” (“SOP 81-1”) are met. Criteria
generally include closely interrelated activities performed for
a single customer within the same economic environment.
Contracts generally are not segmented. If contracts are seg-

ATT-SEC 3.16

mented, they meet the segmenting criteria stated in SOP
81-1. Amounts representing contract change orders, claims
or other items are included in sales only when they can be
reliably estimated and realization is probable. Incentives or
penalties and awards applicable to performance on contracts
are considered in estimating sales and profit rates and are
recorded when there is sufficient information to assess anticipated contract performance. Incentive provisions, which increase earnings based solely on a single significant event, are
generally not recognized until the event occurs. When adjustments in contract value or estimated costs are determined,
any changes from prior estimates are reflected in earnings in
the current period. Anticipated losses on contracts or programs in progress are charged to earnings when identified.
This segment also has revenue from product sales other
than development and production contracts and revenue
from service arrangements, which are recognized when persuasive evidence of an arrangement exists, the fee is fixed
or determinable, collectibility is probable, delivery of a product has occurred, and title has transferred or services have
been rendered. Further, if an arrangement other than a development and production contract requires the delivery or
performance of multiple deliverables or elements under a
bundled sale, we determine whether the individual elements
represent “separate units of accounting” under the requirements of Emerging Issues Task Force Issue 00-21, “MultipleDeliverable Revenue Arrangements” (“EITF 00-21”). If the
separate elements meet the requirements listed in EITF 0021, we recognize the revenue associated with each element
separately and contract revenue is allocated among elements
based on relative fair value. If the elements within a bundled
sale are not considered separate units of accounting, the
delivery of an individual element is considered not to have
occurred if there are undelivered elements that are essential
to the functionality. Unearned income on service contracts
is amortized by the straight-line method over the term of the
contracts. Also, if contractual obligations related to customer
acceptance exist, revenue is not recognized for a product or
service unless these obligations are satisfied.
RF Communications Segment
Revenue in our RF Communications segment primarily relates to product and services sales. Revenue recognition
from development and production contracts and product and
services sales follows the same policies as stated under our
Government Communications Systems segment’s revenue
recognition policy above.
Harris Stratex Networks Segment
Revenue in our Harris Stratex Networks segment primarily
relates to product and services sales. Revenue recognition
from development and production contracts and product and
services sales follows the same policies as stated under our
Government Communications Systems segment’s revenue
recognition policy above.
Broadcast Communications Segment
Revenue in our Broadcast Communications segment primarily relates to product and services sales and software licenses. Revenue recognition from development and
production contracts and product and services sales follows the same policies as stated under our Government
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Communications Systems segment’s revenue recognition
policy above. This segment derives a portion of its revenue
from the licensing of software with multi-year maintenance
arrangements. The amount of revenue allocated to undelivered elements under these bundled software licenses is
based on the vendor-specific objective evidence of fair value
for those elements using the residual method. Under the
residual method, the total fair value of the undelivered elements, as indicated by vendor-specific objective evidence,
is recorded as unearned, and the difference between the total arrangement fee and the amount recorded as unearned
for the undelivered elements is recognized as revenue related
to delivered elements. Unearned revenue due to undelivered

elements is recognized ratably on a straight-line basis over
the maintenance agreement.
Other
Royalty income is included as a component of “Nonoperating income (loss)” on the Consolidated Statement of
Income and is recognized on the basis of terms specified in
contractual agreements. Shipping and handling fees billed
to customers are classified on the Consolidated Statement
of Income as “Revenue from product sales” and the associated costs are classified in “Cost of product sales.” Also, we
record taxes collected from customers and remitted to governmental authorities on a net basis in that they are excluded
from revenues.

3.17

NEWMONT MINING CORPORATION (DEC)
(In millions)
Revenues
Sales—gold, net
Sales—copper, net
Costs and expenses
Costs applicable to sales (exclusive of loss on settlement of price-capped forward
sales contracts, Midas redevelopment and depreciation, depletion and amortization
shown separately below)
Gold
Copper
Loss on settlement of price-capped forward sales contracts
Midas redevelopment
Depreciation, depletion and amortization
Exploration
Advanced projects, research and development
General and administrative
Write-down of goodwill
Write-down of investments
Write-down of long-lived and other assets
Other expense, net
Income before taxes

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 2 (In Part): Summary of Significant Accounting Policies
Revenue Recognition
Revenue is recognized, net of treatment and refining charges,
from a sale when persuasive evidence of an arrangement exists, the price is determinable, the product has been delivered, the title has been transferred to the customer and collection of the sales price is reasonably assured. Revenues
from by-product sales are credited to Costs applicable to
sales as a by-product credit.
Concentrate sales are initially recorded based on 100% of
the provisional sales prices. Until final settlement occurs, adjustments to the provisional sales prices are made to take into
account the mark-to-market changes based on the forward
prices for the estimated month of settlement. For changes in
metal quantities upon receipt of new information and assay,

AICPA Accounting Trends & Techniques

2007

2006

2005

$4,305
1,221
5,526

$4,211
671
4,882

$3,593
672
4,265

2,507
471
531
11
695
177
62
143
1,122
46
4
148
$5,917

2,146
308
—
—
589
166
81
136
—
—
3
159
$3,588

1,932
303
—
—
589
143
55
120
41
—
41
126
$3,350

the provisional sales quantities are adjusted as well. The principal risks associated with recognition of sales on a provisional basis include metal price fluctuations between the date
initially recorded and the date of final settlement. If a significant decline in metal prices occurs between the provisional
pricing date and the final settlement-date, it is reasonably
possible that the Company could be required to return a portion of the sales proceeds received based on the provisional
invoice.
The Company’s sales based on a provisional sales price
contain an embedded derivative that is required to be separated from the host contract for accounting purposes. The
host contract is the receivable from the sale of the concentrates at the forward London Metal Exchange price at the
time of sale. The embedded derivative, which does not qualify for hedge accounting, is marked to market through earnings each period prior to final settlement.
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GAINS

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Interest

Note 8. Gain on Sale of Assets

3.18

In November 2007, the Company sold its share of an equity
investment for total proceeds of approximately $11,361. The
Company received $10,817 in 2007 and the remaining balance of $544, approximately five percent of the total consideration to be received, was placed in escrow until November 2008. The Company recognized a gain on the sale of
$9,210 during the fourth quarter of 2007.

BLOUNT INTERNATIONAL, INC. (DEC)
(Amounts in thousands)
Sales
Cost of sales
Gross profit
Selling, general and
administrative expenses
Retirement plan redesign
Operating income
Interest income
Interest expense
Other income (expense), net
Income from continuing
operations before income
taxes

2007
$515,535
340,578
174,957

2006
$487,494
313,815
173,679

2005
$478,829
297,747
181,082

94,257
—
80,700
1,360
(33,066)
(821)

89,472
3,747
80,460
378
(35,782)
1,335

89,454
—
91,628
622
(37,329)
(963)

$ 48,173

$ 46,391

$ 53,958

Sale of Assets
3.19

Equity in Earnings of Investee
3.20

CHEVRON CORPORATION (DEC)
(Millions of dollars)
Revenues and other income
Sales and other operating
revenues
Income from equity affiliates
Other income
Total revenues and other
income

2007

2006

2005

$214,091
4,144
2,669

$204,892
4,255
971

$193,641
3,731
828

$220,904

$210,118

$198,200

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

BOWNE & CO., INC. (DEC)

Note 1 (In Part): Summary of Significant Accounting Policies
(In thousands, except per
share information)
Revenue
Expenses
Cost of revenue
Selling and administrative
Depreciation
Amortization
Restructuring charges,
integration costs and asset
impairment charges
Purchased in-process
research and development
Operating income
Interest expense
Loss on sale of marketable
securities
Gain on sale of equity
investment
Other income, net
Income from continuing
operations before income
taxes

ATT-SEC 3.18

2007
$ 850,617

2006
$ 833,734

2005
$ 668,667

(531,230)
(242,118)
(27,205)
(1,638)

(543,502)
(224,011)
(25,397)
(534)

(429,302)
(187,151)
(25,646)
—

(17,001)

(14,159)

(10,410)

—
(819,192)
31,425
(5,433)

(958)
(808,561)
25,173
(5,477)

—
(652,509)
16,158
(5,154)

—

—

(7,890)

9,210
1,127

—
3,340

—
1,537

$ 36,329

$ 23,036

$

4,651

Subsidiary and Affiliated Companies
The Consolidated Financial Statements include the accounts
of controlled subsidiary companies more than 50 percentowned and variable-interest entities in which the company
is the primary beneficiary. Undivided interests in oil and gas
joint ventures and certain other assets are consolidated on a
proportionate basis. Investments in and advances to affiliates
in which the company has a substantial ownership interest
of approximately 20 percent to 50 percent or for which the
company exercises significant influence but not control over
policy decisions are accounted for by the equity method. As
part of that accounting, the company recognizes gains and
losses that arise from the issuance of stock by an affiliate that
results in changes in the company’s proportionate share of
the dollar amount of the affiliate’s equity currently in income.
Investments are assessed for possible impairment when
events indicate that the fair value of the investment may be
below the company’s carrying value. When such a condition
is deemed to be other than temporary, the carrying value
of the investment is written down to its fair value, and the
amount of the write-down is included in net income. In making the determination as to whether a decline is other than
temporary, the company considers such factors as the duration and extent of the decline, the investee’s financial performance, and the company’s ability and intention to retain its
investment for a period that will be sufficient to allow for any
anticipated recovery in the investment’s market value. The
new cost basis of investments in these equity investees is not
changed for subsequent recoveries in fair value. Subsequent
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recoveries in the carrying value of other investments are reported in “Other comprehensive income.”
Differences between the company’s carrying value of an
equity investment and its underlying equity in the net assets of the affiliate are assigned to the extent practicable to
specific assets and liabilities based on the company’s analysis of the various factors giving rise to the difference. The
company’s share of the affiliate’s reported earnings is adjusted quarterly when appropriate to reflect the difference

between these allocated values and the affiliate’s historical
book values.
Note 11. Investments and Advances
Equity in earnings, together with investments in and advances to companies accounted for using the equity method
and other investments accounted for at or below cost,
is shown in the table below. For certain equity affiliates,
Chevron pays its share of some income taxes directly. For
such affiliates, the equity in earnings does not include these
taxes, which are reported on the Consolidated Statement of
Income as “Income tax expense.”

Investments and Advances
at December 31
Upstream
Tengizchevroil
Hamaca
Petroboscan
Angola LNG Limited
Other
Total upstream
Downstream
GS Caltex Corporation
Caspian Pipeline Consortium
Star Petroleum Refining Company Ltd.
Escravos Gas-to-Liquids
Caltex Australia Ltd.
Colonial Pipeline Company
Other
Total downstream
Chemicals
Chevron Phillips Chemical Company LLC
Other
Total chemicals
All other
Dynegy Inc.
Other
Total equity method
Other at or below cost
Total investments and advances
Total United States
Total International

2007

2006

2007

2006

2005

$ 6,321
1,168
762
574
765
9,590

$ 5,507
928
712
—
682
7,829

$2,135
327
185
21
204
2,872

$1,817
319
31
—
123
2,290

$1,514
390
—
—
139
2,043

2,276
951
944
628
580
546
1,501
7,426

2,176
990
787
432
559
555
1,407
6,906

217
102
157
103
129
39
215
962

316
117
116
146
186
34
212
1,127

320
101
81
95
214
13
178
1,002

2,024
24
2,048

2,044
22
2,066

380
6
386

697
5
702

449
3
452

—
449
$19,513
964
$20,477
$ 3,889
$16,588

254
586
$17,641
911
$18,552
$ 4,191
$14,361

8
(84)
$4,144

68
68
$4,255

189
45
$3,731

$ 478
$3,666

$ 955
$3,300

$ 833
$2,898

Descriptions of major affiliates are as follows:
Tengizchevroil
Chevron has a 50 percent equity ownership interest in Tengizchevroil (TCO), a joint venture formed in 1993 to develop
the Tengiz and Korolev crude oil fields in Kazakhstan over a
40-year period. At December 31, 2007, the company’s carrying value of its investment in TCO was about $210 higher
than the amount of underlying equity in TCO net assets.
Hamaca
Chevron’s 30 percent interest in the Hamaca heavy oil
production and upgrading project located in Venezuela’s

AICPA Accounting Trends & Techniques

Equity in Earnings
Year Ended December 31

Orinoco Belt was converted to a 30 percent share-holding
in a joint stock company in January 2008, with a 25-year
contract term.
Petroboscan
Chevron has a 39 percent interest in Petroboscan, a joint
stock company formed in 2006 to operate the Boscan Field
in Venezuela until 2026. Chevron previously operated the
field under an operating service agreement. At December 31,
2007, the company’s carrying value of its investment in Petroboscan was approximately $310 higher than the amount of
underlying equity in Petroboscan net assets.
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Angola LNG Ltd.

Chevron Phillips Chemical Company LLC

Chevron has a 36 percent interest in Angola LNG, which will
process and liquefy natural gas produced in Angola for delivery to international markets.

Chevron owns 50 percent of Chevron Phillips Chemical
Company LLC (CPChem), with the other half owned by
ConocoPhillips Corporation. At December 31, 2007, the
company’s carrying value of its investment in CPChem was
approximately $60 lower than the amount of underlying equity in CPChem net assets.

GS Caltex Corporation
Chevron owns 50 percent of GS Caltex, a joint venture with
GS Holdings. The joint venture, originally formed in 1967 between the LG Group and Caltex, imports, refines and markets petroleum products and petrochemicals predominantly
in South Korea.
Caspian Pipeline Consortium
Chevron has a 15 percent interest in the Caspian Pipeline
Consortium (CPC), which provides the critical export route
for crude oil from both TCO and Karachaganak. At December 31, 2007, the company’s carrying value of its investment
in CPC was about $50 higher than the amount of underlying
equity in CPC net assets.
Star Petroleum Refining Company Ltd.
Chevron has a 64 percent equity ownership interest in Star
Petroleum Refining Company Limited (SPRC), which owns
the Star Refinery in Thailand. The Petroleum Authority of
Thailand owns the remaining 36 percent of SPRC.
Escravos Gas-to-Liquids
Chevron Nigeria Limited (CNL) has a 75 percent interest in
Escravos Gas-to-Liquids (EGTL) with the other 25 percent of
the joint venture owned by Nigeria National Petroleum Company. Sasol Ltd provides 50 percent of the venture capital
required by CNL as risk-based financing (returns are based
on project performance). This venture was formed to convert natural gas produced from Chevron’s Nigerian operations into liquid products for sale in international markets. At
December 31, 2007, the company’s carrying value of its investment in EGTL was about $25 lower than the amount of
underlying equity in EGTL net assets.
Caltex Australia Ltd.
Chevron has a 50 percent equity ownership interest in
Caltex Australia Limited (CAL). The remaining 50 percent
of CAL is publicly owned. At December 31, 2007, the fair
value of Chevron’s share of CAL common stock was approximately $2,294. The aggregate carrying value of the company’s investment in CAL was approximately $50 lower than
the amount of underlying equity in CAL net assets.
Colonial Pipeline Company
Chevron owns an approximate 23 percent equity interest in
the Colonial Pipeline Company. The Colonial Pipeline system
runs from Texas to New Jersey and transports petroleum
products in a 13-state market. At December 31, 2007,
the company’s carrying value of its investment in Colonial
Pipeline was approximately $580 higher than the amount of
underlying equity in Colonial Pipeline net assets.

ATT-SEC 3.21

Dynegy Inc.
In May 2007, Chevron sold its 19 percent common stock
investment in Dynegy Inc., a provider of electricity to
markets and customers throughout the United States, for
approximately $940, resulting in a gain of $680.
Other Information
“Sales and other operating revenues” on the Consolidated Statement of Income includes $11,555, $9,582 and
$8,824 with affiliated companies for 2007, 2006 and 2005,
respectively. “Purchased crude oil and products” includes
$5,464, $4,222 and $3,219 with affiliated companies for
2007, 2006 and 2005, respectively.
“Accounts and notes receivable” on the Consolidated
Balance Sheet includes $1,722 and $1,297 due from affiliated companies at December 31, 2007 and 2006, respectively. “Accounts payable” includes $374 and $262 due
to affiliated companies at December 31, 2007 and 2006,
respectively.

Foreign Currency Transactions
3.21

CROWN HOLDINGS, INC. (DEC)
(In millions)
Net sales
Cost of products sold, excluding
depreciation and amortization
Depreciation and amortization
Gross profit
Selling and administrative expense
Provision for asbestos
Provision for restructuring
Provision for asset impairments and
loss/gain on sale of assets
Loss from early extinguishments
of debt
Interest expense
Interest income
Translation and exchange
adjustments . . . (Note S)
Income/(loss) from continuing
operations before income taxes,
minority interests and equity
earnings

2007
$7,727

2006
$6,982

2005
$6,675

6,471
229
1,027
385
29
20

5,863
227
892
316
10
15

5,527
237
911
339
10
13

100

(64)

(18)

318
(14)

286
(12)

383
361
(9)

(12)

6

94

$ 201

$ 335

$ (262)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
A (In Part): Summary of Significant Accounting Policies
Foreign Currency Translation
For non-U.S. subsidiaries which operate in a local currency
environment, assets and liabilities are translated into U.S.
dollars at year-end exchange rates. Income, expense and
cash flow items are translated at average exchange rates
prevailing during the year. Translation adjustments for these
subsidiaries are accumulated as a separate component of
accumulated other comprehensive income in shareholders’
equity. For non-U.S. subsidiaries that use a U.S. dollar functional currency, local currency inventories and property, plant
and equipment are translated into U.S. dollars at approximate
rates prevailing when acquired; all other assets and liabilities are translated at year-end exchange rates. Inventories
charged to cost of sales and depreciation are remeasured
at historical rates; all other income and expense items are
translated at average exchange rates prevailing during the
year. Gains and losses which result from remeasurement are
included in earnings.
S. Debt

(1)

(2)

2007
$
$

10
35
45

2006
$
$

$

20
58
78

60
119

$ 672

606

358

361

410

374

500
600
200
350
150

500
600
200
350
150

71

51

3.22

86
(5)
3,392
(38)
$3,354

97
(5)
3,463
(43)
$3,420

(In thousands)
Sales and other operating
revenues
Cost of goods and services
sold
Gross profit
Selling, administrative and
general expenses
Other income
Goodwill impairment
Restructuring and asset
impairment charges
Operating income (loss)
Debt retirement expense
Interest expense
Interest income
Derivative financial
instruments income
Income (loss) before income
taxes and other items

2007

2006

2005

$1,979,078

$2,112,685

$1,300,118

1,683,339
295,739

1,888,000
224,685

1,105,501
194,617

158,342
6,076
—

164,087
2,501
256,916

124,416
5,285
—

29,773
113,700
3,860
105,635
8,591

85,411
(279,228)
66,474
108,585
7,107

2,836
72,650
—
52,840
4,448

290

5,092

13,122

13,086

$ (442,088)

$

$

37,380

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note F (In Part): Derivative and Other Financial Instruments

The weighted average interest rates for bank loans and overdrafts
outstanding during 2007, 2006 and 2005 were 5.7%, 6.2% and
4.3%, respectively.
The $800 revolving credit facility is due 2011 and currently bears
interest at EURIBOR or LIBOR plus 1.25%. The weighted average
interest rates for the credit facilities during 2007, 2006 and 2005
were 7.0%, 6.7% and 5.0%, respectively.

AICPA Accounting Trends & Techniques

Change in Fair Value of Derivatives
ALLIANCE ONE INTERNATIONAL, INC. (MAR)

(In millions)
Short-term debt(1)
U.S. dollar bank loans/overdrafts
Other currency bank loans/overdrafts
Total short-term debt
Long-term debt
Credit facility borrowings(2)
U.S. dollar
Other currencies
Senior secured notes
Euro (€460) 6.25% first priority due 2011
First priority term loans
U.S. dollar at LIBOR plus 1.75% due 2012
Euro (€281 in 2007) at EURIBOR plus
1.75% due 2012
Senior notes and debentures
U.S. dollar 7.625% due 2013
U.S. dollar 7.75% due 2015
U.S. dollar 8.00% due 2023
U.S. dollar 7.375% due 2026
U.S. dollar 7.50% due 2096
Other indebtedness in various currencies
Fixed rate with rates in 2007 from 1.0% to
14.6% due 2008 through 2015
Variable rate with average rates in 2007
from 6.0% to 9.8% due 2008 through 2014
Unamortized discounts
Total long-term debt
Less: current maturities
Total long-term debt, less current maturities

Aggregate maturities of long-term debt for the five years
subsequent to 2007, excluding unamortized discounts, were
$38, $33, $36, $739 and $747, respectively. Cash payments
for interest during 2007, 2006 and 2005 were $293, $256
and $389, respectively, including amounts capitalized of $1
in both 2006 and 2005.
The estimated fair value of the Company’s long-term borrowings, based on quoted market prices for the same or similar issues, was $3,339 at December 31, 2007.
During 2007, 2006 and 2005, the Company recorded
pre-tax foreign exchange gains of $12 and losses of $6
and $94, respectively, primarily for certain subsidiaries that
had unhedged currency exposure arising from intercompany
debt obligations. The losses are included in translation and
exchange adjustments in the Consolidated Statements of
Operations.

Floating to Fixed Rate Interest Swaps
Prior to the implementation of SFAS No. 133, “Accounting for
Derivative Instruments and Hedging Activities,” the Company
entered into multiple interest rate swaps to convert a portion
of its worldwide debt portfolio from floating to fixed interest
rates to reduce its exposure to interest rate volatility. As of
June 30, 2006, all instruments of this type had been terminated. SFAS No. 133 eliminated hedge accounting treatment
for these instruments because they do not meet certain criteria. Accordingly, the Company is required to reflect the full
amount of all changes in their fair value, without offset, in its
current earnings. These fair value adjustments have caused
substantial volatility in the Company’s reported earnings. For
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the years ended March 31, 2007 and 2006, the Company recognized non-cash income before income taxes of $290 and
$5,092, respectively from the change in fair value of these
derivative financial instruments. With the recognition of each
income or expense relating to these instruments, a corresponding amount is recognized in Pension, Postretirement
and Other Long-Term Liabilities.

Dividends
3.23

Note 3. Other Income, Net
Other income, net was as follows for the year ended November 30:
(In thousands)
Dividends from joint ventures-cost
method
Royalties, fees and other income
(Loss)/gain on sale of property,
plant and equipment
Foreign currency (loss)/gain
Other

2007

2006

2005

$2,451
751

$

—
887

$1,300
602

(17)
(116)
2,961
$6,030

8,837
(1,089)
2,762
$11,397

(220)
520
(65)
$2,137

AMERON INTERNATIONAL CORPORATION (NOV)
(Dollars in thousands)
Sales
Cost of sales
Gross profit
Selling, general and
administrative expenses
Other income, net
Income from continuing
operations before interest,
income taxes and equity in
earnings of joint venture

2007
$ 631,010
(484,981)
146,029

2006
$ 549,180
(416,791)
132,389

2005
$ 494,767
(369,557)
125,210

(97,870)
6,030

(94,689)
11,397

(90,283)
2,137

$ 54,189

$ 49,097

$ 37,064

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Joint Ventures
Investments in unconsolidated joint ventures or affiliates
(“joint ventures”) over which the Company has significant
influence are accounted for under the equity method of accounting, whereby the investment is carried at the cost of
acquisition, plus the Company’s equity in undistributed earnings or losses since acquisition. Investments in joint ventures
over which the Company does not have the ability to exert
significant influence over the investees’ operating and financing activities are accounted for under the cost method of accounting. The Company’s investment in TAMCO, a steel minimill in California, is accounted for under the equity method.
Investments in Ameron Saudi Arabia, Ltd. and Bondstrand,
Ltd. are accounted for under the cost method due to management’s current assessment of the Company’s influence
over these joint ventures.

ATT-SEC 3.23

Liability Accruals Reduced
3.24

AMERICAN BILTRITE INC. (DEC)
(In thousands)
Net sales
Cost of products sold
Selling, general & administrative expenses
Asbestos-related reorganization charges
(Loss) income from operations
Other income (expense)
Interest income
Bond interest reversal (expense)
Other interest expense
Other (expense) income, net
(Loss) income before taxes and other items

2007
$420,725
312,814
95,289
41,315
(28,693)

2006
$435,537
327,585
94,779
—
13,173

1,338
29,603
(3,438)
(78)
27,425
$ (1,268)

869
(10,612)
(3,453)
165
(13,031)
$
142

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
5 (In Part): Financing Arrangements
Congoleum Debt
On August 3, 1998, Congoleum issued $100 million of the
Senior Notes priced at 99.505% to yield 8.70%. The Senior
Notes are redeemable at the option of Congoleum, in whole
or in part, at any time on or after August 1, 2003 at predetermined redemption prices (ranging from 104% to 100%), plus
accrued and unpaid interest to the date of redemption. The
indenture governing the Senior Notes includes certain restrictions on additional indebtedness and uses of cash, including dividend payments. The commencement of the Chapter 11 proceedings constituted an event of default under the
indenture governing the Senior Notes. The amount of accrued interest on the Senior Notes that was not paid as of
the Bankruptcy filing on December 31, 2003 was approximately $3.6 million. The accrued interest along with the principal amount of the Senior Notes, net of unamortized original
issue discount, was $99.9 million are included in “Liabilities
Subject to Compromise” as of December 31, 2007.
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Interest
Interest paid on all outstanding debt amounted to $2.1 million
in 2007 and $2.4 million in 2006. As noted above, in connection with its Chapter 11 bankruptcy proceedings, Congoleum
did not pay the interest due on its $100 million 85/8 % Senior
Notes during 2007 and 2006.
9 (In Part): Congoleum Asbestos Liabilities
and Planned Reorganization
Holders of Congoleum’s $100 million in 8.625% Senior Notes
due in August 2008 will receive on a pro rata basis $80 million
in new 9.75% senior secured notes that mature five years
from issuance. The new senior secured notes will be subordinated to the working capital facility that provides Congoleum’s financing upon exiting reorganization. In addition,
holders of the $100 million in 8.625% Senior Notes due in
August 2008 will receive 49.9% of the newly issued common
stock of reorganized Congoleum. Congoleum’s obligations
for the $100 million in 8.625% senior notes due in August
2008, including accrued interest (which amounted to $44.6
million at December 31, 2007) will be satisfied by the new
senior secured notes and the common stock issued when
the Joint Plan takes effect.

•

•

•

•

•

•

During 2007, Congoleum paid $13.1 million (net of recoveries)
in fees and expenses related to implementation of its planned
reorganization under Chapter 11 of the Bankruptcy Code and
litigation with certain insurance companies. Given the terms
of the proposed Joint Plan, Congoleum has made provision
in its financial statements for the minimum estimated cost
to effect its plan to settle asbestos liabilities through confirmation of a plan that complies with section 524(g) of the
Bankruptcy Code. Congoleum recorded charges aggregating approximately $51.3 million in prior years. Given the terms
of the proposed Joint Plan, in the fourth quarter of 2007 Congoleum recorded an additional $41.3 million charge. Of this
charge, $14.9 million related to the write-off of certain insurance litigation costs receivable that will not be collected under the terms of the Joint Plan if it is confirmed and effective
and $26.4 million was an additional provision for estimated
costs for the reorganization proceedings and coverage litigation. In the fourth quarter of 2007 Congoleum also recorded a
$41.0 million interest expense credit to reverse post-petition
interest accrued on its Senior Notes. Terms of previous reorganization plans had provided, among other things, for the
payment of post-petition interest on the Senior Notes and
therefore Congoleum had continued to accrue such interest.
Under the terms of the Joint Plan, the holders of the Senior
Note will not receive any post-petition interest.
Liabilities Subject to Compromise
Pursuant to SOP 90-7, Congoleum is required to segregate
pre-petition liabilities that are subject to compromise and report them separately on the consolidated balance sheet. Liabilities that may be affected by a plan of reorganization are
recorded at the amount of the expected allowed claims, even
if they may be settled for lesser amounts. Substantially all of
Congoleum’s pre-petition debt is recorded at face value and
is classified within liabilities subject to compromise. In addition, Congoleum’s accrued interest expense on its Senior
Notes is also recorded in liabilities subject to compromise.

AICPA Accounting Trends & Techniques

Additional pre-petition claims (liabilities subject to compromise) may arise due to the rejection of executory contracts or
unexpired leases, or as a result of the allowance of contingent
or disputed claims.
Liabilities subject to compromise at December 31 were as
follows (in thousands):

Current
Pre-petition other payables and accrued
interest
Non-current
Debt (at face value)
Pension liability
Other post-retirement benefit obligation
Pre-petition other liabilities
Elimination—payable to American Biltrite
Total liabilities subject to compromise

2007

2006

$ 4,997

$ 34,602

100,000
10,772
9,337
13,115
133,224
(126)
133,098
$138,095

100,000
15,502
9,249
11,782
136,533
(135)
136,398
$171,000

Additional pre-petition claims (liabilities subject to compromise) may arise due to the rejection of executory contracts or
unexpired leases, or as a result of the allowance of contingent
or disputed claims.

Royalty, Franchise and License Fees
3.25

SEALY CORPORATION (DEC)
(In thousands)
Net sales
Cost of goods sold
Gross profit
Selling, general and
administrative expenses
(including provisions for
bad debts of $6,620,
$2,705 and $3,231,
respectively)
Expenses associated with
intial public offering of
common stock
Amortization of intangibles
Royalty income, net of
royalty expense
Income from operations

2007
$1,702,065
992,455
709,610

2006
$1,582,843
874,927
707,916

2005
$1,469,574
817,978
651,596

545,608

499,614

456,281

—
3,356

28,510
5,707

—
566

(18,562)
$ 179,208

(18,855)
$ 192,940

(13,220)
$ 207,969

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Significant Accounting Policies
Royalty Income and Expense
The Company recognizes royalty income based on sales of
Sealy, Stearns & Foster, and Bassett branded product by
various licensees. The Company recognized gross royalty
income of $19.2 million, $19.2 million, and $16.0 million in
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fiscal 2007, 2006, and 2005, respectively. The Company also
pays royalties to other entities for the use of their names on
product produced by the Company. The Company recognized royalty expense of $0.6 million, $0.4 million, and $2.8
million in fiscal 2007, 2006, and 2005, respectively.

Insurance Recoveries
3.26

THE BRINK’S COMPANY (DEC)
(In millions, except
per share amounts)
Revenues
Expenses
Operating expenses
Selling, general and
administrative expenses
Total expenses
Other operating income, net
Operating profit

2007
$3,219.0

2006
$2,793.3

2005
$2,505.4

2,450.8

2,131.3

2,000.1

498.8
2,949.6
4.6
$ 274.0

458.4
2,589.7
5.9
$ 209.5

397.4
2,397.5
15.1
$ 123.0

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 19. Other Operating Income, Net
(In millions)
Hurricane Katrina insurance settlement
gains
Share in earnings of equity affiliates
Royalty income
Gains on sale of operating assets and
mineral rights, net
Foreign currency transaction losses, net
Impairment losses
Other
Total

2007

2006

2005

$ 3.3
3.3
2.0

$—
3.3
1.8

$ —
3.4
2.0

4.6
(8.6)
(2.5)
2.5
$ 4.6

0.4
(1.0)
(1.5)
2.9
$5.9

9.6
(3.1)
(1.3)
4.5
$15.1

Insurance settlement gains of $3.3 million were recorded in
2007 for final settlement of property damage and business
interruption insurance claims related to Hurricane Katrina.
Impairment losses of $2.5 million in 2007 include $2.0 million recorded by Brink’s related to operations in a European
country.
Gains on sale of operating assets and mineral rights, net
in 2005 included $5.8 million related to a 2003 West Virginia
coal asset sale due to the formal transfer of liabilities in 2005
to the buyer. In addition, a $3.1 million gain on the sale of
residual assets and mineral rights related to former mining
operations in Kentucky was recognized in 2005.
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Litigation Settlements
3.27

HILLENBRAND INDUSTRIES, INC. (SEP)
(Dollars in millions)
Net revenues
Health care sales
Health care rentals
Funeral service sales
Total revenues
Cost of revenues
Health care cost of goods sold
Health care rental expenses
Funeral service cost of goods sold
Total cost of revenues
Gross profit
Other operating expenses
Litigation (credits) charge (Note 15)
Special (credits) charges
Operating profit (loss)

2007

2006

2005

$ 940.7
415.8
667.2
2,023.7

$ 862.6
425.7
674.6
1,962.9

$ 810.9
467.8
659.4
1,938.1

546.9
207.1
388.6
1,142.6
881.1
604.4
(1.2)
(0.2)
$ 278.1

501.1
217.2
394.8
1,113.1
849.8
529.1
(2.3)
5.4
$ 317.6

481.5
222.7
393.4
1,097.6
840.5
555.7
358.6
36.3
$ (110.1)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
15 (In Part): Commitments and Contingencies
Legal Proceedings (In Part)
Batesville, Hillenbrand and the other defendants filed motions to dismiss the FCA Action and a motion to transfer
to a more convenient forum. In response, the court in California permitted the plaintiffs to replead the complaint and
later granted defendants’ motion to transfer the action to the
United States District Court for the Southern District of Texas
(Houston, Texas) (“Court”).
Hill-Rom Antitrust Settlement
On June 30, 2003, Spartanburg Regional Healthcare System
(the “Plaintiff”) filed a purported antitrust class action lawsuit against Hillenbrand, Hill-Rom, Inc. and Hill-Rom Company, Inc. in the United States District Court for the District
of South Carolina. Plaintiff’s Second Amended Complaint,
filed on May 9, 2005, alleged violations of the federal antitrust
laws, including attempted monopolization, monopoly maintenance and tying claims. Plaintiff sought to certify a class of
all purchasers of Hill-Rom standard and/or specialty hospital
beds, and/or architectural and in-room products from 1990
to the present where there had been contracts between HillRom and such purchasers, either on behalf of themselves or
through purchasing organizations, conditioning discounts on
Hill-Rom® hospital beds and other architectural and in-room
products on commitments to rent or purchase a very high
percentage (e.g., ninety percent) of specialty beds from HillRom. Plaintiff subsequently narrowed the definition of its proposed class to acute and subacute facilities. Plaintiff claimed
that it and the alleged class sustained injury caused by HillRom’s discounting practices, which allegedly harmed competition and resulted in higher prices for standard and/or specialty hospital beds and/or architectural and in-room products. Plaintiff sought actual monetary damages on behalf of
the purported class in excess of $100 million, trebling of any
such damages that might have been awarded, recovery of
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attorneys’ fees and costs, and injunctive relief. Hillenbrand
anticipated that, if a settlement had not been reached, the
Plaintiff would have sought damages substantially in excess
of $100 million, before trebling. If a class had been certified and Plaintiffs had proceeded to trial and had prevailed,
potential trebled damages awarded the Plaintiffs could have
been substantially in excess of $100 million and could have
had a significant material adverse effect on our results of operations, financial condition, and liquidity.
As of November 7, 2005, all proceedings in the lawsuit
were stayed except those relating to the parties’ efforts to
complete a settlement. On February 3, 2006 the Court preliminarily approved a definitive agreement to settle the case
for $337.5 million in cash entered into as of February 2, 2006
among Hillenbrand, its Hill-Rom subsidiaries, Spartanburg
Regional Healthcare System and its attorneys. The Court
entered an Order and Final Judgment approving the settlement following a fairness hearing on June 14, 2006. As finally approved by the Court, the settlement resolves all of
the claims of class members that did not opt out of the settlement, including the claims of all U.S. and Canadian purchasers or renters of Hill-Rom® products from 1990 through
February 2, 2006 related to or arising out of the subject matter of the lawsuit, and the claims that may have resulted from
the current or future effects of conduct or events occurring
through February 2, 2006. The original settlement amount of
$337.5 million was reduced by almost $21.2 million, to $316.3
million, reflecting the portion attributable to customers who
opted out of the settlement. Opt-outs from the settlement
account for roughly six percent of the total U.S. and Canadian revenue during the class period, and over 99 percent
of that figure is attributable to the U.S. government’s decision to opt out of the settlement. We believe we have meritorious defenses against any claims the U.S. government
may choose to make, due to, among other reasons, pricing
practices of government purchases that are different than the
pricing practices primarily at issue in the lawsuit.

The settlement agreement includes Hill-Rom’s commitment to continue certain company-initiated discounting
practices for a period of three years. Essentially, Hill-Rom
implemented a policy in October 2002, which it has agreed
to follow until at least February 2009. Under that policy, which
did not represent a material change in our discounting practices, Hill-Rom refrains from entering into new contracts that
condition incremental discounts on Hill-Rom® hospital beds
or architectural products on commitments to rent therapy
products from Hill-Rom. While such products may be sold together, rental therapy products are separately priced and discounted. Under the settlement Hill-Rom may continue to offer
all other discounts such as volume discounts, early payment
discounts, capitation, etc. Further, the discounting practices
that gave rise to the Spartanburg litigation have already been
discontinued (or will be discontinued on the expiration of certain existing contracts) and have been replaced by alternative
practices for each of the last four fiscal years. Therefore, any
impact of the discontinuance of such practices on our business is already fully reflected in our reported results.
In connection with our assessment that it was probable
that a settlement would be reached and finally approved by
the Court during fiscal 2006, we recorded a litigation charge
and established a litigation accrual in the amount of $358.6
million in the fourth quarter of fiscal 2005, which included
certain legal and other costs associated with the proposed
settlement. With the Court’s entering of the Order and Final Judgment in the third quarter of fiscal 2006, we reversed
$2.3 million of the $21.1 million of estimated legal and other
costs originally provided as part of the litigation accrual as
such amounts were not probable of payment. We reversed
another $1.2 million of legal fees in the fourth quarter of fiscal 2007 upon payment of funds from the escrow account
and our determination that such amounts were not probable of payment. We paid the remaining $266.3 million of the
settlement amount into escrow in August 2006 and have retained a $21.2 million litigation accrual associated with the
opt-outs.

Rentals
3.28

MCDONALD’S CORPORATION (DEC)
(In millions)
Revenues
Sales by company-operated restaurants
Revenues from franchised and affiliated restaurants
Total revenues
Operating costs and expenses
Company-operated restaurant expenses
Food & paper
Payroll & employee benefits
Occupancy & other operating expenses
Franchised restaurants–occupancy expenses
Selling, general & administrative expenses
Impairment and other charges (credits), net
Other operating (income) expense, net
Total operating costs and expenses
Operating income

AICPA Accounting Trends & Techniques

2007

2006

2005

$16,611.0
6,175.6
22,786.6

$15,402.4
5,492.8
20,895.2

$14,017.9
5,099.4
19,117.3

5,487.4
4,331.6
3,922.7
1,139.7
2,367.0
1,670.3
(11.1)
18,907.6
$ 3,879.0

5,111.8
3,991.1
3,802.2
1,058.1
2,295.7
134.2
69.1
16,462.2
$ 4,433.0

4,760.2
3,662.9
3,495.5
1,021.4
2,118.4
(28.4)
103.3
15,133.3
$ 3,984.0
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of $3.3 billion) after deducting accumulated depreciation and
amortization of $5.8 billion.

Franchise Arrangements
Individual franchise arrangements generally include a lease
and a license and provide for payment of initial fees, as well
as continuing rent and royalties to the Company based upon
a percent of sales with minimum rent payments that parallel
the Company’s underlying leases and escalations (on properties that are leased). McDonald’s franchisees are granted the
right to operate a restaurant using the McDonald’s System
and, in most cases, the use of a restaurant facility, generally
for a period of 20 years. Franchisees pay related occupancy
costs including property taxes, insurance and maintenance.
In addition, in certain markets outside the U.S., franchisees
pay a refundable, noninterest-bearing security deposit. Foreign affiliates and developmental licensees pay a royalty to
the Company based upon a percent of sales, as well as initial
fees.
The results of operations of restaurant businesses purchased and sold in transactions with franchisees, affiliates
and others were not material to the consolidated financial
statements for periods prior to purchase and sale.
Revenues from franchised and affiliated restaurants consisted of:
(In millions)
Rents and royalties
Initial fees
Revenues from franchised
and affiliated restaurants

2007
$6,118.3
57.3

2006
$5,441.3
51.5

2005
$5,061.4
38.0

$6,175.6

$5,492.8

$5,099.4

Future minimum rent payments due to the Company under
existing franchise arrangements are:

(In millions)
2008
2009
2010
2011
2012
Thereafter
Total minimum payments

Owned
Sites
$ 1,120.1
1,084.3
1,045.2
995.6
959.3
7,117.7
$12,322.2

Leased
Sites
$ 933.4
905.8
874.5
838.2
809.0
5,414.8
$9,775.7

Total
$ 2,053.5
1,990.1
1,919.7
1,833.8
1,768.3
12,532.5
$22,097.9

At December 31, 2007, net property and equipment under
franchise arrangements totaled $10.9 billion (including land

ATT-SEC 3.29

Minority Interest in Investee Loss
3.29

KELLY SERVICES, INC. (DEC)
(In thousands of dollars)
Revenue from services
Cost of services
Gross profit
Selling, general and
administrative expenses
Earnings from operations
Other income (expense),
net
Earnings from continuing
operations before taxes

2007
$5,667,589
4,678,500
989,089

2006
$ 5,546,778
(4,640,052)
906,726

2005
$5,186,358
4,356,349
830,009

909,009
80,080

828,685
78,041

776,256
53,753

3,211

1,471

(187)

$

83,291

$

79,512

$

53,566

NOTES TO FINANCIAL STATEMENTS
12. Other Income (Expense), Net
Included in other income (expense), net are the following:

Interest income
Interest expense
Dividend income
Minority interest loss
Net (loss) earnings in equity
investment
Other income
Other income (expense), net

2007
$ 4,756
(2,425)
718
175

2006
$ 3,203
(2,316)
416
—

2005
$ 1,543
(1,759)
18
—

(13)
—
$ 3,211

148
20
$ 1,471

—
11
$ (187)

Dividend income includes dividends earned on the Company’s investment in Tempstaff, while net (loss) earnings in
equity investment represents the Company’s share of the net
(loss) earnings from Tempstaff Kelly. (See Note 2). Minority
interest loss represents the portion of the loss, net of tax,
attributable to minority shareholders.
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Employee Benefit/Pension Related
3.30

HANESBRANDS INC. (DEC)

(In thousands)
Net sales
Cost of sales
Gross profit
Selling, general and administrative expenses
Gain on curtailment of postretirement benefits
Restructuring
Operating profit

2007
$4,474,537
3,033,627
1,440,910
1,040,754
(32,144)
43,731
$ 388,569

Six Months Ended December 30
2006
2006
$2,250,473
$4,472,832
1,530,119
2,987,500
720,354
1,485,332
547,469
1,051,833
(28,467)
—
11,278
(101)
$ 190,074
$ 433,600

2005
$4,683,683
3,223,571
1,460,112
1,053,654
—
46,978
$ 359,480

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
16 (In Part): Postretirement Healthcare and Life
Insurance Plans
In December 2006, the Company changed the postretirement plan benefits to (a) pass along a higher share of retiree
medical costs to all retirees effective February 1, 2007, (b)
eliminate company contributions toward premiums for retiree
medical coverage effective December 1, 2007, (c) eliminate
retiree medical coverage options for all current and future retirees age 65 and older and (d) eliminate future postretirement
life benefits. Gains associated with these plan amendments
were amortized throughout the year ended December 29,
2007 in anticipation of the effective termination of the medical plan on December 1, 2007. On December 1, 2007 the
Company effectively terminated all retiree medical coverage.
Postretirement benefit income of $28,467 was recorded in
the Consolidated Statement of Income for the six months
ended December 30, 2006, which represented the unrecognized amounts associated with prior plan amendments that
were being amortized into income over the remaining service period of the participants prior to the December 2006
amendments. A gain on curtailment of $32,144 is recorded
in the Consolidated Statement of Income for the year ended
December 29, 2007, which represents the final settlement of
the retirement plan.

Debt Extinguishment
3.31

THE MOSAIC COMPANY (MAY)
(In millions)
Net sales
Cost of goods sold
Gross margin
Selling, general and
administrative expenses
Restructuring (gain) loss
Other operating expenses
Operating earnings
Interest expense, net
Foreign currency transaction
(gain) loss
Gain on extinguishment of debt
Other (income) expenses
Earnings (loss) from consolidated
companies before income taxes
and the cumulative effect of a
change in accounting principle

2007
$5,773.7
4,847.6
926.1

2006
$5,305.8
4,668.4
637.4

2005
$4,396.7
3,871.2
525.5

309.8
(2.1)
2.1
616.3
149.6

241.3
287.6
6.6
101.9
153.2

207.0
—
—
318.5
110.7

8.6
(34.6)
(13.0)

100.6
—
8.2

(13.9)
—
6.8

$ 505.7

$ (160.1)

$ 214.9

14 (In Part): Financing Arrangements
Amended and Restated Credit Facilities
The amended and restated credit facilities are intended to
serve as our primary senior secured bank credit facilities to
meet the combined liquidity needs of all of our business segments. After the Refinancing, the credit facilities under the
Restated Credit Agreement consist of a revolving credit facility of up to $450.0 million available for revolving credit loans,
swingline loans and letters of credit, a term loan A facility of
$45.8 million, a term loan A-1 facility of $400.0 million and a
term loan B facility of $612.0 million.
Borrowings under the revolving credit facility, the term loan
A facility and the term loan A-1 facility bear interest at LIBOR
plus 1.50%, and borrowings under the term loan B facility

AICPA Accounting Trends & Techniques
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bear interest at LIBOR plus 1.75%. Prior to the Refinancing,
the revolving credit facility and the term loan A facility bore
interest at LIBOR plus 1.25% and the term loan B facility bore
interest at LIBOR plus 1.50%. Commitment fees accrue at a
rate of 0.375% on unused amounts under the revolving credit
facility.
The Restated Credit Agreement requires Mosaic to maintain certain financial ratios, including a leverage ratio and
an interest coverage ratio. It also contains other covenants
and events of default that limit various matters or require
us to take various actions under specified circumstances.
In connection with the Refinancing, certain of the covenants
were amended to provide us with greater financial flexibility. These amendments included adjustments to the required
levels of the leverage ratio and the interest coverage ratio effective beginning with Mosaic’s fiscal quarter ended February 28, 2007. A limitation on our ability to pay dividends on,
redeem or repurchase our capital stock was unchanged in
the Refinancing.
The obligations under the Restated Credit Agreement are
guaranteed by substantially all of Mosaic’s domestic operating subsidiaries, Mosaic’s subsidiaries that own and
operate our potash mines at Belle Plaine and Colonsay,
Saskatchewan, Canada, and intermediate holding companies through which Mosaic owns the guarantors. The obligations are secured by security interests in mortgages on and/or
pledges of (i) the equity interests in the guarantors and in
domestic subsidiaries held directly by Mosaic and the guarantors under the Restated Credit Agreement; (ii) 65% of the
equity interests in other foreign subsidiaries held directly by
Mosaic and such guarantors; (iii) intercompany borrowings
by subsidiaries that are held by Mosaic and such guarantors;
(iv) the Belle Plaine and Colonsay, Saskatchewan, Canada
and Hersey, Michigan potash mines and the Riverview,
Florida phosphate plant owned by us; and (v) all inventory
and receivables of Mosaic and such guarantors.
On May 1, 2007, we elected to prepay $250.0 million principal amount of term loans under the Restated Credit Agreement. The prepayment consisted of $94.0 million principal
amount of Term Loan A-1 borrowings, $145.2 million principal amount of Term Loan B borrowings, and $10.8 million
principal amount of Term Loan A borrowings.
The maturity date of the revolving credit facility is February 18, 2010, the maturity date of the term loan A facility
is February 19, 2010, the maturity date of the term loan
A-1 facility is December 1, 2011 and the maturity date of
the term loan B facility is December 1, 2013. Prior to maturity, in general, the applicable borrower is obligated to make
quarterly amortization payments of $0.6 million with respect
to the term loan A facility, $4.8 million commencing March 31,
2007 with respect to the term loan A-1 facility, and $1.6 million commencing March 31, 2007 with respect to the term
loan B facility. However, prepayments, including our prepayment of $250 million in fiscal 2007, are applied first to reduce
the amount of the quarterly amortization payments in the following 12 months, and the remainder of the prepayments is
applied ratably to the amortization payments required in subsequent fiscal years. In addition, if Mosaic’s leverage ratio as
defined under the Restated Credit Agreement is more than
3.75 to 1.00 as of the end of any fiscal year, borrowings must
be repaid from 50% of excess cash flow for such fiscal year.

ATT-SEC 3.32

Accounting for Refinancing
In accordance with EITF Issue No. 96-19, “Accounting for
a Modification or Exchange of Debt Instruments” (“EITF 9619”), the Company performed an analysis by creditor to determine whether the Refinancing would be recorded as an
extinguishment of debt or a modification of debt.
Based on our analysis, it was determined that a significant portion of the Refinancing qualified as debt extinguishment under EITF 96-19, and we recorded a pre-tax gain of
$33.9 million in the third quarter of fiscal 2007. In addition,
we recorded $1.6 million of pre-tax gain associated with the
April 2007 redemption of $29.4 million of debt and a $0.9
million pre-tax loss associated with the $250.0 million prepayment of debt during May 2007. The net pre-tax gain on
the extinguishment debt is comprised of the following items:
(In millions)
Fair market value adjustment on extinguished debt
Deferred financing fees on extinguished debt
Tender premiums on extinguished debt
New issuance costs on extinguished debt
Termination costs on interest rate swap related
to extinguished debt
Total

$(162.8)
16.0
104.1
1.7
6.4
$ (34.6)

In conjunction with the Refinancing, we recorded $21.4 million in deferred financing fees on the Consolidated Balance
Sheet which are included in other current assets and other
non-current assets.

EXPENSES AND LOSSES
3.32 Paragraphs 80 and 83 of FASB SFAC No. 6 define
expenses and losses.
80. Expenses are outflows or other using up of assets or incurrences of liabilities (or a combination of
both) from delivering or producing goods, rendering
services, or carrying out other activities that constitute
the entity’s ongoing major or central operations.
83. Losses are decreases in equity (net assets) from
peripheral or incidental transactions of an entity and
from all other transactions and other events and circumstances affecting the entity except those that result from expenses or distributions to owners.

3.33 Table 3-5 reveals that most of the survey companies
show a single caption and amount for cost of goods sold.
Table 3-6 summarizes the nature of expenses, other than cost
of goods sold. Excluded from Table 3-6 are rent (Table 2-30),
employee benefits, depreciation (Table 3-14), and income
taxes (Table 3-15). Table 3-7 lists losses most frequently disclosed by the survey companies. Excluded from Table 3-7 are
losses shown after the caption for income taxes (Table 3-17),
segment disposals, and extraordinary losses (Table 3-18).
3.34

Examples of expenses and losses follow.
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3.35

3.37

TABLE 3-5: EXPENSES—COST OF GOODS SOLD
CAPTIONS

TABLE 3-7: LOSSES

2007

2006

2005

2004

More than one amount.................

215
94
66
43
15
74
507
93

219
92
72
38
11
79
511
89

214
90
68
33
10
98
513
87

217
91
73
33
8
107
529
71

Total Companies........................

600

600

600

600

Single Amount
Cost of sales................................
Cost of goods sold.......................
Cost of products sold...................
Cost of revenues..........................
Elements of cost..........................
Other captions..............................

3.36
TABLE 3-6: EXPENSES—OTHER THAN COST OF
GOODS SOLD
Number of Companies
2007 2006
2005
2004
Selling, general and
administrative...............................
Selling and administrative...............
General and/or administrative.........
Selling..............................................
Interest.............................................
Interest and penalty on income
taxes.............................................
Research, development,
engineering, etc...........................
Advertising.......................................
Warranty..........................................
Provision for doubtful accounts.......
Shipping...........................................
Asset retirement obligation
accretion.......................................
Taxes other than income taxes.......
Maintenance and repairs.................
Exploration, dry holes,
abandonments.............................

347
96
122
44
551

348
107
109
39
548

347
104
112
45
540

345
109
101
38
549

32

N/C*

N/C*

N/C*

285
221
138
131
65

289
209
137
116
61

294
220
103
99
65

296
215
52
82
72

49
18
18

33
19
13

9
20
16

1
21
14

11

10

10

14

* N/C = Not compiled. Line item was not included in the table for
the year shown.

AICPA Accounting Trends & Techniques

Intangible asset amortization..........
Restructuring of operations.............
Write-down of assets.......................
Change in fair value of
derivatives....................................
Impairment of intangibles................
Foreign currency transactions.........
Sale of assets..................................
Debt extinguishment........................
Litigation settlements.......................
Minority interests.............................
Equity in losses of investees...........
Environmental cleanup....................
Sale of receivables..........................
Purchased R&D...............................
Merger costs....................................
Royalties..........................................
Start-up costs..................................
Distributions on preferred securities
of subsidiary trust.........................
Fair value adjustments....................

Number of Companies
2007 2006
2005
2004
344
324
323
249
235
238
249
227
234
197
211
194
104
96
83
69
60
50
50
42
39
34
20
19
17
9

86
83
95
66
65
69
57
24
47
41
21
16
16
10

54
72
97
73
77
59
57
28
36
25
20
16
13
11

60
62
101
71
84
60
58
31
33
36
18
14
13
7

—
2

1
N/C*

2
N/C*

6
N/C*

* N/C = Not compiled. Line item was not included in the table for
the year shown.

EXPENSES

Cost of Goods Sold
3.38

AK STEEL HOLDING CORPORATION (DEC)
(Dollars in millions)
Net sales
Cost of products sold (exclusive of
items shown separately below)
Selling and administrative
expenses
Depreciation
Other operating items
Other postretirement benefit
corridor charges
Asset impairment charges
Curtailment charges
Labor contract charges
Impairment of equity investment
Total operating costs
Operating profit

2007
$7,003.0

2006
$6,069.0

2005
$5,647.4

5,919.0

5,452.7

4,996.8

223.5
196.3

207.7
194.0

208.4
196.4

—
—
39.8
—
—
6,378.6
$ 624.4

133.2
—
10.8
5.0
—
6,003.4
$ 65.6

54.2
31.7
12.9
—
33.9
5,534.3
$ 113.1
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Interest and Penalty on Income Taxes

1 (In Part): Summary of Significant Accounting Policies

3.40

Costs of Goods Sold
Cost of products sold for the Company consists primarily of
raw materials, energy costs and supplies consumed in the
manufacturing process, manufacturing labor, contract labor,
depreciation expense and direct overhead expense necessary to manufacture the finished steel product as well as distribution and warehousing costs. The Company’s proportionate share of the income (loss) of investments in associated
companies that are accounted for under the equity method
is also included in costs of goods sold since these operations are integrated with the Company’s overall steelmaking
operations.

BECKMAN COULTER, INC. (DEC)

3.39

HUNTSMAN CORPORATION (DEC)
(Dollars in millions)
Revenues
Trade sales, services and
fees
Related party sales
Total revenues
Cost of goods sold
Gross profit

2007

$9,479.9
170.9
9,650.8
8,095.0
$1,555.8

2006

$8,621.5
109.4
8,730.9
7,291.4
$1,439.5

2005

$8,308.7
137.2
8,445.9
7,014.9
$1,431.0

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
2 (In Part): Summary of Significant Accounting Policies
Cost of Goods Sold
We classify the costs of manufacturing and distributing our
products as cost of goods sold. Manufacturing costs include
variable costs, primarily raw materials and energy, and fixed
expenses directly associated with production. Manufacturing
costs also include, among other things, plant site operating
costs and overhead, production planning and logistics costs,
repair and maintenance costs, plant site purchasing costs,
and engineering and technical support costs. Distribution,
freight and warehousing costs are also included in cost of
goods sold.

ATT-SEC 3.39

(In millions)
Product revenue
Service revenue
Total revenue
Cost of goods sold
Cost of service
Total cost of sales
Gross profit
Operating costs and
expenses
Selling, general and
administrative
Research and development
Restructuring
Asset impairment charges
Litigation settlement
Total operating costs and
expenses
Operating income
Non-operating (income)
expense
Interest income
Interest expense
Debt extinguishment loss
Other, net
Total non-operating (income)
expense
Earnings from continuing
operations before income
taxes
Income taxes
Earnings from continuing
operations

2007
$2,331.9
429.4
2,761.3
1,153.7
312.4
1,466.1
1,295.2

2006
$2,130.5
398.0
2,528.5
1,048.2
283.3
1,331.5
1,197.0

2005
$2,067.1
376.7
2,443.8
1,037.3
279.2
1,316.5
1,127.3

731.1
274.0
16.9
0.8
—

687.6
264.9
14.3
2.3
(35.0)

652.3
208.9
36.4
24.0
—

1,022.8
272.4

934.1
262.9

921.6
205.7

(14.4)
49.3
—
(55.2)

(14.0)
48.0
7.7
6.0

(18.1)
43.8
—
14.4

(20.3)

47.7

40.1

292.7
83.0

215.2
57.0

165.6
15.0

$ 209.7

$ 158.2

$ 150.6

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In millions)
1 (In Part): Summary of Significant Accounting Policies
Income Taxes
Liabilities are recorded for probable income tax assessments
based on estimates of potential tax related exposures. Accounting for these assessments requires significant judgment as uncertainties often exist in respect to existing tax
laws, new interpretations of existing laws and rulings by taxing authorities. Differences between actual results and assumptions, or changes in assumptions in future periods, are
recorded in the period they become known.
Deferred income taxes are recognized for the tax consequences of temporary differences by applying enacted statutory tax rates applicable to future years to the difference between the financial statement carrying amounts and the tax
bases of existing assets and liabilities and for tax credit carryforwards. The effect on deferred taxes of a change in tax
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rates is recognized in income in the period that includes the
enactment date.
We have established a valuation allowance to reduce deferred tax assets to an amount whose realization is more likely
than not. An increase or decrease to income could occur if
we determine that we are able to utilize more or less of these
deferred tax assets than currently expected.
As of January 1, 2007, we adopted the provisions of the
Financial Accounting Standards Board (“FASB”) Interpretation No. 48, “Accounting for Uncertainty in Income Taxesan interpretation of FASB Statement No. 109,” (“FIN 48”).
Among other things, FIN 48 provides guidance to address
uncertainty in tax positions and clarifies the accounting for
income taxes by prescribing a minimum recognition threshold, which income tax positions must achieve before being
recognized in the financial statements. The evaluation of a
tax position in accordance with FIN 48 is a two-step process. The first step is recognition: we determine whether it
is more likely than not that a tax position will be sustained
upon examination, including resolution of any related appeals
or litigation processes, based on the technical merits of the
position. The second step is measurement: a tax position
that meets the more-likely-than-not recognition threshold is
measured to determine the amount of benefit to recognize
in the financial statements. The tax position is measured at
the largest amount of benefit that is greater than 50 percent
likely of being realized upon settlement. Differences between
tax positions taken in our tax return and amounts recognized
in the financial statements are generally recognized as one
of the following: a) an increase in a liability for income taxes
payable or a reduction of an income tax refund receivable,
or b) a reduction in a deferred tax asset or an increase in a
deferred tax liability. The impact of the adoption of FIN 48
was immaterial.
11 (In Part): Income Taxes
On January 1, 2007, we adopted the provisions of FIN 48,
which clarifies the accounting for uncertainty in tax positions.
FIN 48 requires that we recognize the impact of a tax position in our financial statements if that position is more likely
than not of being sustained upon audit, based on the technical merits of the position. The impact of the adoption of
FIN 48 was immaterial to our consolidated financial statements. The total amount of unrecognized tax benefits as of
January 1, 2007 and December 31, 2007 were $34.9 million
and $36.7 million, respectively, which if recognized, would
primarily affect the effective tax rate in future periods, except
for approximately $5 million which would affect goodwill.
A reconciliation of the beginning and ending balance of
unrecognized tax benefits is as follows:

Balance at January 1, 2007
Additions based on tax positions related to the current year
Additions for tax positions of prior years
Reductions for tax positions of prior years
Settlements
Lapse of statute of limitations
Cumulative translation adjustment
Balance at December 31, 2007

AICPA Accounting Trends & Techniques

$34.9
6.2
2.6
(4.4)
(4.5)
(0.7)
2.6
$36.7
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During the year ended December 31, 2007, one of our international subsidiaries settled a foreign tax audit for tax year
2003 and certain issues in 2004, which reduced previously
unrecognized tax benefits by $1.9 million.
FIN 48 requires us to accrue interest and penalties where
there is an underpayment of taxes, based on management’s
best estimate of the amount ultimately to be paid, in the same
period that 1) the interest would begin accruing or 2) the
penalties would first be assessed. Our policy on the classification of interest and penalties is to record both as part of
interest expense. As of January 1, 2007 and December 31,
2007, we had $3.4 million and $5.8 million in accrued interest and penalties for taxes, respectively. We recognized $2.4
million of interest and penalties during 2007.
The Company and its domestic subsidiaries file federal,
state and local income/franchise tax returns in the U.S. Our
international subsidiaries file income tax returns in various
non-U.S. jurisdictions. The tax years 2003 through 2006 remain open to U.S. federal income tax examination with tax
years 2004 and 2005 currently under audit by the Internal
Revenue Service. We are no longer subject to state income
tax examinations by tax authorities in our major state jurisdictions for years prior to 2003. With the exception of three of
our subsidiaries in Italy, Germany and Switzerland, our major
international subsidiaries are no longer subject to non-U.S.
income tax examinations by tax authorities for tax years 2003
and prior. Our subsidiaries in Italy and Germany are still open
to examinations by foreign tax authorities for the years 2002
and onwards. Our subsidiary in Switzerland is still open to
examination for the years 1998 and onwards.
A number of years may elapse before an uncertain tax position is finally resolved. While it is often difficult to predict the
final outcome or the timing of resolution of any particular uncertain tax position, management believes that the reserves
for income taxes reflect the most probable outcome. We adjust these reserves, as well as the related interest, in light of
changing facts and circumstances. Settlement of any particular position would usually require the use of cash and result
in the reduction of the related reserve. The resolution of a
matter would be recognized as an adjustment to the provision for income taxes and the effective tax rate in the period
of resolution, except for the resolution of certain tax contingency matters related to acquisitions, which would result in
an adjustment to goodwill. As of December 31, 2007, it is
reasonably possible that our liability for uncertain tax positions will be reduced by as much as $7.4 million as a result of
either the settlement of tax positions with various tax authorities or by virtue of the statute of limitations expiring in the
next twelve months for years with uncertain tax positions.
Approximately $2.3 million of this amount would favorably
impact our effective tax rate. The reduction of uncertain tax
positions that would favorably impact our effective tax rate
relates to various intercompany transactions.
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3.41

MPS GROUP, INC. (DEC)
(In thousands)
Revenue
Cost of revenue
Gross profit
Operating expenses
General and administrative
Depreciation and
intangibles amortization
Total operating expenses
Operating income
Other income, net
Income before provision for
income taxes
Provision for income taxes
Net income

2007
$2,171,835
1,549,547
622,288

2006
$1,876,622
1,359,580
517,042

2005
$1,684,699
1,242,331
442,368

468,535

386,629

340,065

20,117
488,652
133,636
6,911

15,869
402,498
114,544
5,991

15,317
355,382
86,986
3,799

140,547
53,459
$ 87,088

120,535
45,321
$ 75,214

90,785
31,188
59,597

$

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
2 (In Part): Summary of Significant Accounting Policies
Income Taxes
We adopted FASB Interpretation No. (“FIN”) 48, Accounting
for Uncertainty in Income Taxes, on January 1, 2007. FIN
48 prescribes a recognition threshold and measurement attribute for the financial statement recognition and measurement of a tax position taken or expected to be taken in a tax
return. Additionally, FIN 48 provides guidance on recognition,
classification, and disclosure of tax positions.
The provision for income taxes is based on income before taxes as reported in the accompanying Consolidated
Statements of Operations. Deferred tax assets and liabilities
are recognized for the expected future tax consequences of
events that have been included in the financial statements
or tax returns. Under this method, deferred tax assets and
liabilities are determined based on the differences between
the financial statement carrying amounts and the tax basis of
assets and liabilities using enacted tax rates in effect for the
year in which the differences are expected to reverse. An assessment is made as to whether or not a valuation allowance
is required to offset deferred tax assets. This assessment includes anticipating future taxable income. See Footnote 7.
7 (In Part): Income Taxes
In addition to deferred tax expense, our deferred tax asset
decreased in 2007 for deferred taxes related to acquisitions
in the amount of $900,000 and increased for the adoption of
FIN 48 in the amount of $4.5 million.
Federal income taxes were not provided for income from
foreign subsidiaries (except for Canada), since they are considered to be permanently invested. If these earnings were
remitted, foreign tax credits would substantially offset any
resulting federal income tax.
We adopted FIN 48, Accounting for Uncertainty in Income
Taxes, on January 1, 2007. FIN 48 prescribes a recognition
threshold and measurement attribute for the financial statement recognition and measurement of a tax position taken
or expected to be taken in a tax return. Additionally, FIN 48
provides guidance on recognition, classification, and disclo-
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sure of tax positions. Upon adoption of FIN 48, we reduced
our reserve for uncertain tax positions by $1.2 million and
recorded this reduction as an adjustment to the opening balance of Retained earnings on our Condensed Consolidated
Balance Sheets. At January 1, 2007, our unrecognized tax
benefits – that is, the aggregate tax effect of differences between tax return positions and the benefits recognized in our
financial statements – were $10.5 million. If recognized, $6.9
million of our unrecognized tax benefits would impact our
Provision for income taxes on our Condensed Consolidated
Statements of Operations and thus our effective tax rate.
During the second quarter of 2007, we settled a state income tax audit. We reduced our gross unrecognized tax benefit by $3.3 million as a result of this settlement. There were
no material changes to the gross unrecognized tax benefit
during the remainder of 2007. At December 31, 2007, our unrecognized tax benefits were $7.4 million, and if recognized,
$5.3 million would impact our Provision for income taxes. A
reconciliation of our beginning and ending unrecognized tax
benefit is as follows:
(In thousands)
Balance at January 1, 2007
Additions based on tax positions related to the current year
Additions for tax positions of prior years
Reductions for tax positions of prior years
Reductions for lapse of statute of limitations
Settlements
Balance at December 31, 2007

Benefit
$10,494
599
2
(944)
(339)
(2,379)
$ 7,433

We classify interest on uncertain tax positions as interest expense, and we classify income tax penalties as a component
of income tax expense. Prior to the adoption of FIN 48, both
interest and penalties were accrued as a component of income tax expense. At January 1, 2007, before any tax benefits, our accrued interest on unrecognized tax benefits was
$6.2 million and related accrued penalties were $100,000.
In the second quarter of 2007, we reversed approximately
$1.0 million of accrued interest for the settlement of the
above referenced state income tax audit. We accrued approximately $900,000 of additional interest expense related
to uncertain tax positions in the twelve months ended December 31, 2007. At December 31, 2007, our accrued interest on unrecognized tax benefits was $4.3 million. Accrued
interest is in ‘Accounts payable and accrued expenses’ on
our Consolidated Balance Sheets at December 31, 2007.
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3.42

PITNEY BOWES INC. (DEC)
(In thousands)
Revenue
Equipment sales
Supplies
Software
Rentals
Financing
Support services
Business services
Total revenue
Costs and expenses
Cost of equipment sales
Cost of supplies
Cost of software
Cost of rentals
Cost of support services
Cost of business services
Selling, general and
administrative
Research and development
Restructuring charges and
asset impairments
Interest expense
Interest income
Other (income) expense
Total costs and expenses
Income from continuing
operations before
income taxes and
minority interest
Provision for income taxes
Minority interest
Income from continuing
operations
Income (loss) from
discontinued operations,
net of income tax
Net income

2007

2006

2005

$1,335,538
393,478
346,020
739,130
790,121
760,915
1,764,593
6,129,795

$1,372,566
339,594
202,415
785,068
725,131
716,556
1,588,688
5,730,018

$1,251,026
297,151
174,085
801,285
663,484
697,796
1,482,109
5,366,936

696,900
106,702
82,097
171,191
433,324
1,380,541

693,535
90,035
42,951
171,491
400,089
1,242,226

625,235
73,330
36,945
165,963
385,547
1,195,761

1,907,160
185,665

1,764,260
165,368

1,655,210
165,751

264,013
250,540
(8,669)
(380)
5,469,084

35,999
228,418
(15,822)
(3,022)
4,815,528

53,650
193,174
(5,298)
10,000
4,555,268
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apply to taxable income in the years in which those temporary differences are expected to be recovered or settled. The
effect on deferred tax assets and liabilities of a change in tax
rates is recognized in income in the period that includes the
enactment date of such change.
New Accounting Pronouncements (In Part)
In June 2006, the FASB issued FASB Interpretation (FIN)
No. 48, Accounting for Uncertainty in Income Taxes (“FIN
48”), which supplements Statement of Financial Accounting
Standard No. 109, Accounting for Income Taxes, by defining the confidence level that a tax position must meet in
order to be recognized in the financial statements. FIN 48
requires the tax effect of a position to be recognized only if
it is “more-likely-than-not” to be sustained based solely on
its technical merits as of the reporting date. If a tax position is not considered more-likely-than-not to be sustained
based solely on its technical merits, no benefits of the position are recognized. This is a different standard for recognition than was previously required. The more-likely-than-not
threshold must continue to be met in each reporting period to
support continued recognition of a benefit. At adoption, companies adjusted their financial statements to reflect only
those tax positions that were more-likely-than-not to be sustained as of the adoption date. Any necessary adjustment
was recorded directly to opening retained earnings in the period of adoption and reported as a change in accounting principle. We adopted the provisions of FIN 48 on January 1, 2007
which resulted in a decrease to opening retained earnings of
$84.4 million, with a corresponding increase in our tax liabilities.
9 (In Part): Income Taxes

660,711
280,222
19,242

914,490
335,004
13,827

811,668
328,597
9,828

361,247

565,659

473,243

5,534
$ 366,781

(460,312)
$ 105,347

35,368
$ 508,611

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands)
1 (In Part): Summary of Significant Accounting Policies
Income Taxes
We recognize deferred tax assets and liabilities for the future tax consequences attributable to differences between
the financial statements carrying amounts of existing assets and liabilities and their respective tax bases. A valuation allowance is provided when it is more likely than not
that some portion or all of a deferred tax asset will not be
realized. The ultimate realization of deferred tax assets depends on the generation of future taxable income during the
period in which related temporary differences become deductible. We consider the scheduled reversal of deferred tax
liabilities, projected future taxable income and tax planning
strategies in this assessment. Deferred tax assets and liabilities are measured using the enacted tax rates expected to

AICPA Accounting Trends & Techniques

Other Tax Matters (In Part)
In June 2006, the FASB issued FIN. 48, Accounting for Uncertainty in Income Taxes, which supplements FAS 109, Accounting for Income Taxes, by defining the confidence level
that a tax position must meet in order to be recognized in the
financial statements. FIN 48 requires a two-step approach
under which the tax effect of a position is recognized only if
it is “more-likely-than-not” to be sustained and the amount
of tax benefit recognized is equal to the largest tax benefit that is greater than 50 percent likely of being realized
upon ultimate settlement of the tax position. This is a different standard for recognition than the approach previously
required. Both approaches require us to exercise considerable judgment and estimates are inherent in both processes.
We adopted the provisions of FIN 48 on January 1, 2007. As
a result, on initial adoption we recognized an $84.4 million
increase in our liability for uncertain tax positions and a corresponding reduction to our opening retained earnings. The
total amount of unrecognized tax benefits at January 1 and
December 31, 2007 was $356.1 million and $398.9 million,
respectively, of which $299.6 million and $335.7 million, respectively, would affect the effective tax rate if recognized.
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A reconciliation of the beginning and ending amount of unrecognized tax benefits is as follows:

Balance at January 1, 2007
Increases from prior period positions
Decreases from prior period positions
Increases from current period positions
Decreases from current period positions
Decreases relating to settlements with tax authorities
Reductions as a result of a lapse of the applicable statute
of limitations
Balance at December 31, 2007

$356,063
28,762
(20,063)
61,778
—
(2,165)
(25,497)
$398,878

Our tax filings are under continual examination by tax authorities. On a regular basis we conclude tax return examinations,
statutes of limitations expire, court decisions are made that
interpret tax law and we regularly assess tax uncertainties
in light of these developments. As a result of these developments, it is reasonably possible that the amount of our
unrecognized tax benefits will increase or decrease in the
next 12 months by less than 5%. We recognize interest and
penalties related to uncertain tax positions in our provision
for income taxes. We recognized $9.5 million in interest and
penalties during the year ended December 31, 2007 and this
amount was included in discontinued operations. We had
$104.1 million and $113.6 million accrued for the payment of
interest and penalties at January 1 and December 31, 2007,
respectively.

Research and Development
3.43

AMKOR TECHNOLOGY, INC. (DEC)
(In thousands)
Net sales
Cost of sales
Gross profit
Operating expenses
Selling, general and administrative
Research and development
Gain on sale of specialty test operations
Provision for legal settlements and contingencies
Total operating expenses
Operating income

2007
$2,739,445
2,057,572
681,873

2006
$2,728,560
2,053,600
674,960

2005
$2,099,949
1,744,178
355,771

251,249
41,650
(1,717)
—
291,182
$ 390,691

250,142
38,735
—
1,000
289,877
$ 385,083

243,319
37,347
(4,408)
50,000
326,258
$ 29,513

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Research and Development Costs
Research and development expenses include costs attributable to the conduct of research and development programs primarily related to the development of new package
designs and improving the efficiency and capabilities of our
existing production processes. Such costs include salaries,
payroll taxes, employee benefit costs, materials, supplies, depreciation on and maintenance of research equipment, fees
under licensing agreements, services provided by outside
contractors and the allocable portions of facility costs such
as rent, utilities, insurance, repairs and maintenance, depreciation and general support services. All costs associated with
research and development are expensed as incurred.

3.44

BALL CORPORATION (DEC)
(In millions)
Net sales
Legal settlement
Total net sales
Costs and expenses
Cost of sales (excluding
depreciation)
Depreciation and
amortization
Business consolidation costs
Property insurance gain
Selling, general and
administrative
Earnings before interest and
taxes

ATT-SEC 3.43

2007
$7,475.3
(85.6)
7,389.7

2006
$6,621.5
—
6,621.5

2005
$5,751.2
—
5,751.2

6,226.5

5,540.4

4,802.7

281.0
44.6
—

252.6
35.5
(75.5)

213.5
21.2
—

323.7
6,875.8

287.2
6,040.2

233.8
5,271.2

$ 513.9

$ 581.3

$ 480.0
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Warranty

20. Research and Development

3.46

Research and development costs are expensed as incurred
in connection with the company’s internal programs for the
development of products and processes. Costs incurred in
connection with these programs, the majority of which are
included in cost of sales, amounted to $27.4 million, $22.5
million and $24.6 million for the years ended December 31,
2007, 2006 and 2005, respectively.

JUNIPER NETWORKS, INC. (DEC)

Advertising
3.45

HASBRO, INC. (DEC)
(Thousands of dollars)
Net revenues
Cost of sales
Gross profit
Expenses
Amortization
Royalties
Research and product
development
Advertising
Selling, distribution and
administration
Total expenses
Operating profit

2007
$3,837,557
1,576,621
2,260,936

2006
$3,151,481
1,303,885
1,847,596

2005
$3,087,627
1,286,271
1,801,356

67,716
316,807

78,934
169,731

102,035
247,283

167,194
434,742

171,358
368,996

150,586
366,371

755,127
1,741,586
$ 519,350

682,214
1,471,233
$ 376,363

624,560
1,490,835
$ 310,521

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Advertising
Production costs of commercials and programming are
charged to operations in the fiscal year during which the production is first aired. The costs of other advertising, promotion and marketing programs are charged to operations in
the fiscal year incurred.

AICPA Accounting Trends & Techniques

(In thousands)
Net revenues
Product
Service
Total net revenues
Cost of revenues
Product
Service
Total cost of revenues
Gross margin
Operating expenses
Research and development
Sales and marketing
General and administrative
Amortization of purchased
intangibles
Impairment of goodwill and
intangibles
In-process research and
development
Other charges, net
Total operating expenses
Operating income (loss)

2007

2006

2005

$2,326,983
509,105
2,836,088

$1,893,328
410,252
2,303,580

$1,770,988
292,969
2,063,957

676,258
251,380
927,638
1,908,450

555,077
199,213
754,290
1,549,290

506,296
147,161
653,457
1,410,500

622,961
666,688
116,489

480,247
557,990
97,077

357,284
441,596
74,982

85,896

91,823

85,174

—

1,283,421

5,944

—
9,354
1,501,388
$ 407,062

—
36,514
2,547,072
$ (997,782)

11,000
(6,526)
969,454
$ 441,046

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Description of Business
Warranties
Juniper Networks generally offers a one-year warranty on all
of its hardware products and a 90-day warranty on the media that contains the software embedded in the products.
The warranty generally includes parts and labor obtained
through the Company’s 24-hour service center. On occasion, the specific terms and conditions of those warranties
vary. The Company accrues for warranty costs based on estimates of the costs that may be incurred under its warranty
obligations, including material costs, technical support labor
costs and associated overhead. The warranty accrual is included in the Company’s cost of revenues and is recorded at
the time revenue is recognized. Factors that affect the Company’s warranty liability include the number of installed units,
its estimates of anticipated rates of warranty claims, costs
per claim and estimated support labor costs and the associated overhead.
The Company periodically assesses the adequacy of its
recorded warranty liabilities and adjusts the amounts as
necessary.
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Note 7 (In Part): Other Financial Information
Warranties
Changes in the Company’s warranty reserve are as follows
(in millions):
2007
$ 34.8
43.3
—
(40.6)
$ 37.5
$ 37.5

Beginning balance
Provisions made
Changes in estimates
Actual costs incurred
Ending balance
Warranty reserve in current liabilities

2006
$ 35.3
38.9
(5.0)
(34.4)
$ 34.8
$ 34.8

turn in any of the industry segments in which the Company
operates could result in higher than expected defaults, and,
therefore, the need to revise estimates for bad debts. For the
years ended December 31, 2007, 2006, and 2005, the Company recorded provisions for bad debts of approximately
$13,514,000, $16,472,000, and $16,356,000, respectively. At
December 31, 2007 and 2006, the allowance for doubtful
accounts was approximately $15,521,000 and $13,456,000,
respectively.

Shipping
3.48

SEALY CORPORATION (NOV)

Provision for Doubtful Accounts
3.47

GENUINE PARTS COMPANY (DEC)
(In thousands)
Net sales
Cost of goods sold
Gross margin
Operating expenses
Selling, administrative,
and other expenses
Depreciation and
amortization
Provision for doubtful
accounts
Total operating
expenses
Non-operating expenses
(income)
Interest expense
Other
Total non-operating
expenses
Income before income
taxes

2007
$10,843,195
7,625,972
3,217,223

2006
$10,457,942
7,353,447
3,104,495

2005
$9,783,050
6,884,964
2,898,086

2,278,155

2,217,882

2,078,308

87,702

73,423

65,529

13,514

16,472

16,356

2,379,371

2,307,777

2,160,193

31,327
(10,220)

31,576
(5,774)

34,024
(5,195)

21,107

25,802

28,829

770,916

$ 709,064

$

816,745

$

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Trade Accounts Receivable and the Allowance
for Doubtful Accounts
The Company evaluates the collectability of trade accounts
receivable based on a combination of factors. Initially, the
Company estimates an allowance for doubtful accounts as a
percentage of net sales based on historical bad debt experience. This initial estimate is periodically adjusted when the
Company becomes aware of a specific customer’s inability to meet its financial obligations (e.g., bankruptcy filing)
or as a result of changes in the overall aging of accounts
receivable. While the Company has a large customer base
that is geographically dispersed, a general economic down-

ATT-SEC 3.47

(In thousands)
Net sales
Cost of goods sold
Gross profit
Selling, general and
administrative expenses
(including provisions for
bad debts of $6,620,
$2,705 and $3,231,
respectively)
Expenses associated with
intial public offering of
common stock
Amortization of intangibles
Royalty income, net of
royalty expense
Income from operations

2007
$1,702,065
992,455
709,610

2006
$1,582,843
874,927
707,916

2005
$1,469,574
817,978
651,596

545,608

499,614

456,281

—
3,356

28,510
5,707

—
566

(18,562)
$ 179,208

(18,855)
$ 192,940

(13,220)
$ 207,969

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Significant Accounting Policies
Product Delivery Costs
Included in the Company’s selling, general and administrative expenses in the consolidated statement of operations for
fiscal years 2007, 2006, and 2005 were $91.2 million, $80.7
million, and $73.1 million, respectively, in shipping and handling costs associated with the delivery of finished mattress
products to its customers, including approximately $8.4 million, $8.6 million, and $7.8 million, respectively, of costs associated with internal transfers between plant locations.
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LOSSES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Intangible Asset Amortization

Note 2 (In Part): Significant Accounting Policies

3.49

Software Costs
We capitalize certain computer software and software development costs incurred in connection with developing or
obtaining computer software for internal use when both the
preliminary project stage is completed and it is probable that
the software will be used as intended. Capitalized software
costs include only (i) external direct costs of materials and
services utilized in developing or obtaining computer software, (ii) compensation and related benefits for employees
who are directly associated with the software project and (iii)
interest costs incurred while developing internal-use computer software. Capitalized software costs are included in
property, plant and equipment on our balance sheet and
amortized on a straight-line basis when placed into service
over the estimated useful lives of the software, which approximate five to seven years. Net capitalized software and
development costs were $652 million at December 29, 2007
and $537 million at December 30, 2006.

PEPSICO, INC. (DEC)
(In millions)
Net revenue
Cost of sales
Selling, general and
administrative expenses
Amortization of intangible
assets
Operating profit

2007
$39,474
18,038

2006
$35,137
15,762

2005
$32,562
14,176

14,208

12,711

12,252

58
$ 7,170

162
$ 6,502

150
$ 5,984

Note 4 (In Part): Property, Plant and Equipment
and Intangible Assets
Average
Useful Life
Property, plant and equipment, net
Land and improvements
Buildings and improvements
Machinery and equipment, including fleet and software
Construction in progress

10–34yrs.
20–44
5–14

Accumulated depreciation
Depreciation expense
Amortizable intangible assets, net
Brands
Other identifiable intangibles
Accumulated amortization
Amortization expense
Property, plant and equipment is recorded at historical cost.
Depreciation and amortization are recognized on a straightline basis over an asset’s estimated useful life. Land is not
depreciated and construction in progress is not depreciated
until ready for service. Amortization of intangible assets for
each of the next five years, based on average 2007 foreign
exchange rates, is expected to be $62 million in 2008, $60
million in 2009, $60 million in 2010, $59 million in 2011 and
$59 million in 2012.
Depreciable and amortizable assets are only evaluated for
impairment upon a significant change in the operating or
macroeconomic environment. In these circumstances, if an
evaluation of the undiscounted cash flows indicates impairment, the asset is written down to its estimated fair value,

AICPA Accounting Trends & Techniques

5–40
3–15

2007

2006

2005

864
4,577
14,471
1,984
21,896
(10,668)
$ 11,228
$ 1,304

756
4,095
12,768
1,439
19,058
(9,371)
$ 9,687
$ 1,182

$1,103

$ 1,476
344
1,820
(1,024)
$ 796
$
58

$ 1,288
290
1,578
(941)
$ 637
$ 162

$ 150

$

$

which is based on discounted future cash flows. Useful lives
are periodically evaluated to determine whether events or
circumstances have occurred which indicate the need for
revision.
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3.50

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

YAHOO! INC. (DEC)
(In thousands)
Revenues
Cost of revenues
Gross profit
Operating expenses
Sales and marketing
Product development
General and administrative
Amortization of intangibles
Total operating expenses
Income from operations

Note 1 (In Part): Summary of Significant Accounting Policies
2005
$5,257,668
2,096,201
3,161,467

2006
$6,425,679
2,675,723
3,749,956

2007
$6,969,274
2,838,758
4,130,516

1,033,947
569,527
341,073
109,195
2,053,742
$1,107,725

1,322,259
833,147
528,798
124,786
2,808,990
$ 940,966

1,610,357
1,084,238
633,431
107,077
3,435,103
$ 695,413

Intangible Assets Other Than Goodwill
Intangible assets other than goodwill are carried at cost less
accumulated amortization. Intangible assets are generally
amortized on a straight-line basis over the useful lives of the
respective assets, generally two to seven years. Long-lived
assets and certain identifiable intangible assets to be held
and used are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount
of such assets may not be recoverable. Determination of
recoverability is based on an estimate of undiscounted future cash flows resulting from the use of the asset and its
eventual disposition. Measurement of any impairment loss
for long-lived assets and certain identifiable intangible assets that management expects to hold and use is based on
the amount the carrying value exceeds the fair value of the
asset.
Note 6 (In Part): Intangible Assets, Net
The following table summarizes the Company’s intangible
assets, net (in thousands):

2006
Customer, affiliate and advertiser related relationships
Developed technology and patents
Trademark, trade name and domain name
Total intangible assets, net
2007
Customer, affiliate and advertiser related relationships
Developed technology and patents
Trademark, trade name and domain name
Total intangible assets, net
(1)
(2)

Gross Carrying
Amount

Accumulated
Amortization(1)

Net(2)

$ 291,239
433,340
185,674
$ 910,253

$(194,640)
(222,894)
(86,897)
$(504,431)

$ 96,599
210,446
98,777
$405,822

$ 252,792
689,873
208,069
$1,150,734

$(109,597)
(305,832)
(123,808)
$(539,237)

$143,195
384,041
84,261
$611,497

Foreign currency translation adjustments, reflecting movement in the currencies of the underlying entities, totaled approximately $18 million
as of December 31, 2006 and $26 million as of December 31, 2007.
As of December 31, 2006 and 2007, $266 million and $506 million, respectively, of the net intangibles balance were related to the United
States segment. As of December 31, 2006 and 2007, $140 million and $105 million, respectively, of the net intangibles balance were related
to the International segment.

The intangible assets are all amortizable and have original
estimated useful lives as follows:
• customer, affiliate and advertiser related relationships—
three to seven years;
• developed technology and patents—two to five years;
and
• trademark, trade name and domain name—one to
seven years.
The Company recognized amortization expense of intangible
assets, including amortization expense of developed technology and patents, of approximately $173 million, $238 million, and $250 million for 2005, 2006, and 2007, respectively,
including $64 million, $113 million, and $143 million, respectively, included in cost of revenues. Based on the current
amount of intangibles subject to amortization, the estimated
amortization expense for each of the succeeding years is as
follows: 2008: $247 million; 2009: $139 million; 2010: $106
million; 2011: $60 million; 2012: $34 million; 2013: $17 million; and cumulatively thereafter: $8 million.
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Restructuring of Operations

sults may differ, thereby requiring the Company to record
additional provisions or reverse a portion of such provisions.

3.51

Note 10 (In Part): Restructuring

JDS UNIPHASE CORPORATION (JUN)
(In millions)
Net revenue
Cost of sales
Amortization of acquired
technologies
Gross profit
Operating expenses
Research and development
Selling, general and
administrative
Amortization of other intangibles
Acquired in-process research and
development
Reduction of goodwill
Reduction of intangibles and loss
on long-lived assets
Restructuring charges
Total operating expenses
Loss from operations

2007
$1,396.8
884.6

2006
$1,204.3
827.4

2005
$ 712.2
586.6

40.2
472.0

36.4
340.5

13.4
112.2

168.4

155.5

93.7

368.4
26.8

325.3
24.4

157.3
6.4

5.1
—

20.3
22.4

1.1
53.7

7.8
14.7
591.2
$ (119.2)

5.6
35.0
588.5
$ (248.0)

31.6
18.2
362.0
$(249.8)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Restructuring Accrual
In April 2001, the Company began to implement formalized
restructuring programs based on its business strategies and
economic outlook and recorded significant charges in connection with its Global Realignment Program. In connection
with these plans, the Company has recorded estimated expenses for severance and outplacement costs, lease cancellations, asset write-offs and other restructuring costs. In
accordance with Statement of Financial Accounting Standard No. 146, “Accounting for Costs Associated with Exit
or Disposal Activities” (“SFAS 146”), generally costs associated with restructuring activities initiated after December 31,
2002 have been recognized when they are incurred rather
than at the date of a commitment to an exit or disposal plan.
However, in the case of leases, the expense is estimated
and accrued when the property is vacated. Given the significance of, and the timing of the execution of such activities, this process is complex and involves periodic reassessments of estimates made at the time the original decisions
were made, including evaluating real estate market conditions for expected vacancy periods and sub-lease rents. In
addition, post-employment benefits accrued for workforce
reductions related to restructuring activities initiated after
December 31, 2002 are accounted for under Statement of
Financial Accounting Standards No. 112, “Employer’s Accounting for Post-employment Benefits” (“SFAS 112”). A liability for post-employment benefits is recorded when payment is probable, the amount is reasonably estimable, and
the obligation relates to rights that have vested or accumulated. The Company continually evaluates the adequacy of
the remaining liabilities under its restructuring initiatives. Although the Company believes that these estimates accurately reflect the costs of its restructuring plans, actual re-
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During the third quarter of fiscal 2004, the Company announced completion of the Global Realignment Program
(“GRP”), which began in April 2001. That program focused
on large-scale site and employee reductions. The Company
continues to take advantage of opportunities to further reduce costs through targeted, customer-driven restructuring
events intended to consolidate the Company and rationalize
the manufacture of its products based on core competencies and cost efficiencies. Restructuring activities initiated
prior to December 31, 2002 were recorded in accordance
with Emerging Issues Task Force Abstracts No. 94-3 “Liability Recognition for Certain Employee Termination Benefits
and Other Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring)” (“EITF Issue 94-3”), and restructuring activities initiated after December 31, 2002 were recorded
in accordance with Statement of Financial Accounting Standards No. 146 “Accounting for Costs Associated with Exit
or Disposal Activities” (“SFAS 146”) and Statement of Financial Accounting No. 112, “Employees’ Accounting for Postemployment Benefits” (“SFAS 112”). As of June 30, 2007 the
Company’s total restructuring accrual was $13.5 million.
During fiscal 2007, the Company recorded $14.7 million
in restructuring charges which included $5.6 million for severance and benefits, $11.2 million for manufacturing transfer cost, and $(2.1) million for lease costs which include
$(2.5) million gain on the settlement of lease obligations,
$0.6 million for additional restructured space, and $(0.2) million to adjust accruals on previously restructured leases.
These charges were primarily related to the further consolidation of the Company’s manufacturing operations. This further consolidation will account for the termination of 241
employees—237 in North America and 4 in Asia. Of these
reductions to headcount, 182 were in manufacturing, 41 in
research and development and 18 in sales, general and administration functions. As of June 30, 2007, 105 of these employees have been terminated. Payments related to severance and benefits are expected to be paid off by the third
quarter of fiscal 2008 and payments related to lease costs
are expected to be paid by the first quarter of fiscal 2014.
During fiscal 2006, the Company recorded $35.0 million in
restructuring charges which included $15.2 million for severance and benefits, $9.0 million for manufacturing transfer
costs, $5.8 million in lease termination costs and $5.0 million
to adjust accruals on previously restructured leases. These
charges were primarily related to the further consolidation of
the Company’s manufacturing operations and the transfer of
such operations to other Company facilities and to the facilities of contract manufacturing partners and the relocation
of the Company’s executive offices to accommodate the future needs of the organization. These events will account for
the termination of 921 employees: 894 in North America and
27 in Europe. Of these reductions to headcount, 770 were
in manufacturing, 84 in research and development and 67 in
sales, general and administration functions. As of June 30,
2007, 902 of these employees have been terminated. Payments related to severance and benefits are expected to be
paid off by the second quarter of fiscal 2008.
During fiscal 2005, the Company recorded $18.2 million
in restructuring charges which included $11.8 million for
severance and benefits, $3.0 million in lease termination
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costs and $3.4 million to adjust accruals on previously restructured leases. These charges primarily relate to the decisions to close Company facilities in Ewing, New Jersey, Melbourne, Florida, Indonesia and Singapore and consolidate
these operations into other facilities or to source the products
from outside manufacturers. The Company also announced
plans to selectively reduce its workforce at its facilities in

Accrual balance as of July 3, 2004
Restructuring charges
Cash payments
Accrual balance as of July 2, 2005
Restructuring charges
Cash payments
Amount charged to goodwill
Accrual balance as of July 1, 2006
Restructuring charges
Adjustment from non-restructuring accounts
Cash payments
Amount charged to goodwill
Accrual balance as of June 30, 2007

Santa Rosa, California. These events accounted for the termination of 893 employees—500 in North America, 389 in
Asia Pacific and 4 in Europe. Of these reductions to headcount, 783 were in manufacturing, 44 in research and development and 68 in sales, general and administration functions. As of June 30, 2007, 890 of these employees have
been terminated.
The following table summarizes the various restructuring
plans (In millions):
Workforce
Reduction
$ 7.6
11.8
(12.6)
6.8
15.2
(13.1)
1.3
10.2
5.6
0.3
(12.0)
0.3
$ 4.4

Facilities and
Equipment
$ —
—
—
—
9.0
(9.0)
—
—
11.2
—
(11.2)
—
$ —

Lease Costs
$ 76.6
6.4
(43.6)
39.4
10.8
(24.5)
—
25.7
(2.1)
0.1
(14.6)
—
$ 9.1

Total
$ 84.2
18.2
(56.2)
46.2
35.0
(46.6)
1.3
35.9
14.7
0.4
(37.8)
0.3
$ 13.5

Write-Down of Assets
3.52

3M COMPANY (DEC)
(In millions)
Net sales
Operating expenses
Cost of sales
Selling, general and administrative expenses
Research, development and related expenses
Gain on sale of businesses
Total
Operating income
Interest expense and income
Interest expense
Interest income
Total
Income before income taxes, minority interest and cumulative effect of accounting change

2007
$24,462

2006
$22,923

2005
$21,167

12,735
5,015
1,368
(849)
18,269
6,193

11,713
5,066
1,522
(1,074)
17,227
5,696

10,408
4,631
1,274
—
16,313
4,854

210
(132)
78
$ 6,115

122
(51)
71
$ 5,625

82
(56)
26
$ 4,828

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Significant Accounting Policies
Investments
Investments primarily include the cash surrender value of
life insurance policies, real estate not used in the business, venture capital and equity-method investments. Unrealized gains and losses relating to investments classified
as available-for-sale are recorded as a component of accumulated other comprehensive income (loss) in stockholders’
equity.
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Note 9. Marketable Securities
The Company invests in asset-backed securities, agency securities, corporate medium-term note securities, auction rate
securities and other securities. The following is a summary
of amounts recorded on the Consolidated Balance Sheet for
marketable securities (current and non-current) at December
31, 2007.
(In millions)
Agency securities
Asset-backed securities
Other securities
Current marketable securities
Asset-backed securities
Corporate medium-term notes securities
Agency securities
Auction rate securities
Other securities
Non-current marketable securities
Total marketable securities

2007
$ 260
186
133
579
267
112
56
16
29
480
$1,059

Classification of marketable securities as current or noncurrent is dependent upon management’s intended holding
period, the security’s maturity date and liquidity considerations based on market conditions. If management intends to
hold the securities for longer than one year as of the balance sheet date, they are classified as non-current. The fair
value of marketable securities approximates cost, except for
certain auction rate securities discussed in the next paragraph. Gross unrealized gains and losses for marketable securities were not material as of December 31, 2007 and 2006;
however, in 2007 the Company did have both realized and
unrealized losses associated with auction rate securities as
discussed below. Gross realized gains and losses on sales
of marketable securities were not material for 2007, 2006
or 2005, but in 2007 pre-tax gains totaled approximately $7
million. Cost of securities sold or reclassified use the first
in, first out (FIFO) method. Since these marketable securities are classified as available-for-sale securities, changes in
fair value will flow through other comprehensive income, with
amounts reclassified out of other comprehensive income into
earnings upon sale or “other-than-temporary” impairment (as
discussed below).
3M has a diversified marketable securities portfolio of
$1.059 billion as of December 31, 2007. Within this portfolio, current and long-term asset backed securities (estimated fair value of $453 million) are primarily comprised of
interests in automobile loans and credit cards, with only $27
million invested in interests in mortgage-backed securities
or home equity loans. 3M’s marketable securities portfolio
also includes auction rate securities (estimated fair value of
$16 million) that represent interests in collateralized debt obligations, which are collateralized by pools of residential and
commercial mortgages, and interests in investment grade
credit default swaps. During the second half of 2007, these
auction rate securities failed to auction due to sell orders
exceeding buy orders. Liquidity for these auction-rate securities is typically provided by an auction process that resets
the applicable interest rate at pre-determined intervals, usually every 7, 28, 35, or 90 days. The funds associated with
failed auctions will not be accessible until a successful auction occurs or a buyer is found outside of the auction process.
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Based on broker-dealer valuation models and an analysis of
other-than-temporary impairment factors, auction rate securities with an original par value of approximately $34 million
were written-down to an estimated fair value of $16 million
as of December 31, 2007. This write-down resulted in an
“other-than-temporary” impairment charge of approximately
$8 million (pre-tax) included in net income and a temporary
impairment charge of $10 million (pre-tax) reflected as an unrealized loss within other comprehensive income for 2007. As
of December 31, 2007, these investments in auction rate securities have been in a loss position for less than six months.
These auction rate securities are classified as non-current
marketable securities as of December 31, 2007 as indicated
in the preceding table.
3M reviews impairments associated with the above in accordance with Emerging Issues Task Force (EITF) 03-1 and
FSP SFAS 115-1 and 124-1, “The Meaning of Other-ThanTemporary-Impairment and Its Application to Certain Investments,” to determine the classification of the impairment as
“temporary” or “other-than-temporary.” A temporary impairment charge results in an unrealized loss being recorded in
the other comprehensive income component of stockholders’ equity. Such an unrealized loss does not reduce net income for the applicable accounting period because the loss
is not viewed as other-than-temporary. The company believes that a portion of the impairment of its auction rate securities investments is temporary and a portion is other-thantemporary. The factors evaluated to differentiate between
temporary and other-than-temporary include the projected
future cash flows, credit ratings actions, and assessment of
the credit quality of the underlying collateral.
The balance at December 31, 2007 for marketable securities and short-term investments by contractual maturity are
shown below. Actual maturities may differ from contractual
maturities because the issuers of the securities may have the
right to prepay obligations without prepayment penalties.
(In millions)
Due in one year or less
Due after one year through three years
Due after three years through five years
Due after five years
Total marketable securities

2007
$ 231
545
221
62
$1,059
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Change in Fair Value of Derivatives

Impairment of Intangibles

3.53

3.54

NASHUA CORPORATION (DEC)

THE MCCLATCHY COMPANY (DEC)

(In thousands)
Net sales
Cost of products sold
Gross margin
Selling and distribution expenses
General and administrative expenses
Research and development expenses
Net loss on curtailment of pension and
postretirement plans
Loss from equity investment
Gain on sale of real estate
Impairment of intangible assets
Interest expense
Interest income
Change in fair value of interest rate swap
Other income
Income from continuing operations
before income taxes

2007
$272,799
224,545
48,254
24,088
16,991
806

2006
$269,043
228,389
40,654
23,894
19,085
644

—
200
—
—
765
(179)
295
(1,196)

580
440
(8,976)
565
1,640
(23)
(106)
(1,181)

$ 6,484

$ 4,092

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Fair Value of Financial Instruments
The recorded amounts for cash and cash equivalents, other
current assets, accounts receivable and accounts payable
and other current liabilities approximate fair value due to the
short-term nature of these financial instruments. The fair values of amounts outstanding under our debt instruments approximate their book values in all material respects due to
the variable nature of the interest rate provisions associated
with such instruments.
Note 4 (In Part): Indebtedness
We use derivative financial instruments to reduce our exposure to market risk resulting from fluctuations in interest rates.
During the first quarter of 2006, we entered into an interest
rate swap, with a notional debt value of $10.0 million, which
expires in 2011. During the term of the agreement, we have a
fixed interest rate of 4.82 percent on the notional amount and
LaSalle National Bank National Association, as counterparty
to the agreement, paid us interest at a floating rate based on
LIBOR on the notional amount. Interest payments are made
quarterly on a net settlement basis.
This derivative does not qualify for hedge accounting,
therefore changes in fair value of the hedge instrument are
recognized in earnings. We recognized a $.3 million markto-market expense in 2007 and a $.1 million mark-to-market
income in 2006, both related to the change in fair value of the
derivative. The fair market value of the derivative resulted in
a liability of $.3 million at December 31, 2007, and an asset
of $.1 million at December 31, 2006, which were determined
based on current interest rates and expected trends.

ATT-SEC 3.53

(In thousands)
Revenues—net
Advertising
Circulation
Other
Operating expenses
Compensation
Newsprint and supplements
Depreciation and
amortization
Other operating expenses
Goodwill and masthead
impairment
Operating income (loss)

2007

2006

2005

$ 1,911,722
275,658
72,983
2,260,363

$1,432,913
194,940
47,337
1,675,190

$691,790
97,205
18,485
807,480

911,964
277,634

652,582
231,068

321,312
103,292

148,559
496,112

98,865
345,767

39,311
152,262

2,992,046
4,826,315
$(2,565,952)

—
1,328,282
$ 346,908

—
616,177
$191,303

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Significant Accounting Policies
Goodwill and Intangible Impairment
The Company accounts for goodwill in accordance with
Statement of Financial Accounting Standards (SFAS) No.
142, Goodwill and Other Intangible Assets. As required by
SFAS No. 142, the Company tests for impairment of goodwill
annually (at year-end) or whenever events occur or circumstances change that would more likely than not reduce the
fair value of a reporting unit below its carrying amount. The
required two-step approach uses accounting judgments and
estimates of future operating results. Changes in estimates
or the application of alternative assumptions could produce
significantly different results. Impairment testing is done at
a reporting unit level. The Company performs this testing at
its four newspaper operating segments, which are also considered reporting units under SFAS No. 142. An impairment
loss generally is recognized when the carrying amount of the
reporting unit’s net assets exceeds the estimated fair value
of the reporting unit. The estimates and judgments that most
significantly affect the fair value calculation are assumptions
related to revenue growth, newsprint prices, compensation
levels, discount rate and private and public market trading
multiples for newspaper assets. The sum of the fair values
of the reporting units is reconciled to the Company’s current market capitalization (based upon the most recent stock
market price) plus an estimated control premium, and factors
in the fair value of the Company’s publicly traded debt. The
Company determined that it should perform its impairment
testing of goodwill as of September 30, 2007, due to the
continuing challenging business conditions and the resulting weakness in the Company’s stock price as of the end of
its third quarter and performed its annual testing at December 30, 2007. See Note 3 for a discussion of the impairment
charges taken.
Newspaper mastheads (newspaper titles and website domain names) are not subject to amortization and are tested
for impairment annually (at year-end), or more frequently if
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events or changes in circumstances indicate that the asset
might be impaired. The impairment test consists of a comparison of the fair value of each newspaper masthead with its
carrying amount. The Company performed impairment tests
on newspaper mastheads as of September 30, 2007 and
December 30, 2007. See Note 3 for a discussion of the impairment charges taken.
Intangible assets subject to amortization (primarily advertiser and subscriber lists) are tested for recoverability
whenever events or changes in circumstances indicate that
their carrying amounts may not be recoverable. The carrying
amount of each asset group is not recoverable if it exceeds
the sum of the undiscounted cash flows expected to result
from the use of such asset group. The Company performed
impairment tests on its long lived assets (including intangible
assets subject to amortization) as of September 30, 2007 and
December 30, 2007. No impairment loss was recognized on
intangible assets subject to amortization.
Note 3. Goodwill and Newspaper Masthead Impairment
Management performed its testing of impairment of goodwill and newspaper mastheads as of September 30, 2007,
due to the continuing challenging business conditions and
the resulting weakness in the Company’s stock price as of
the end of its third quarter. The fair values of the Company’s
reporting units for goodwill impairment testing and individual
newspaper mastheads were estimated using the expected

present value of future cash flows, using estimates, judgments and assumptions (see Note 1) that management believes were appropriate in the circumstances. As a result, the
Company recorded an impairment charge related to goodwill of $1.2 billion and a newspaper masthead impairment
charge of $250.4 million in the third quarter of 2007. A portion
of goodwill impairment charge resulted from the accounting
treatment of the value of common stock issued in the Acquisition which had resulted in $423.0 million additional goodwill
being recorded, as discussed in Note 2.
The Company performed its annual impairment testing of
goodwill and newspaper mastheads as of December 30,
2007. The fair values of the Company’s reporting units were
estimated using the expected present value of future cash
flows, using estimates, judgments and assumptions (see
Note 1) that management believes were appropriate in the
circumstances. The sum of the fair values of the reporting
units was reconciled to the Company’s current market capitalization (based upon the stock market price) plus an estimated control premium, and factors in the fair value of the
Company’s publicly traded debt. As a result of this reconciliation process, the Company recorded an impairment charge
related to goodwill of $1.4 billion and a newspaper masthead
impairment charge of $166.6 million in the fourth quarter of
2007.
Note 5. Intangible Assets and Goodwill
Intangible assets and goodwill, along with their original
weighted-average useful lives consisted of the following
(in thousands):

2007
Intangible assets subject to amortization
Advertiser and subscriber lists
Other
Total

Gross Amount

Accumulated
Amortization

Net Amount

$817,701
26,261
$843,962

$(205,979)
(12,342)
$(218,321)

$ 611,722
13,919
625,641

Other intangible assets not subject to amortization
Newspaper mastheads
Total
Goodwill
Total intangible assets and goodwill
2006
Intangible assets subject to amortization:
Advertiser and subscriber lists
Other
Total
Other intangible assets not subject to amortization:
Newspaper mastheads
Total
Goodwill
Total intangible assets and goodwill

AICPA Accounting Trends & Techniques

Weighted Average
Amortization Period

14 years
8 years

265,950
891,531
1,042,880
$1,934,471

$817,701
26,161
$843,862

$(148,427)
(9,389)
$(157,816)

$669,274
16,772
686,046

14 years
8 years

683,000
1,369,046
3,559,828
$4,928,874
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Changes in identifiable intangible assets and goodwill in
fiscal 2007 consisted of the following (in thousands):

Intangible assets subject to amortization:
Accumulated amortization
Mastheads and other(2)
Goodwill(2)
Total
(1)
(2)

2006
$ 843,862
(157,816)
686,046
683,000
3,559,828
$4,928,874

Impairment
Charges/
Adjustments
$
75
(9)
66
(417,050)
(2,574,996)
$(2,991,980)

Additions
$
25
—
25
—
58,048(1)
$58,073

Amortization
Expense
$
—
(60,496)
(60,496)
—
—
$(60,496)

2007
$ 843,962
(218,321)
625,641
265,950
1,042,880
$1,934,471

Relates primarily to revised estimates of deferred income tax assets and liabilities and acquired income tax reserves.
See Note 3.

Amortization expense was $60.5 million, $33.7 million and
$4.9 million in fiscal 2007, 2006 and 2005, respectively. The
estimated amortization expense for the five succeeding fiscal
years is as follows (in thousands):

Year
2008
2009
2010
2011
2012

Amortization
Expense
$60,936
59,312
58,634
57,538
57,368

Foreign Currency Transactions
3.55

THE SHAW GROUP INC. (AUG)
(In thousands)
Revenues
Cost of revenues
Gross profit
General and administrative expenses
Operating income
Interest expense
Interest expense on Japanese Yen-denominated bonds including accretion
and amortization
Interest income
Loss on retirement of debt
Foreign currency translation losses on Japanese Yen-denominated bonds, net
Other foreign currency transaction gains (losses), net
Other income (expense), net
Income before income taxes, minority interest, earnings (losses) from unconsolidated
entities and loss from discontinued operations

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Other Comprehensive Income
FASB Statement No. 130, “Reporting Comprehensive Income” (SFAS 130), establishes standards for reporting and

ATT-SEC 3.55

2007
$5,723,712
5,348,295
375,417
274,490
100,927
(12,811)

2006
$4,775,649
4,454,629
321,020
225,575
95,445
(19,177)

2005
$3,267,702
2,974,899
292,803
190,362
102,441
(29,107)

(30,577)
13,785
(1,119)
(33,204)
(5,275)
1,440

—
5,939
—
—
(865)
(933)

—
5,571
(47,772)
—
823
5,979

$

33,166

$

80,409

$

37,935

displaying comprehensive income and its components in
the consolidated financial statements. We report the cumulative foreign currency translation adjustments, the net
after-tax effect of unrealized gains and losses on derivative instruments accounted for as cash flow hedges and
changes in the net pension liability related to our foreign
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subsidiaries-sponsored pension plans as components of
other comprehensive income.
Our significant foreign subsidiaries maintain their accounting records in their local currency (primarily British pounds,
Canadian dollars and the Euro). All of the assets and liabilities of these subsidiaries (including long-term assets, such
as goodwill) are converted to U.S. dollars at the exchange
rate in effect at the balance sheet date, with the effect of the
foreign currency translation reflected in accumulated other
comprehensive income (loss), a component of shareholders’
equity, in accordance with FASB Statement No. 52, “Foreign Currency Translation” (SFAS 52), and SFAS 130. For the
fiscal years ended August 31, 2007, 2006 and 2005, the cumulative foreign currency translation adjustments were $1.4
million, ($0.5) million, and ($3.9) million, respectively. Foreign
currency transaction gains or losses are credited or charged
to income as incurred.
Note 2 (In Part): Acquisition of Investment in Westinghouse
and Related Agreements
Summary of Acquisition and Results of Operations (In Part)
On October 16, 2006, we acquired a 20% equity interest in
Westinghouse (defined below) and entered into other agreements including: (1) an agreement which allows us to put all
or part of our newly-acquired 20% equity interest in Westinghouse to Toshiba Corporation (Toshiba); (2) a commercial relationship agreement; and (3) a shareholder agreement,
each of which is described below. We issued Japanese Yen
(JPY)-denominated bonds on October 13, 2006, for U.S. dollar equivalent net proceeds of approximately $1.0 billion to
provide financing for the acquisition of the Westinghouse equity interest and the related agreements. We also paid cash
of approximately $50.5 million and issued a promissory note
in the amount of $2.5 million for the remaining acquisition
costs and fees related to this transaction. The total cost of
approximately $1.1 billion for this transaction is accounted
for under the equity method of accounting.
Investment in Westinghouse
On October 16, 2006, two newly-formed companies, Toshiba
Nuclear Energy Holdings (US), Inc. (TNEH-US) and subsidiaries and Toshiba Nuclear Energy Holdings (UK), Ltd.
(TNEH-UK) and subsidiaries (the Acquisition Companies)
owned and capitalized to a total of $5.4 billion, provided
77% by Toshiba, 20% by us (through our wholly-owned acquisition subsidiary Nuclear Energy Holdings LLC (NEH)),
and 3% by Ishikawajima-Harima Heavy Industries Co., Ltd
(IHI), acquired BNFL USA Group Inc. (also referred to as
Westinghouse Electric Company LLC) and Westinghouse
Electric UK Limited and their subsidiaries (collectively Westinghouse) from British Nuclear Fuels plc (BNFL). During our
fiscal fourth quarter, Toshiba reduced its ownership to 67%
by selling 10% of Westinghouse to National Atomic Company Kazatomprom, a major supplier of uranium based in the
Republic of Kazakhstan. Our total cost of the equity investment and the related agreements, including related acquisition costs, but excluding deferred financing costs of approximately $11 million related to the Westinghouse Bonds, was
approximately $1.1 billion. We obtained financing for our equity investment through the Japanese-market private placement, on October 13, 2006, of approximately $1.1 billion face
value of JPY-denominated bonds (the Westinghouse Bonds).

AICPA Accounting Trends & Techniques

If we do not exercise the Put Option, we are obligated to pay
a third party consultant $3.3 million.
Westinghouse Bonds (in Part)
The Westinghouse Bonds were issued at a discount for net
proceeds of $1.0 billion. They are non-recourse to us and
our subsidiaries, except NEH, and are secured by the assets
of and 100% of our ownership in NEH, its shares in Westinghouse, the Put Option, a letter of credit for approximately
$36.2 million at August 31, 2007 established by us for the
benefit of NEH related to the principal on the Westinghouse
Bonds (the Principal LC) and the additional letters of credit
for $103.3 million at August 31, 2007, for the benefit of NEH
related to interest on the Westinghouse Bonds (the Interest
LC), which will automatically renew and remain outstanding
for the life of the Westinghouse Bonds, or until we exercise
the Put Option, which requires the payment of the Westinghouse Bonds. The Westinghouse Bonds were issued in two
tranches, a floating-rate tranche and a fixed-rate tranche; and
will mature March 15, 2013. We entered into contracts to fix
the JPY-denominated interest payments on the floating rate
tranche. (See Note 8—Long-Term Debt and revolving lines
of credit for additional discussion of the accounting for these
contracts.) The initial Interest LC is approximately $115.9 million in the aggregate to cover interest until the beginning of
the Put Option exercise period (March 31, 2010). Other than
the Principal LC and the Interest LC delivered at the closing
of the Westinghouse Bonds and an agreement to reimburse
Toshiba for amounts related to possible changes in tax treatment, we are not required to provide any additional letters of
credit or cash to or for the benefit of NEH.
Note 8 (In Part): Long-Term Debt and Revolving
Lines of Credit
Westinghouse Bonds
The Westinghouse Bonds (issued in the first quarter of fiscal year 2007) are non-recourse to us, except for NEH (see
Note 2—Acquisition of Investment in Westinghouse and Related Agreements) and are as follows (in thousands):
2007
Westinghouse Bonds, face value 50.98 billion JPY due
March 15, 2013; interest only payments; coupon rate
of 2.20%;
Westinghouse Bonds, face value 78 billion JPY due
March 15, 2013; interest only payments; coupon rate
of 0.70% above the six-month JPY LIBOR rate
(1.07% as of August 31, 2007)
Original Discount on Westinghouse Bonds
Accumulated Discount Accretion
Increase in net long-term debt due to foreign currency
translation
Total long-term portion of debt

$ 426,875

653,125
(30,535)
4,169
33,794
$1,087,428

On October 16, 2006, we entered into an interest rate swap
agreement through March 15, 2013 in the aggregate notional
amount of 78 billion JPY. We designated the swap as a hedge
against changes in cash flows attributable to changes in
the benchmark interest rate. Under the agreement, we make
fixed interest payments at a rate of 2.398%, and we receive a
variable interest payment equal to the six-month JPY London
Interbank Offered Rate, (LIBOR) plus a fixed margin of 0.7%,
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effectively fixing our interest rate on the floating rate portion of the 78 billion JPY Westinghouse Bonds at 2.398%.
As of August 31, 2007, the fair value of the swap totaled
approximately $6.7 million and is included in non-current liabilities and accumulated other comprehensive loss, net of
deferred taxes, of $4.0 million in the accompanying balance
sheet. There was no material ineffectiveness of our interest
rate swap for the fiscal year ended August 31, 2007.
Note 18. Foreign Currency Translation and Transactions
Our foreign subsidiaries maintain their accounting records
in their local currency (primarily British pounds, Canadian
dollars and the Euro). The currencies are converted to U.S.
dollars at exchange rates as of the balance sheet date with
the effect of the foreign currency translation reflected in “accumulated other comprehensive income (loss),” a component of shareholders’ equity, in accordance with SFAS 52
and SFAS 130. Foreign currency transaction gains or losses
are credited or charged to income as incurred. At August 31,
2007 and 2006, cumulative foreign currency translation adjustments related to these subsidiaries reflected as a reduction to shareholders’ equity amounted to $6.4 million and
$7.8 million, respectively; transaction gains and losses reflected in income were a loss of $5.3 million during fiscal year
2007, a loss of $0.9 million during fiscal year 2006 and a gain
of $0.8 million during fiscal year 2005, respectively. Additionally, during fiscal year 2007, we incurred $33.2 million, net
in foreign currency translation losses on the Westinghouse
Bonds associated with our investment in Westinghouse.

Sale of Assets
3.56

ATT-SEC 3.56

2007
$15,995.0
14,846.5

2006
$17,838.9
16,911.2

2005
$17,089.2
16,353.2

574.7

646.7

630.6

—

2.9

1,012.8

10.7
199.2
40.7

636.0
209.8
85.7

—
183.2
38.0

323.2

$ (653.4)

$ (1,128.6)

$

4 (In Part): Divestiture of Interior Business
European Interior Business
On October 16, 2006, the Company completed the contribution of substantially all of its European interior business to
International Automotive Components Group, LLC (“IAC Europe”), the Company’s joint venture with WL Ross & Co. LLC
(“WL Ross”) and Franklin Mutual Advisers, LLC (“Franklin”),
in exchange for a one-third equity interest. In connection with
the transaction, the Company entered into various ancillary
agreements providing the Company with customary minority shareholder rights and registration rights with respect to
its equity interest in IAC Europe. The Company’s European
interior business included substantially all of its interior components business in Europe (other than Italy and one facility in France), consisting of nine manufacturing facilities in
five countries supplying door panels, overhead systems, instrument panels, cockpits and interior trim to various original equipment manufacturers. IAC Europe also owns the European interior business formerly held by Collins & Aikman
Corporation.
In connection with this transaction, the Company recorded
the fair market value of its initial investment in IAC Europe
at $105.6 million in 2006 and recognized a pretax loss of
$35.2 million, of which $6.1 million was recognized in 2007
and $29.1 million was recognized in 2006. These losses are
recorded as part of the Company’s loss on divestiture of interior business in the statement of operations for the years
ended December 31, 2007 and 2006. The Company did not
account for the divestiture of its European interior business
as a discontinued operation due to its continuing involvement
with IAC Europe. The Company’s investment in IAC Europe is
accounted for under the equity method (Note 7, “Investments
in Affiliates and Other Related Party Transactions”).
North American Interior Business

LEAR CORPORATION (DEC)
(In millions)
Net sales
Cost of sales
Selling, general and
administrative expenses
Goodwill impairment
charges
Divestiture of Interior
business
Interest expense
Other expense, net
Income (loss) before
provision for income
taxes, minority interests in
consolidated subsidiaries,
equity in net (income) loss
of affiliates and cumulative
effect of a change in
accounting principle

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

On March 31, 2007, the Company completed the transfer of
substantially all of the assets of its North American interior
business (as well as its interests in two China joint ventures)
to International Automotive Components Group North America, Inc. (“IAC”) (the “IAC North America Transaction”). The
IAC North America Transaction was completed pursuant to
the terms of an Asset Purchase Agreement (the “Purchase
Agreement”) dated as of November 30, 2006, by and among
the Company, IAC, affiliates of WL Ross and Franklin, and International Automotive Components Group North America,
LLC (“IACNA”), as amended by Amendment No. 1 to the
Purchase Agreement dated as of March 31, 2007. The legal
transfer of certain assets included in the IAC North America Transaction is subject to the satisfaction of certain postclosing conditions. In connection with the IAC North America
Transaction, IAC assumed the ordinary course liabilities of the
Company’s North American interior business, and the Company retained certain pre-closing liabilities, including pension
and postretirement healthcare liabilities incurred through the
closing date of the transaction.
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Also on March 31, 2007, a wholly owned subsidiary of
the Company and certain affiliates of WL Ross and Franklin,
entered into the Limited Liability Company Agreement (the
“LLC Agreement”) of IACNA. Pursuant to the terms of the
LLC Agreement, a wholly owned subsidiary of the Company
contributed approximately $27.4 million in cash to IACNA in
exchange for a 25% equity interest in IACNA and warrants for
an additional 7% of the current outstanding common equity
of IACNA. Certain affiliates of WL Ross and Franklin made aggregate capital contributions of approximately $81.2 million
to IACNA in exchange for the remaining equity and extended
a $50 million term loan to IAC. The Company had agreed
to fund up to an additional $40 million, and WL Ross and
Franklin had agreed to fund up to an additional $45 million,
in the event that IAC did not meet certain financial targets
in 2007. During 2007, the Company completed negotiations
related to the amount of additional funding, and on Octo-

ber 10, 2007, the Company made a cash payment to IAC
of $12.5 million in full satisfaction of this contingent funding
obligation.
In connection with the IAC North America Transaction, the
Company recorded a loss on divestiture of interior business
of $611.5 million, of which $4.6 million was recognized in
2007 and $606.9 million was recognized in the fourth quarter
of 2006. The Company also recognized additional costs related to the IAC North America Transaction of $10.0 million,
of which $7.5 million are recorded in cost of sales and $2.5
million are recorded in selling, general and administrative expenses in the consolidated statement of operations for the
year ended December 31, 2007.
The Company did not account for the divestiture of its
North American interior business as a discontinued operation due to its continuing involvement with IACNA. The Company’s investment in IACNA is accounted for under the equity
method.

Debt Extinguishment
3.57

GENERAL CABLE CORPORATION (DEC)
(In millions)
Net sales
Cost of sales
Gross profit
Selling, general and administrative expenses
Operating income
Other expense
Interest income (expense)
Interest expense
Interest income
Loss on extinguishment of debt
Income from continuing operations before income taxes

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
10 (In Part): Long-Term Debt
Long-term debt consisted of the following (in millions):

1.00% Senior convertible notes due 2012
0.875% Convertible notes
7.125% Senior notes due 2017
Senior floating rate notes
Spanish term loan
Asset based loan
PDIC credit facilities
9.5% Senior notes due 2010
Capital leases
Other
Total debt
Less current maturities
Long-term debt

AICPA Accounting Trends & Techniques

2007
$ 475.0
355.0
200.0
125.0
31.3
60.0
37.7
—
3.4
111.4
1,398.8
500.9
$ 897.9

2006
$ —
355.0
—
—
33.9
—
—
285.0
4.3
62.4
740.6
55.5
$685.1

2007
$4,614.8
3,952.1
662.7
296.6
366.1
(3.4)

2006
$3,665.1
3,194.1
471.0
235.1
235.9
(0.1)

2005
$2,380.8
2,110.1
270.7
172.2
98.5
(0.5)

(48.4)
18.8
(25.3)
(54.9)
$ 307.8

(40.0)
4.4
—
(35.6)
$ 200.2

(39.9)
2.9
—
(37.0)
$ 61.0

9.5% Senior Notes
The Company commenced a cash tender offer (the “Offer”)
to purchase, at $1,070.72 (per $1,000.00 9.5% Senior Note),
any and all of the $285.0 million outstanding aggregate principal amount of the 9.5% Senior Notes that were issued in
November 2003, bore interest at a fixed rate of 9.5% and
matured in 2010. Also, in conjunction with the Offer, the
Company received consent, on March 15, 2007, to effect
certain amendments to the indenture governing the 9.5%
Senior Notes that eliminated substantially all of the restrictive covenants. The 9.5% Senior Notes were tendered on
March 2007 and November 2007, with the Company making total cash payments of approximately $285.0 million for
the 9.5% Senior Notes, $9.3 million for accrued interest and
$28.4 million for the inducement premium and related fees.
The Company recognized a pre-tax loss on the extinguishment of debt of approximately $25.3 million, consisting of
$20.5 million for the inducement premium and related tender
fees and expenses and the write-off of approximately $4.8
million in unamortized fees and expenses.
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Litigation Settlement
3.58

BALL CORPORATION (DEC)
(In millions)
Net sales
Legal settlement (Note 4)
Total net sales
Costs and expenses
Cost of sales (excluding depreciation)
Depreciation and amortization
Business consolidation costs
Property insurance gain
Selling, general and administrative
Earnings before interest and taxes

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
4. Legal Settlement
During the second quarter of 2007, Miller Brewing Company
(Miller), a U.S. customer, asserted various claims against a
wholly owned subsidiary of the company, primarily related
to the pricing of the aluminum component of the containers

2007
$7,475.3
(85.6)
7,389.7

2006
$6,621.5
—
6,621.5

2005
$5,751.2
—
5,751.2

6,226.5
281.0
44.6
—
323.7
6,875.8
$ 513.9

5,540.4
252.6
35.5
(75.5)
287.2
6,040.2
$ 581.3

4,802.7
213.5
21.2
—
233.8
5,271.2
$ 480.0

supplied by the subsidiary, and on October 4, 2007, the dispute was settled in mediation. Miller received $85.6 million
($51.8 million after tax) on settlement of the dispute, and Ball
retained all of Miller’s beverage can and end supply through
2015. Miller received a one-time payment of approximately
$70 million ($42 million after tax) in January 2008 (recorded
on the December 31, 2007, consolidated balance sheet in
other current liabilities) with the remainder of the settlement
to be recovered over the life of the supply contract through
2015.

Minority Interest
3.59

EMCOR GROUP, INC. (DEC)
(In thousands)
Revenues
Cost of sales
Gross profit
Selling, general and administrative expenses
Restructuring expenses
Operating income
Interest expense
Interest income
Minority interest
Income from continuing operations before income taxes

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note B (In Part): Summary of Significant Accounting Policies
Principles of Consolidation (In Part)
The consolidated financial statements include the accounts
of the Company and its majority-owned subsidiaries. Significant intercompany accounts and transactions have been
eliminated. All investments over which we exercise significant influence, but do not control (a 20% to 50% ownership
interest), are accounted for using the equity method of accounting. Additionally, we participate in a joint venture with

ATT-SEC 3.58

2007
$5,927,152
5,224,330
702,822
502,654
343
199,825
(9,240)
13,215
(2,051)
$ 201,749

2006
$4,901,783
4,349,383
552,400
439,006
1,622
111,772
(2,340)
6,235
(1,071)
$ 114,596

2005
$4,592,990
4,107,857
485,133
408,713
1,749
74,671
(8,315)
2,729
(1,409)
$ 67,676

another company, and we have consolidated this joint venture as we have determined that through our participation
we have a variable interest and are the primary beneficiary
as defined by FASB Interpretation No. 46 (revised December
2003), “Consolidation of Variable Interest Entities”.
Minority interest represents the allocation of earnings
to our joint venture partners who either have a minorityownership interest in joint ventures or are not at risk for
the majority of losses of the joint venture, which joint ventures have been accounted for by us using the consolidation
method of accounting.
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Equity in Losses of Investee

Environmental Clean-Up

3.60

3.61

EXPRESS SCRIPTS, INC. (DEC)

CRANE CO. (DEC)

(In millions)
Revenues
Cost of revenues
Gross profit
Selling, general and
administrative
Operating income
Other (expense) income
Non-operating charges, net
Undistributed loss from joint
venture
Interest income
Interest expense
Income before income taxes

2007
$18,273.6
16,507.0
1,766.6

2006
$17,554.0
16,077.8
1,476.2

2005
$16,188.4
14,997.3
1,191.1

705.6
1,061.0

650.4
825.8

548.9
642.2

(18.6)

—

—

(1.3)
12.2
(108.4)
(116.1)
$ 944.9

(1.6)
13.7
(95.7)
(83.6)
742.2

(2.4)
11.2
(37.2)
(28.4)
613.8

$

$

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Basis of Presentation
The consolidated financial statements include our accounts
and those of our wholly-owned subsidiaries. All significant
intercompany accounts and transactions have been eliminated. Investments in affiliated companies, 20% to 50%
owned, are accounted for under the equity method. The
preparation of the consolidated financial statements conforms to generally accepted accounting principles in the
United States, and requires us to make estimates and assumptions that affect the reported amounts of assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period. Actual amounts could differ from those estimates
and assumptions.
5. Joint Venture
We are one of the founders of RxHub, an electronic exchange
enabling physicians who use electronic prescribing technology to link to pharmacies, PBM companies and health plans.
We own one-third of the equity of RxHub and have recorded
our investment in RxHub using the equity method of accounting, which requires our percentage interest in RxHub’s results
to be recorded in our Consolidated Statement of Operations.
Our percentage of RxHub’s loss for 2007, 2006 and 2005
is $1.3 million, $1.6 million, and $2.4 million, respectively,
and has been recorded in other income (expense), net, in
our Consolidated Statement of Operations. Our investment
in RxHub (approximately $0.2 million at December 31, 2007
and 2006) is recorded in other assets on our Consolidated
Balance Sheet.

AICPA Accounting Trends & Techniques

(In thousands)
Net sales
Operating costs and
expenses
Cost of sales—operations
Asbestos charge
Environmental charge
Foundry restructuring
Selling, general and
administrative
Operating profit (loss)
Other income (expense)
Interest income
Interest expense
Miscellaneous—net
Income (loss) before income
taxes

2007
$2,619,171

2006
$2,256,889

2005
$2,061,249

1,776,157
390,150
18,912
(19,083

1,525,633
—
—
—

1,418,662
—
—
—

560,691
2,726,827
(107,656)

483,320
2,008,953
247,936

428,965
1,847,627
213,622

6,259
(27,404)
9,906
(11,239)

4,939
(23,015)
9,474
(8,602)

2,372
(22,416)
2,945
(17,099)

$ (118,895)

$ 239,334

$ 196,523

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Nature of Operations and Significant
Accounting Policies
Use of Estimates
The Company’s financial statements are prepared in conformity with accounting principles generally accepted in the
United States of America. These require management to
make estimates and assumptions that affect the reported
amounts of assets and liabilities at the date of the financial
statements and the reported amounts of revenue and expense during the reporting period. Actual results may differ
from those estimated. Estimates and assumptions are reviewed periodically, and the effects of revisions are reflected
in the financial statements in the period in which they are
determined to be necessary. Estimates are used when accounting for such items as asset valuations, allowance for
doubtful accounts, depreciation and amortization, impairment assessments, employee benefits, taxes, asbestos liability and related insurance receivable, environmental liability
and contingencies.
Note 10 (In Part): Commitments and Contingencies
Other Contingencies (In Part)
Environmental Matters (In Part)
For environmental matters, the Company records a liability
for estimated remediation costs when it is probable that the
Company will be responsible for such costs and they can be
reasonably estimated. Generally, third party specialists assist
in the estimation of remediation costs. The environmental
remediation liability at December 31, 2007 is substantially all
for the former manufacturing site in Goodyear, Arizona (the
“Site”) discussed below.
The Site was operated by UniDynamics/Phoenix, Inc.
(“UPI”), which became an indirect subsidiary of the Company
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in 1985 when the Company acquired UPI’s parent company,
UniDynamics Corporation. UPI manufactured explosive and
pyrotechnic compounds, including components for critical
military programs, for the U.S. government at the Site from
1962 to 1993, under contracts with the Department of
Defense and other government agencies and certain of their
prime contractors. No manufacturing operations have been
conducted at the Site since 1994. The Site was placed on
the National Priorities List in 1983, and is now part of the
Phoenix-Goodyear Airport North Superfund site. In 1990, the
U.S. Environmental Protection Agency (“EPA”) issued administrative orders requiring UPI to design and carry out certain
remedial actions, which UPI has done. Groundwater extraction and treatment systems have been in operation at the Site
since 1994. A soil vapor extraction system was in operation
from 1994 to 1998, was restarted in 2004, and is currently in
operation. On July 26, 2006, the Company entered into a consent decree with the EPA with respect to the Site providing
for, among other things, a work plan for further investigation
and remediation activities at the Site. The Company recorded
a liability in 2004 for estimated costs through 2014 after
reaching substantial agreement on the scope of work with the
EPA. At the end of September 2007, the liability totaled $15.4
million. During the fourth quarter 2007, the Company and its
technical advisors determined that changing groundwater
flow rates and contaminant plume direction at the Site required additional extraction systems as well as modifications
and upgrades of the existing systems. In consultation with its
technical advisors, the Company prepared a forecast of the
expenditures required for these new and upgraded systems
as well as the costs of operation over the forecast period
through 2014. Taking these additional costs into consideration, the Company’s estimated liability for the costs of such
activities through 2014 was $41.5 million as of December
31, 2007, which is included in accrued liabilities and other
liabilities in the Company’s consolidated balance sheet.

Sale of Receivables
3.62

TENNECO INC. (DEC)
(In millions)
Revenues
Net sales and operating revenues
Costs and expenses
Cost of sales (exclusive of depreciation
and amortization shown below)
Engineering, research, and development
Selling, general, and administrative
Depreciation and amortization
of intangibles
Other income (expense)
Loss on sale of receivables
Other income
Income before interest expense, income
taxes, and minority interest
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2007

2006

2005

$6,184

$4,682

$4,440

5,210
114
399

3,836
88
373

3,578
83
384

205
5,928

184
4,481

177
4,222

(10)
6
(4)

(9)
4
(5)

(6)
5
(1)

$ 252

$ 196

$ 217

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Accounting Policies
Sales of Accounts Receivable
We entered into an agreement to sell an interest in some of our
U.S. trade accounts receivable to a third party. Receivables
become eligible for the program on a daily basis, at which
time the receivables are sold to the third party, net of a factoring discount, through a wholly-owned subsidiary. Under
this agreement, as well as individual agreements with third
parties in Europe, we sell accounts receivable throughout the
year. As of December 31, 2007, 2006, and 2005, we have sold
accounts receivables of $157 million, $133 million and $129
million, respectively. We recognized losses of approximately
$10 million, $9 million and $6 million during 2007, 2006, and
2005, respectively, on these sales of trade accounts receivable, representing the discount from book values at which
these receivables were sold to the third party. The discount
rate varies based on funding cost incurred by the third party,
and it averaged six percent during 2007. We retained ownership of the remaining interest in the pool of receivables
not sold to the third party. The retained interest represents a
credit enhancement for the program. We value the retained
interest based upon the amount we expect to collect from
our customers, which approximates book value.

Purchased R&D
3.63

JOHNSON & JOHNSON (DEC)
(In millions)
Sales to customers
Cost of products sold
Gross profit
Selling, marketing and
administrative expenses
Research expense
Purchased in-process research
and development (Note 17)
Restructuring
Interest income
Interest expense, net of portion
capitalized
Other (income) expense, net
Earnings before provision for
taxes on income

2007
$61,095
17,751
43,344

2006
$53,324
15,057
38,267

2005
$50,514
14,010
36,504

20,451
7,680

17,433
7,125

17,211
6,462

807
745
(452)

559
—
(829)

362
—
(487)

296
534
30,061

63
(671)
23,680

54
(214)
23,388

$13,283

$14,587

$13,116

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
17 (In Part): Mergers, Acquisitions and Divestitures
Certain businesses were acquired for $1,388 million in cash
and $232 million of liabilities assumed during 2007. These
acquisitions were accounted for by the purchase method
and, accordingly, results of operations have been included
in the financial statements from their respective dates of
acquisition.
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The 2007 acquisitions included: Conor Medsystems, Inc.,
a cardiovascular device company, with new drug delivery technology; Robert Reid, Inc., a Japanese orthopedic
product distributor and Maya’s Mom, Inc., a social media
company.
The excess of purchase price over the estimated fair value
of tangible assets acquired amounted to $636 million and
has been assigned to identifiable intangible assets, with any
residual recorded to goodwill. Approximately $807 million
has been identified as the value of IPR&D associated with
the acquisition of Conor Medsystems, Inc.
The IPR&D charge related to the acquisition of Conor
Medsystems, Inc. was $807 million and is associated with
research related to the discovery and application of the stent
technology. The value of the IPR&D was calculated using
cash flow projections discounted for the risk inherent in such
projects. The discount rate applied was 19%.
Certain businesses were acquired for $18.0 billion in cash
and $1.3 billion of liabilities assumed during 2006. These acquisitions were accounted for by the purchase method and,
accordingly, results of Operations have been included in the
financial statements from their respective dates of acquisition
except as noted below.
On December 20, 2006, the Company completed the acquisition of the Consumer Healthcare business of Pfizer Inc.
for a purchase price of $16.6 billion in cash. The operating
results of the Consumer Healthcare business of Pfizer Inc.
were reported in the Company’s financial statements beginning in 2007, as 2006 results subsequent to the acquisition
date were not significant.
In order to obtain regulatory approval of the transaction, the
Company agreed to divest certain overlapping businesses.
The Company completed the divestiture of the ZANTAC®
product on December 20, 2006 and the divestitures of
KAOPECTATE® , UNISOM® , CORTIZONE® , BALMEX® and
ACT® products on January 2, 2007.
The following table provides pro forma results of operations for the fiscal year ended January 1, 2006 and the
fiscal year ended December 31, 2006, as if the Consumer
Healthcare business of Pfizer Inc. had been acquired as of
the beginning of each period presented. The pro forma results include the effect of divestitures and certain purchase
accounting adjustments such as the estimated changes in
depreciation and amortization expense on the acquired tangible and intangible assets. However, pro forma results do
not include any anticipated cost savings or other effects of
the planned integration of the Consumer Healthcare business
of Pfizer Inc. Accordingly, such amounts are not necessarily
indicative of the results if the acquisition had occurred on the
dates indicated or which may occur in the future.
(Unaudited)
(Dollars in millions except
per share data)
Net sales
Net earnings
Diluted net earnings per share
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Pro Forma Results
2006
$57,115
10,770
$ 3.64

2005
$54,156
9,784
$ 3.26

349

During 2007, the Company completed the allocation of the
purchase price to the individual assets acquired and liabilities
assumed. The following table presents the completed allocation of the purchase price for the Consumer Healthcare
business of Pfizer Inc. as of the date of the acquisition.
(Dollars in millions)
Current assets
Property, plant and equipment
Deferred tax asset
Goodwill
Intangible assets
Total assets acquired
Current liabilities
Non-current liabilities
Total liabilities assumed
Net assets acquired

$ 2,250
552
499
6,547
8,585
$18,433
$ 1,095
1,061
$ 2,156
$16,277

The acquisition of the Consumer Healthcare business of
Pfizer Inc. resulted in $6.5 billion in goodwill, which is allocated to the Consumer segment.
The purchase price allocation to the identifiable intangible
assets before the effect of any amortization included in the
current period balance sheet is as follows:
(Dollars in millions)
Intangible assets with determinable lives
Brands
Patents and technology
Customer relationships
Total amortizable intangibles
Brands with indefinite lives
Total intangible assets

$ 302
321
3,067
3,690
4,895
$8,585

The weighted average life of the $3,690 million of total amortizable intangibles is approximately 31 years from the date of
acquisition.
The majority of the intangible asset valuation relates to
brands. The assessment as to brands that have an indefinite
life and those that have a determinable life was based on
a number of factors, including the competitive environment,
market share, brand history, product life cycles, operating
plan and the macro-economic environment of the countries
in which the brands are sold. The brands that account for
over 90% of the total value of all indefinite-life brands include
LISTERINE® , NICORETTE® , NEOSPORIN® , SUDAFED® ,
BENADRYL® , VISINE® and BENYLIN® . The determinablelife brands include PURELL® , ACTIFED® , EFFERDENT® and
other regional or country specific brands. The determinablelife brands have asset lives ranging from 5 to 40 years. The
patents and technology intangibles are concentrated in the
upper respiratory, oral care, medicated skin care, tobacco
dependence and hair growth businesses and have asset lives
ranging from 5 to 20 years. The estimated customer relationship intangible asset useful lives, ranging from 30 to 40 years,
reflect the very low historical and projected customer attrition rates among the Consumer Healthcare business of Pfizer
Inc.’s major retailer and distributor customers.
The IPR&D charge related to the acquisition of the Consumer Healthcare business of Pfizer Inc. was $320 million on
a pre-tax basis and $217 million on an after-tax basis and
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is primarily associated with rights obtained to the switch of
ZYRTEC® from U.S. prescription to over-the-counter status.
The switch was approved by the FDA effective November
2007. The value of the IPR&D was calculated using cash flow
projections discounted for the risk inherent in such projects.
A probability of success factor of 95% was used to reflect
inherent regulatory risk as of the acquisition date and the
discount rate applied was 11%.
The Company completed the analysis of integration plans,
pursuant to which the Company is incurring costs primarily
related to the elimination of certain duplicate selling, general and administrative functions between the two companies in areas such as global business services, corporate
staff and go-to-market support, as well as excess manufacturing capacity.
In addition to the acquisition of the Consumer Healthcare business of Pfizer Inc., 2006 acquisitions included: Animas Corporation, a leading maker of insulin infusion pumps
and related products; Hand Innovations LLC, a privately
held manufacturer of fracture fixation products for the upper extremities; Future Medical Systems S.A., a privately held
company that primarily develops, manufactures and markets
arthroscopic fluid management systems; Vascular Control
Systems, Inc., a privately held company focused on developing medical devices to treat fibroids and to control bleeding
in obstetric and gynecologic applications; Group Vendôme
S.A., a privately held French marketer of adult and baby skin
care products; ColBar Lifescience Ltd., a privately held company specializing in reconstructive medicine and tissue engineering and Ensure Medical, Inc., a privately held company
that develops devices for post-catheterization closure of the
femoral artery.
Excluding the acquisition of the Consumer Healthcare
business of Pfizer Inc., the excess of purchase price over
the estimated fair value of tangible assets acquired in 2006
amounted to $1,209 million and has been assigned to identifiable intangible assets, with any residual recorded to goodwill. Approximately $239 million has been identified as the
value of IPR&D primarily associated with the acquisitions of
Hand Innovations LLC, Future Medical Systems S.A., Vascular Control Systems, Inc., ColBar Lifescience Ltd. and Ensure
Medical, Inc.
The IPR&D charge related to the acquisition of Hand Innovations LLC was $22 million and is associated with fracture
repair technologies. The value of the IPR&D was calculated
using cash flow projections discounted for the risk inherent
in such projects. Probability of success factors ranging from
38–95% were used to reflect inherent clinical and regulatory
risk and the discount rate applied was 17%.
The IPR&D charge related to the acquisition of Future Medical Systems S.A. was $15 million and is associated with the
NEXTRA and DUO PUMP product technologies. The value
of the IPR&D was calculated using cash flow projections discounted for the risk inherent in such projects. A probability
of success factor of 90% for both technologies was used to
reflect inherent clinical and regulatory risk and the discount
rate applied was 22%.
The IPR&D charge related to the acquisition of Vascular
Control Systems, Inc. was $87 million and is associated with
the FLOSTAT system technology. The value of the IPR&D was
calculated using cash flow projections discounted for the risk
inherent in such projects. A probability of success factor of
75% was used to reflect inherent clinical and regulatory risk
and the discount rate applied was 21%.
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The IPR&D charge related to the acquisition of ColBar
Lifescience Ltd. was $49 million and is associated with the
EVOLENCE® family of products, which are biodegradable
dermal fillers. The value of the IPR&D was calculated using
cash flow projections discounted for the risk inherent in such
projects. Probability of success factors ranging from 70–80%
were used to reflect inherent clinical and regulatory risk and
the discount rate applied was 21%.
The IPR&D charge related to the acquisition of Ensure Medical, Inc. was $66 million and is associated with the femoral
artery closure device. The value of the IPR&D was calculated
using cash flow projections discounted for the risk inherent
in such projects. A probability of success factor of 75% was
used to reflect inherent clinical and regulatory risk and the
discount rate applied was 22%.
Certain businesses were acquired for $987 million in cash
and $141 million of liabilities assumed during 2005. These
acquisitions were accounted for by the purchase method
and, accordingly, results of operations have been included
in the financial statements from their respective dates of
acquisition.
The 2005 acquisitions included: TransForm Pharmaceuticals, Inc., a company specializing in the discovery of superior
formulations and novel crystalline forms of drug molecules;
Closure Medical Corporation, a company with expertise and
intellectual property in the biosurgicals market; Peninsula
Pharmaceuticals, Inc., a biopharmaceutical company focused on developing and commercializing antibiotics to treat
life-threatening infections; and rights to all consumer and
professionally dispensed REMBRANDT® Brand of oral care
products, such as whitening toothpastes, strips, systems and
mouth rinses.
The excess of purchase price over the estimated fair value
of tangible assets acquired amounted to $720 million and
has been assigned to identifiable intangible assets, with any
residual recorded to goodwill. Approximately $362 million
has been identified as the value of IPR&D primarily associated with the acquisitions of TransForm Pharmaceuticals,
Inc., Closure Medical Corporation and Peninsula Pharmaceuticals, Inc.
The IPR&D charge related to the acquisition of TransForm
Pharmaceuticals Inc. was $50 million and is associated with
research related to the discovery and application of superior
formulations. The value of the IPR&D was calculated using
cash flow projections discounted for the risk inherent in such
projects. The discount rate applied was 10%.
The IPR&D charge related to the acquisition of Closure
Medical Corporation was $51 million and is as associated
with the OMNEXTM Surgical Sealant in vascular indications
outside Europe and in other potential indications worldwide.
The value of the IPR&D was calculated using cash flow projections discounted for the risk inherent in such projects. A
probability of success factor of 90% for vascular indications
and 60% for all other indications was used to reflect inherent
clinical and regulatory risk. The discount rate applied to both
vascular and other indications was 15%.
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The IPR&D charge related to the acquisition of Peninsula
Pharmaceuticals, Inc. was $252 million and is associated
with the development of doripenem, which is in Phase III
clinical trials. The value of the IPR&D was calculated using
cash flow projections discounted for the risk inherent in such
projects. A probability of success factor of 80% was used to
reflect inherent clinical and regulatory risk and the discount
rate applied was 14%.
The remaining $9 million in IPR&D was associated with
the acquisition of international commercial rights to certain

patents and know-how in the field of sedation and analgesia
from Scott Lab, Inc. The value of the IPR&D was calculated
using cash flow projections discounted for the risk inherent
in such projects. The discount rate was 17%.
With the exception of the Consumer Health care business
Pfizer Inc., supplemental pro forma information for 2007,
2006 and 2005 per SFAS No. 141, Business Combinations,
and SFAS No. 142, Goodwill and Other Intangible Assets, is
not provided, as the impact of the aforementioned acquisitions did not have a material effect on the Company’s results
of operations, cash flows or financial position.

Merger Costs
3.64

ORACLE CORPORATION (MAY)
(In millions)
Revenues
New software licenses
Software license updates and product support
Software revenues
Services
Total revenues
Operating expenses
Sales and marketing
Software license updates and product support
Cost of services
Research and development
General and administrative
Amortization of intangible assets
Acquisition related
Restructuring
Total operating expenses
Operating income

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
4. Acquisition Related Charges
Acquisition related charges primarily consist of in-process research and development expenses, integration-related professional services, stock-compensation expenses and personnel related costs for transitional employees. Stock-based
compensation included in acquisition related charges resulted from unvested options assumed from acquisitions
whose vesting was fully accelerated upon termination of the
employees pursuant to the terms of these options.
(In millions)
In-process research and development
Transitional employee related costs
Stock-based compensation
Professional fees
PeopleSoft pre-acquisition legal
contingency accrual
Total acquisition related charges

2007
$151
24
9
8

2006
$ 78
30
18
11

2005
$ 46
52
47
63

(52)
$140

—
$137

—
$208

AICPA Accounting Trends & Techniques

2007

2006

2005

$ 5,882
8,329
14,211
3,785
17,996

$ 4,905
6,636
11,541
2,839
14,380

$ 4,091
5,330
9,421
2,378
11,799

3,907
842
3,349
2,195
692
878
140
19
12,022
$ 5,974

3,177
719
2,516
1,872
555
583
137
85
9,644
$ 4,736

2,511
618
2,033
1,491
550
219
208
147
7,777
$ 4,022

For the year ended May 31, 2007, acquisition related charges
included a benefit related to the settlement of a lawsuit filed
against PeopleSoft, Inc. on behalf of the U.S. government.
This lawsuit was filed in October 2003, prior to our acquisition
of PeopleSoft. The lawsuit alleged PeopleSoft made defective pricing disclosures to the General Services Administration. This lawsuit represented a pre-acquisition contingency
that we identified and assumed in connection with the PeopleSoft acquisition. On October 10, 2006, we agreed to pay
the U.S. government $98 million to settle this lawsuit. Business combination accounting standards require that after the
end of the purchase price allocation period, any adjustment
to amounts recorded that relate to a pre-acquisition contingency should be included as an element of net income in
the period of settlement, versus an adjustment to the original
purchase price allocation. Since the purchase price allocation
period for PeopleSoft ended in the third quarter of our fiscal
year 2006, the favorable difference of $52 million between
the estimated exposure recorded for this lawsuit during the
purchase price allocation period and the actual settlement
amount has been included in our consolidated statement of
operations for the year ended May 31, 2007.
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Fair Value Adjustments
3.65

ABBOTT LABORATORIES (DEC)
(Dollars in thousands)
Net sales
Cost of products sold
Research and development
Acquired in-process and collaborations research and development
Selling, general and administrative
Total operating cost and expenses
Operating earnings
Interest expense
Interest (income)
(Income) from TAP Pharmaceutical Products Inc. joint venture
Net foreign exchange (gain) loss
Other (income) expense, net
Earnings before taxes

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Fair Value Measurements
On January 1, 2007, Abbott adopted SFAS No. 157 “Fair
Value Measurements.” Adoption of the provisions of this
standard did not have a material effect on Abbott’s financial position. For assets and liabilities that are measured using quoted prices in active markets, total fair value is the
published market price per unit multiplied by the number of
units held without consideration of transaction costs. Assets
and liabilities that are measured using significant other observable inputs are valued by reference to similar assets or
liabilities, adjusted for contract restrictions and other terms
specific to that asset or liability. For these items, a significant
portion of fair value is derived by reference to quoted prices
of similar assets or liabilities in active markets. For all remaining assets and liabilities, fair value is derived using a fair
value model, such as a discounted cash flow model or BlackScholes model. Purchased intangible assets are recorded at
fair value. The fair value of significant purchased intangible
assets is based on independent appraisals. Abbott uses a
discounted cash flow model to value intangible assets. The
discounted cash flow model requires assumptions about the
timing and amount of future net cash inflows, risk, the cost
of capital, terminal values and market participants. Intangible
assets and goodwill are reviewed for impairment at least on
a quarterly and annual basis, respectively.
Cash, Cash Equivalents and Investments
Cash equivalents consist of time deposits and certificates of
deposit with original maturities of three months or less. Except for Abbott’s investment in the common stock of Boston
Scientific, investments in marketable equity securities are
classified as available-for-sale and are recorded at fair value
with any unrealized holding gains or losses, net of tax, included in Accumulated other comprehensive income (loss).
Beginning on January 1, 2007, the investment in the common stock of Boston Scientific is accounted for as a trading
security with changes in fair value recorded in income. In-
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2007
$25,914,238
11,422,046
2,505,649
—
7,407,998
21,335,693
4,578,545
593,142
(136,752)
(498,016)
14,997
135,526
$ 4,469,648

2006
$22,476,322
9,815,147
2,255,271
2,014,000
6,349,685
20,434,103
2,042,219
416,172
(123,825)
(475,811)
28,441
(79,128)
$ 2,276,370

2005
$22,337,808
10,641,111
1,821,175
17,131
5,496,123
17,975,540
4,362,268
241,355
(87,693)
(441,388)
21,804
8,270
$ 4,619,920

vestments in equity securities that are not traded on public
stock exchanges are recorded at cost. Investments in debt
securities are classified as held-to-maturity, as management
has both the intent and ability to hold these securities to
maturity, and are reported at cost, net of any unamortized
premium or discount. Income relating to these securities is
reported as interest income.
Note 2 (In Part): Supplemental Financial Information
(Dollars in thousands)
2007
Current investments
Time deposits and
certificates of deposit
Boston Scientific common
stock
Total
Long-term investments
Boston Scientific common
stock
Other equity securities
Note receivable from
Boston Scientific, 4%
interest, due in 2011
Other
Total

2006

2005

76,994

$ 62,406

307,500
$ 364,443

775,249
$ 852,243

—
$ 62,406

$

—
229,518

$ 248,049
129,830

$

850,594
45,150
$1,125,262

837,260
14,734
$1,229,873

—
17,566
$134,013

$

56,943

$

—
116,447
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In 2007, the Financial Accounting Standards Board issued
Statement of Financial Accounting Standards No. 159, “The
Fair Value Option for Financial Assets and Financial Liabilities.” SFAS No. 159 allows companies to measure specific
financial assets and liabilities at fair value, such as debt or
equity investments. The fair value option for the investment in
Boston Scientific common stock was applied effective January 1, 2007. Abbott applied the fair value option to its investment in Boston Scientific stock under SFAS No. 159
because, unlike its other equity investments, the Boston Scientific stock is not a strategic investment and Abbott is required to dispose of the stock no later than October 2008.
Abbott was subject to a limitation on the amount of shares
it may sell in any one month through October 2007 and Abbott will not reacquire the Boston Scientific shares it sells.
Accordingly, since at adoption, realized gains or losses were
expected in the near future, the fair value option better represented the near-term expected earnings impact from sales
of the stock. Under the fair value option, any cumulative unrealized gains or losses on an equity investment previously
accounted for as an available-for-sale security is recorded
as a cumulative effect adjustment to retained earnings as of
the date of adoption of the standard. The pretax and after
tax adjustment to Earnings employed in the business upon
adoption was $297,000 and $189,000, respectively, and the
fair value and carrying amount of the investment before and
after adoption was approximately $1,000,000. The pretax
and after tax adjustment to Accumulated other comprehensive income (loss) was $303,000 and $182,000, respectively.
The effect of the adoption on deferred income taxes was not
significant.
Other (income) expense, net for 2007 includes a $190,000
fair market value loss adjustment to Abbott’s investment
in Boston Scientific common stock and a realized gain of
$37,000 on the sales of Boston Scientific common stock.
Other (income) expense, net for 2007 and 2006 includes fair
value gain adjustments of $28,000 and $91,000, respectively,
to certain derivative financial instruments included with the
investment in Boston Scientific common stock.

PENSIONS AND OTHER
POSTRETIREMENT BENEFITS
3.66

SFAS No. 132, Employers’ Disclosures about Pensions and Other Postretirement Benefits, states the disclosure requirements for pensions and other postretirement
benefits. SFAS No. 132 does not supersede SFAS No. 87,
Employers’ Accounting for Pensions, SFAS No. 88, Employers’ Accounting for Settlements and Curtailments and
for Termination Benefits, or SFAS No. 106, Employers’ Accounting for Postretirement Benefits Other Than Pensions,
with respect to the measurement or recognition of pensions
and other postretirement benefits. The FASB issued SFAS
No. 132 (Revised), Employers’ Disclosures about Pensions
and Other Postretirement Benefits—Revised. SFAS No. 132
(Revised) retains the disclosure requirements contained in
SFAS No. 132, which it replaces. The revised Statement requires additional disclosures to those contained in the original SFAS No. 132 about the assets, obligations, cash flows,
investment strategy, and net periodic benefit cost of defined
pension and postretirement plans.

AICPA Accounting Trends & Techniques

353

3.67 The disclosure requirements of SFAS No. 132 include,
but are not limited to, disclosing the actuarial assumption
rates used in accounting for pensions and other postretirement benefits. SFAS No. 132 also requires disclosure of the
assumed health care cost trend rate for other postretirement
benefits. In addition, SFAS No. 132 (Revised), requires disclosure of the allocation by major category of plan assets.
Tables 3-8, 3-9 and 3-10 show the actuarial assumption rates
used by the survey companies in accounting for pension benefits. Table 3-11 shows the health care cost trend rate used
by the survey companies in 2007 to account for other postretirement benefits. Table 3-12 shows the asset allocations in
2007 of the 416 survey companies that disclosed the plan
asset allocation of their defined benefit pension plan.
3.68 SFAS No. 158, Employers’ Accounting for Defined
Benefit Pension and Other Postretirement Plans, amends the
recognition, measurement date, and disclosure requirements
of SFAS No. 87, SFAS No. 106, and SFAS No. 132 (Revised).
SFAS No. 158 requires that a business entity recognize the
overfunded or underfunded status of a single-employer defined benefit postretirement plan as an asset or liability in
its statement of financial position, recognize changes in that
funded status in comprehensive income, and disclose in the
notes to financial statements additional information about net
periodic benefit cost. SFAS No. 158 requires a business entity
to recognize as components of other comprehensive income
the gains or losses and prior service costs or credits that arise
during a period but are not recognized in the income statement as components of net periodic benefit cost of a period
pursuant to SFAS No. 87 or SFAS No. 106. Those amounts
recognized in accumulated other comprehensive income, including the transition asset or obligation remaining from the
initial application of SFAS No. 87 and SFAS No. 106, are adjusted as they are subsequently recognized in the income
statement as components of net periodic benefit cost pursuant to the recognition and amortization provisions of SFAS
No. 87 and SFAS No. 106. Additionally, SFAS No. 158 requires that a business entity measure plan assets and benefit
obligations as of the date of its fiscal year-end statement of
financial position. An employer whose equity securities are
traded publicly is required to initially recognize the funded
status of a defined benefit postretirement plan and to provide the required disclosures for their financial statements
issued for fiscal years ending after December 15, 2006. The
measurement-date requirement is effective for fiscal years
ending after December 15, 2008, and shall not be applied retrospectively. Examples of pension and other postretirement
benefit presentations follow. Examples of the funded status
of a benefit plan recognized under SFAS No. 158 as an asset
or liability in the statement of financial position are presented
in Section 2 under “Other Noncurrent Assets,” “EmployeeRelated Liabilities,” and “Other Noncurrent Liabilities.”
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3.69 Examples of pension and other postretirement benefit presentations follow. Examples of the funded status of a
benefit plan recognized under SFAS No. 158 as an asset or
liability in the statement of financial position are presented
in Section 2 under “Other Noncurrent Assets,” “EmployeeRelated Liabilities,” and “Other Noncurrent Liabilities.”
3.70
TABLE 3-8: ASSUMED DISCOUNT RATE
%
4.5 or less.............................................
5............................................................
5.5.........................................................
6............................................................
6.5.........................................................
7............................................................
7.5.........................................................
8............................................................
8.5.........................................................
9............................................................
9.5.........................................................
10..........................................................
10.5.......................................................
11 or greater.........................................
Not disclosed........................................

2007
6
20
141
240
27
1
1
—
—
—
—
—
—
—
9

2006
13
43
283
90
5
—
—
1
—
1
—
—
—
—
5

2005
10
29
182
185
13
1
—
—
—
—
—
—
—
—
8

2004
7
10
42
339
28
4
—
—
—
—
—
—
—
—
4

3.72
TABLE 3-10: EXPECTED RATE OF RETURN
%
4.5 or less.............................................
5............................................................
5.5.........................................................
6............................................................
6.5.........................................................
7............................................................
7.5.........................................................
8............................................................
8.5.........................................................
9............................................................
9.5.........................................................
10..........................................................
10.5.......................................................
11 or greater.........................................
Not disclosed........................................

2007
3
4
4
13
7
28
45
136
129
37
4
—
—
—
35

2006
4
1
4
8
10
24
46
124
157
36
5
—
—
—
22

2005
2
1
1
10
4
22
37
98
175
52
5
1
—
—
20

2004
8
2
2
8
9
21
29
89
172
70
7
1
—
—
16

Companies Disclosing Defined
Benefit Plans...................................

445

441

428

434

3.73
Companies Disclosing Defined
Benefit Plans...................................

445

441

428

434

3.71
TABLE 3-9: ASSUMED RATE OF COMPENSATION
INCREASE
%
4.5 or less.............................................
5............................................................
5.5.........................................................
6............................................................
6.5.........................................................
7............................................................
7.5.........................................................
8............................................................
8.5.........................................................
9............................................................
9.5.........................................................
10..........................................................
10.5.......................................................
11 or greater.........................................
Not disclosed........................................
Companies Disclosing Defined
Benefit Plans...................................
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2007
323
27
9
5

2
2
—
—
—
—
—
75

2006
336
26
8
8
2
—
1
—
—
—
—
—
—
—
60

2005
345
25
7
7
—
—
1
—
2
—
—
—
—
—
41

2004
334
44
7
7
—
—
1
1
3
—
—
1
—
—
36

445

441

428

434

2

TABLE 3-11: HEALTH CARE COST TREND RATE—2007

%
5.5 or less.......................
6–6.5...............................
7–7.5...............................
8–8.5...............................
9–9.5...............................
10–10.5...........................
11–11.5...........................
12–12.5...........................
13–13.5...........................
14 or greater...................
Fixed amount (not
subject to
escalation)...................
Companies Disclosing
Rate.............................

All
Participants
14
1
24
77
122
53
8
3
—
—

Participants
Under
Age 65
—
1
2
9
10
5
1
—
—
—

Participants
Age 65
and Over
—
2
1
4
9
7
3
1
1
—

3

—

—

305

28

28
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ber 2007. Refer to Note 18 for disclosures related to the Company’s pension and other postretirement benefits.
The following table illustrates the incremental impact on the
Company’s consolidated balance sheet from applying SFAS
No. 158 as of 30 September 2007:

3.74
TABLE 3-12: PLAN ASSET ALLOCATION—2007
Asset Category
%
81–100...............
61–80.................
41–60.................
21–40.................
1–20...................
None..................
Companies
Disclosing
Asset
Allocation......

Equity
12
230
139
19
9
7

416

Debt
6
8
40
287
65
10

416

Real
Estate
—
—
—
125
291

416

Cash &
Equivalents
—
—
1
3
104
308

416

Other
—
—
2
20
160
234

416

Defined Benefit Plans
3.75

AIR PRODUCTS AND CHEMICALS, INC. (SEP)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Millions of dollars)
1 (In Part): Major Accounting Policies
Retirement Benefits
The cost of retiree benefits is recognized over the employees’ service period. The Company is required to use actuarial
methods and assumptions in the valuation of defined benefit obligations and the determination of expense. Differences
between actual and expected results or changes in the value
of obligations and plan assets are not recognized in earnings
as they occur but, rather, systematically and gradually over
subsequent periods. Refer to Note 18 for disclosures related
to the Company’s pension and other postretirement benefits.
2 (In Part): New Accounting Standards
Standards Implemented (In Part)

Assets
Other noncurrent assets
Total assets
Liabilities and shareholders’
equity
Deferred income and other
noncurrent liabilities
Deferred income taxes
Accumulated other
comprehensive income—net
of tax
Total liabilities and
shareholders’ equity

Before
SFAS
No. 158

Adjust for
SFAS
No. 158

After
SFAS
No. 158

$ 769.8
12,789.8

$(130.3)
(130.3)

$ 639.5
12,659.5

502.6
882.1

372.3
(169.6)

874.9
712.5

190.1

(333.0)

(142.9)

12,789.8

(130.3)

12,659.5

The adoption of SFAS No. 158 did not impact the Company’s
results of operations or cash flows.
The requirement to measure plan assets and benefit obligations as of fiscal year end is effective for fiscal years ending after 15 December 2008. This will require the Company
to measure the plan assets and benefit obligations of its U.K.
and Belgium plans as of 30 September instead of 30 June.
The Company plans to change the measurement date for
these plans as of 30 September 2008 and does not anticipate
a material impact on the consolidated financial statements.
18 (In Part): Retirement Benefits
The Company and certain of its subsidiaries sponsor defined benefit pension plans and defined contribution plans
that cover a substantial portion of its worldwide employees. The principal defined benefit pension plans are the U.S.
Salaried Pension Plan and the U.K. Pension Plan. These
plans were closed to new participants in 2005 and were replaced with defined contribution plans. The principal defined
contribution plan is the Retirement Savings Plan, in which
a substantial portion of the U.S. employees participate; a
similar plan is offered to U.K. employees. The Company also
provides other postretirement benefits consisting primarily of
healthcare benefits to U.S. retirees who meet age and service
requirements.

Postretirement Benefits
In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans—an amendment of FASB Statements
No. 87, 88, 106, and 132R.” This Statement requires recognition of the funded status of benefit plans in the balance
sheet, with changes in the funded status recognized in comprehensive income within shareholders’ equity in the year in
which the changes occur. This Statement does not allow prior
periods to be restated.
The requirement to recognize the funded status of benefit plans and the disclosure requirements under the new
Statement were effective for the Company as of 30 Septem-
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The Company adopted the requirement of SFAS No. 158
to recognize the funded status of benefit plans in the balance sheet as of 30 September 2007. Refer to Note 2 for a
discussion on the impact of adopting SFAS No. 158.
Defined Benefit Pension Plans
Pension benefits earned are generally based on years of service and compensation during active employment.
The cost of the Company’s defined benefit pension plans
included the following components:

Service cost
Interest cost
Expected return on plan assets
Amortization:
Prior service cost
Transition
Actuarial loss
Settlements and curtailments
Special termination benefits
Other
Net periodic pension cost

2007
$ 81.6
168.3
(188.1)

2006
$ 78.9
147.7
(157.1)

2005
$ 74.4
139.4
(145.4)

4.2
.1
57.5
10.3
2.0
2.6
$ 138.5

3.1
.1
65.5
.2
12.7
2.9
$ 154.0

3.5
.1
37.9
.2
4.9
1.7
$ 116.7

The Company calculates net periodic pension cost for a given
fiscal year based on assumptions developed at the end of the
previous fiscal year.
A number of senior managers and others who were eligible for supplemental pension plan benefits retired in 2007.
The Company’s supplemental pension plan provides for a
lump sum benefit payment option at the time of retirement,
or for corporate officers six months after the participant’s retirement date. If payments exceed the sum of service and
interest cost components of net periodic pension cost of the
plan for the fiscal year, settlement accounting is triggered
under pension accounting rules. However, a settlement loss
may not be recognized until the time the pension obligation is
settled. The total settlement loss anticipated for these 2007
retirements is expected to be approximately $30 to $35. The
Company recognized $10.3 of the charge in the fourth quarter
of 2007 based on liabilities settled, with the remaining balance to be recognized in fiscal year 2008. The actual amount
of the settlement loss will be based upon current pension
assumptions (e.g., discount rate) at the time of the cash payments of the liabilities.
The decrease in net periodic pension cost from 2006 to
2007 was primarily attributable to the increase in the discount
rate. Special termination benefits in 2007 included $1.2 for
the global cost reduction plan.
The following table sets forth the weighted average assumptions used in the calculation of net periodic pension
cost:

Discount rate
Expected return on plan assets
Rate of compensation increase

ATT-SEC 3.75

2007
5.7%
8.8%
4.1%

2006
5.3%
8.8%
4.1%

2005
5.9%
8.8%
4.2%

The Company used a measurement date of 30 September for
all plans except for plans in the United Kingdom and Belgium.
These plans were measured as of 30 June.
The projected benefit obligation (PBO) is the actuarial
present value of benefits attributable to employee service
rendered to date, including the effects of estimated future
salary increases.
The following table reflects the change in the PBO based
on the plan year measurement date:

Obligation at beginning of year
Service cost
Interest cost
Amendments
Actuarial (gain) loss
Special termination benefits,
settlements, and curtailments
Participant contributions
Benefits paid
Currency translation/other
Obligation at end of year

2007
$2,933.1
81.6
168.3
1.8
(136.5)

2006
$2,755.0
78.9
147.7
15.6
(35.0)

(.9)
7.4
(124.6)
105.7
$3,035.9

12.7
8.1
(100.8)
50.9
$2,933.1

The following table sets forth the weighted average assumptions used in the calculation of the PBO:

Discount rate
Rate of compensation increase

2007
6.1%
4.2%

2006
5.7%
4.1%

The assets of the Company’s defined benefit pension plans
consist primarily of equity and fixed income securities. Except where the Company’s equity is a component of an index
fund, the defined benefit plans are prohibited by Company
policy from holding shares of Company stock.
Asset allocation targets are established based on the longterm return and volatility characteristics of the investment
classes and recognize the benefit of diversification and the
profiles of the plans’ liabilities. The actual and target allocations at the measurement date are as follows:

Asset Category
Equity securities
Debt securities
Real estate
Other
Total

2007
Target
Allocation
66–72%
22–28
0–6
0–3

2007
Actual
Allocation
69%
26
4
1
100%

2006
Actual
Allocation
69%
26
4
1
100%

The Company employs a mix of active and passive investment strategies. Over a full market cycle, the total return of
plan assets is expected to exceed that of a passive strategy
tracking index returns in each asset category.
The Company anticipates contributing approximately $130
to the defined benefit pension plans in 2008.
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The following table summarizes the change in the fair value
of assets of the pension plans based on the measurement
date:

Beginning of year
Actual return on plan assets
Company contributions
Participant contributions
Benefits paid
Currency translation/other
End of year

2007
$2,052.0
301.9
288.1
7.4
(124.6)
76.6
$2,601.4

2006
$1,777.0
200.1
134.3
8.1
(100.8)
33.3
$2,052.0

To the extent the expected return on plan assets varies from
the actual return, an actuarial gain or loss results.
The expected return on plan assets assumption is based
on an estimated weighted average of long-term returns of
major asset classes. In determining asset class returns, the
Company takes into account long-term returns of major asset
classes, historical performance of plan assets, and related
value-added of active management, as well as the current
interest rate environment. Asset allocation is determined by
an asset/liability study that takes into account plan demographics, asset returns, and acceptable levels of risk.
Projected benefit payments, which reflect expected future
service, are as follows:

2008
2009
2010
2011
2012
2013–2017

$160.2
120.2
127.8
133.0
142.6
843.1

These estimated benefit payments are based on assumptions about future events. Actual benefit payments may vary
significantly from these estimates.
The tables to follow summarize the funded status of the
pension plans reconciled to amounts recorded in the consolidated balance sheet. At 30 September 2007, the Company adopted the provision of SFAS No. 158, which requires
recognition of the overfunded or underfunded PBO as an asset or liability in the balance sheet. As of 30 September 2006,
amounts were recorded per SFAS No. 87, which required the
consolidated balance sheet as of a fiscal year end to reflect,
at a minimum, an amount equal to the unfunded accumulated
benefit obligation (ABO), which differs from the PBO in that
it does not include an assumption on future compensation
levels.
The funded status of the pension plans (plan assets less
PBO) reconciled to the amount recognized in the balance
sheet is as follows:

Funded status
Unrecognized actuarial loss
Unrecognized prior service cost
Unrecognized net transition liability
Employer contributions for U.K. and
Belgium after the measurement date
Net amount recognized

AICPA Accounting Trends & Techniques

2007
$(434.5)
—
—
—

2006
$(881.1)
805.7
31.5
.5

1.9
$(432.6)

1.9
$ (41.5)

The classification of amounts recognized in the Company’s
consolidated balance sheet was as follows:

Prepaid benefit cost (other noncurrent asset)
Accrued benefit liability (current)
Accrued benefit liability (noncurrent)
Intangible asset (other noncurrent asset)
Accumulated other comprehensive
income—pretax
Net amount recognized

2007
$ 43.7
(92.0)
(384.3)
—

2006
$ 17.9
(164.1)
(225.3)
32.0

—
$(432.6)

298.0
$ (41.5)

Amounts recognized in accumulated other comprehensive
income (AOCI) on a pretax basis consisted of:

Minimum pension liability
Actuarial loss
Prior service cost
Net transition liability
Amount recognized in AOCI

2007
—
512.3
29.7
.5
$542.5

$

2006
$298.0
—
—
—
$298.0

The actuarial loss represents the actual changes in the estimated obligation and plan assets that have not yet been recognized in the income statement. Actuarial gains and losses
are not recognized immediately, but instead are accumulated
as a part of the unrecognized net loss balance and amortized
into net periodic pension cost over the average remaining service period of participating employees as certain thresholds
are met.
The amount of AOCI at 30 September 2007 that is expected to be recognized as a component of net periodic
pension cost during fiscal year 2008 is as follows:

Actuarial loss
Prior service cost
Net transition liability

$37.8
4.2
.1

The ABO for all defined benefit pension plans was $2,483.1
and $2,411.0 at the end of 2007 and 2006, respectively.
The following table provides information on pension plans
where the ABO exceeds the value of plan assets:

PBO
ABO
Plan assets

2007
$310.3
252.1
38.7

2006
$2,794.9
2,303.4
1,915.6

Included in the table above are several pension arrangements
that are not funded because of jurisdictional practice. The
ABO and PBO related to these plans for 2007 were $151.3
and $180.6, respectively.
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DEERE & COMPANY (OCT)

The incremental effects of the adoption of FASB Statement
No. 158 on October 31, 2007 in millions of dollars follow:

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
New Accounting Standards Adopted (In Part)
At October 31, 2007, the company adopted FASB Statement
No. 158, Employers’ Accounting for Defined Benefit Pension
and Other Postretirement Plans (see Note 5). This Statement
requires retirement benefit accruals or prepaid benefit costs
on the balance sheet to be adjusted to the difference between
the benefit obligations and the plan assets at fair value. The
offset to the adjustment is recorded directly in stockholders’ equity net of tax. The amount recorded in stockholders’
equity represents the after-tax unrecognized actuarial gains
or losses and unamortized prior service costs, which have
previously been disclosed in the notes to the annual consolidated financial statements. This Statement also requires all
benefit obligations and plan assets to be measured at fiscal
year end. The effective date for the year-end measurement
date is fiscal year 2009. Prospective application is required.
At October 31, 2007, the effect of adopting this Statement
decreased assets by $9 million, increased liabilities by $1,082
million and decreased stockholders’ equity by $1,091 million
after-tax. The company did not violate any credit agreement
financial covenants as a result of adopting this new standard.
5 (In Part): Pension and Other Postretirement Benefits
The company has several defined benefit pension plans covering its U.S. employees and employees in certain foreign
countries. The company has several postretirement health
care and life insurance plans for retired employees in the
U.S. and Canada. The company uses an October 31 measurement date for these plans.
On October 31, 2007, the company adopted FASB Statement No. 158, Employers’ Accounting for Defined Benefit
Pension and Other Postretirement Plans. This Statement requires retirement benefit liabilities or benefit assets on the
balance sheet to be adjusted to the difference between the
benefit obligations and the plan assets at fair value. The offset to the adjustment is recorded directly in stockholders’
equity net of tax. The amount recorded in stockholders’
equity represents the after-tax unamortized actuarial gains
or losses and unamortized prior service cost (credit). This
Statement also requires all benefit obligations and plan assets to be measured at fiscal year end, which the company
presently does. Prospective application of the new accounting is required.

ATT-SEC 3.76

Other intangible assets-net
Retirement benefits
Deferred income taxes
Total assets
Retirement benefits and
other liabilities
Retirement benefits
adjustment
Minimum pension liability
adjustment
Accumulated other
comprehensive income
Total liabilities and
stockholders’ equity

Prior to
Adoption
$ 135
2,681
700
38,585

Adjustment
$
(4)
(705)
700
(9)

After
Adoption
$ 131
1,976
1,400
38,576

2,618

1,082

3,700

(1,113)

(1,113)

(22)

22

453

(1,091)

(638)

38,585

(9)

38,576

The worldwide components of net periodic pension cost and
the assumptions related to the cost consisted of the following
in millions of dollars and in percents:

Pensions
Service cost
Interest cost
Expected return on plan assets
Amortization of actuarial loss
Amortization of prior service cost
Special early-retirement benefits
Settlements/curtailments
Net cost
Weighted-average assumptions
Discount rates
Rate of compensation increase
Expected long-term rates of return

2007

2006

2005

$ 168
488
(682)
94
27

$ 152
475
(667)
110
42
2
18
$ 132

$ 144
452
(684)
96
43

4
$ 99
5.7%
3.8%
8.4%

5.7%
3.8%
8.5%

$ 51
5.5%
3.9%
8.5%

The worldwide components of net periodic postretirement
benefits cost and the assumptions related to the cost consisted of the following in millions of dollars and in percents:

Health care and life insurance
Service cost
Interest cost
Expected return on plan assets
Amortization of actuarial loss
Amortization of prior service credit
Special early-retirement benefits
Settlements/curtailments
Net cost
Weighted-average assumptions
Discount rates
Expected long-term rates of return

2007

2006

2005

$ 69
321
(156)
215
(133)

$ 68
308
(128)
196
(132)
1
2
$ 315

$ 83
299
(60)
297
(132)

$ 316
5.9%
7.8%

6.0%
8.1%

$ 487
5.5%
8.5%
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The worldwide benefit plan obligations, funded status and
the assumptions related to the obligations at October 31 in
millions of dollars follow:
Health Care and
Life Insurance

Pensions
Change in benefit obligations
Beginning of year balance
Service cost
Interest cost
Actuarial gain (loss)
Amendments
Benefits paid
Health care subsidy receipts
Special early-retirement benefits
Settlements/curtailments
Foreign exchange and other
End of year balance
Change in plan assets (fair value)
Beginning of year balance
Actual return on plan assets
Employer contribution
Benefits paid
Settlements
Foreign exchange and other
End of year balance
Funded status
Unrecognized actuarial loss
Unrecognized prior service cost (credit)
Net amount recognized
Weighted-average assumptions
Discount rates
Rate of compensation increase

2007

2006

2007

2006

$ (8,751)
(168)
(488)
463
(1)
574

$(8,482)
(152)
(475)
(202)

$(5,654)
(69)
(321)
475
70
285
(14)
(22)
(5,250)

$(5,228)
(68)
(308)
(326)
6
288
(11)
(1)
2
(8)
(5,654)

1,893
283
288
(285)

1,177
201
798
(288)

6
2,185
(3,065)

5
1,893
(3,761)
1,917
(141)
$(1,985)

548
(2)
58
(44)
(8,751)

7
(171)
(8,535)
8,927
1,220
358
(574)
(7)
78
10,002
1,467

8,284
1,163
68
(548)
(58)
18
8,927
176
1,772
145
$ 2,093

$ 1,467
6.2%
3.9%

$(3,065)

5.7%
3.8%

6.4%

5.9%

The amounts recognized at October 31 in millions of dollars
consist of the following:
Health Care and
Life Insurance
2007
2006

Pensions
2007
Amounts recognized in balance sheet
Prepaid cost
Accrued liability
Intangible asset
Accumulated pretax charge to other comprehensive income
Net amount recognized
Noncurrent asset
Current liability
Noncurrent liability
Total
Amounts recognized in accumulated other comprehensive income—pretax
Net actuarial losses
Prior service cost (credit)
Total

AICPA Accounting Trends & Techniques

2006
$2,642
(697)
9
139
$2,093

$1,976
(32)
(477)
$1,467
$ 688
114
$ 802

$(1,985)

$(1,985)
$

(23)
(3,042)
$(3,065)
$ 1,102
(77)
$ 1,025
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The total accumulated benefit obligations for all pension
plans at October 31, 2007 and 2006 was $8,131 million and
$8,322 million, respectively.
The accumulated benefit obligations and fair value of plan
assets for pension plans with accumulated benefit obligations in excess of plan assets were $741 million and $312
million, respectively, at October 31, 2007 and $805 million
and $111 million, respectively, at October 31, 2006. The projected benefit obligations and fair value of plan assets for
pension plans with projected benefit obligations in excess of
plan assets were $877 million and $368 million, respectively,
at October 31, 2007 and $927 million and $158 million, respectively, at October 31, 2006.
The amounts in accumulated other comprehensive income
that are expected to be amortized as net expense (income)
during fiscal 2008 in millions of dollars follow:

Pensions
$40
26
$66

Net actuarial losses
Prior service cost (credit)
Total

Health Care
and Life
Insurance
$ 92
(17)
$ 75

The company expects to contribute approximately $134 million to its pension plans and approximately $294 million to its
health care and life insurance plans in 2008, which include
direct benefit payments on unfunded plans. These expected
contributions also include voluntary contributions to pension
plan assets of approximately $80 million and health care plan
assets of approximately $220 million during 2008.
The benefits expected to be paid from the benefit plans,
which reflect expected future years of service, and the Medicare subsidy expected to be received are as follows in millions of dollars:

2008
2009
2010
2011
2012
2013 to 2017

Pensions
$ 578
587
591
605
615
3,274

Health Care
and Life
Insurance
$ 327
346
364
381
395
2,178

Health Care
Subsidy
Receipts*
$ 15
17
18
19
20
120

* Medicare Part D subsidy.

The annual rates of increase in the per capita cost of covered health care benefits (the health care cost trend rates)
used to determine benefit obligations at October 31, 2007
were based on the trends for medical and prescription drug
claims for pre- and post-65 age groups due to the effects of
Medicare. The weighted-average composite trend rates were
assumed to be 8.0 percent for 2008, 7.1 percent for 2009,
6.3 percent for 2010, 5.8 percent for 2011, 5.2 percent for
2012 and 5.0 percent for 2013 and all future years. The obligations at October 31, 2006 assumed 8.1 percent for 2007,
7.1 percent for 2008, 6.1 percent for 2009, 5.4 percent for
2010 and 5.0 percent for 2011 and all future years. An increase of one percentage point in the assumed health care
cost trend rate would increase the accumulated postretirement benefit obligations at October 31, 2007 by $528 million
and the aggregate of service and interest cost component of
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net periodic postretirement benefits cost for the year by $52
million. A decrease of one percentage point would decrease
the obligations by $443 million and the cost by $42 million.
The discount rate assumptions used to determine the
postretirement obligations at October 31, 2007 and 2006
were based on a hypothetical AA yield curve represented by
a series of annualized individual discount rates. Each bond
issue underlying the yield curve is required to have a rating
of Aa or better by Moody’s Investor Service, Inc. or a rating
AA or better by Standard & Poor’s.
The following is the percentage allocation for plan assets
at October 31:

Equity securities
Debt securities
Real estate
Other

Pensions
2007
2006
34%
57%
43
20
4
4
19
19

Health Care
2007
2006
51%
57%
35
28
3
3
11
12

The primary investment objective is to maximize the growth
of the pension and health care plan assets to meet the projected obligations to the beneficiaries over a long period of
time, and to do so in a manner that is consistent with the company’s earnings strength and risk tolerance. Asset allocation
policy is the most important decision in managing the assets
and it is reviewed regularly. The asset allocation policy considers the company’s financial strength and long-term asset
class risk/return expectations since the obligations are longterm in nature. On an on-going basis, the target allocations
for pension assets are approximately 35 percent for equity
securities, 43 percent for debt securities, 4 percent for real
estate and 18 percent for other, and for health care assets
are approximately 48 percent for equity securities, 38 percent
for debt securities, 3 percent for real estate and 11 percent
for other. The assets are well diversified and are managed
by professional investment firms as well as by investment
professionals who are company employees.
The expected long-term rate of return on plan assets
reflects management’s expectations of long-term average
rates of return on funds invested to provide for benefits included in the projected benefit obligations. The expected
return is based on the outlook for inflation, fixed income returns and equity returns, while also considering historical returns, asset allocation and investment strategy. Although not
a guarantee of future results, the average annual return of
the company’s U.S. pension fund was approximately 9 percent during the past ten years and approximately 12 percent
during the past 20 years.
The company has created certain Voluntary Employees
Beneficiary Association trusts (VEBAs) for the funding of
postretirement health care benefits. The future expected asset returns for these VEBAs are lower than the expected return on the other pension and health care plan assets due to
investment in a higher proportion of short-term liquid securities. These assets are in addition to the other postretirement
health care plan assets that have been funded under Section
401(h) of the U.S. Internal Revenue Code and maintained in
a separate account in the company’s pension plan trust.
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3.77

TEKTRONIX, INC. (MAY)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
3 (In Part): Recent Accounting Pronouncements
In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans—an amendment of FASB Statements
No. 87, 88, 106, and 132(R).” This pronouncement requires
an employer to recognize the overfunded or underfunded
status of a defined benefit postretirement plan (other than a
multiemployer plan) as an asset or liability on its statement
of financial position using prospective application. SFAS No.
158 also requires an employer to recognize changes in that
funded status in the year in which the changes occur through
comprehensive income. In addition, this statement requires
an employer to measure the funded status of a plan as of
the date of its year-end statement of financial position, with
limited exceptions. Tektronix adopted this statement on May
26, 2007, the end of fiscal year 2007. See Note 26 “Benefit
Plans” for further information.
26 (In Part): Benefit Plans
Tektronix sponsors one IRS-qualified defined benefit plan,
the Tektronix Cash Balance pension plan, and one nonqualified defined benefit plan, the Retirement Equalization
Plan, for eligible employees in the United States. Employees
hired after July 31, 2004 do not participate in the U.S. Cash

(In thousands)
Pension asset
Deferred tax (liabilities) assets
Total assets
Accounts payable and accrued liabilities
Pension and postretirement benefit liabilities
Total liabilities
Accumulated other comprehensive income (loss)
Total shareholders’ equity

AICPA Accounting Trends & Techniques

Balance pension plan. Tektronix also sponsors defined benefit pension plans in Germany, the United Kingdom, Japan,
and Taiwan. During 2007, Tektronix settled the Netherlands
pension plan resulting in a $1.5 million settlement gain. Tektronix also provides postretirement life insurance benefits to
all current employees and provides certain retired and active employees with postretirement health care benefits. The
pension plans have a fiscal year end measurement date.
Adoption of SFAS No. 158
SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans—an amendment
of FASB Statements No. 87, 88, 106, and 132(R),” requires
an employer to recognize the overfunded or underfunded
status of a defined benefit postretirement plan (other than a
multiemployer plan) as an asset or liability on its statement
of financial position using prospective application. SFAS
No. 158 also requires an employer to recognize changes in
that funded status in the year in which the changes occur
through comprehensive income.
Tektronix adopted SFAS No. 158 in fiscal year 2007.
Upon adoption, Tektronix recorded an after-tax adjustment
of $127.2 million to the ending balance of accumulated other
comprehensive loss for pension and postretirement benefit
plans. The accumulated other comprehensive loss, before
tax, consisted of $216.5 million of unrecognized actuarial
loss, $5.6 million of unrecognized prior service benefit, and
$0.4 million of unrecognized transition obligation for pension
and postretirement benefit plans.
The following table provides the incremental effect of applying SFAS No. 158 on the Consolidated Balance Sheets
as of May 26, 2007 for pension and postretirement benefit
plans:

Before Application
of SFAS No. 158
$ 240,428
(49,977)
$1,546,170
$ 131,463
82,709
$ 429,172
$ 31,800
$1,116,998

Adjustments Due
to SFAS No. 158
$(208,313)
71,441
$(136,872)
$ 2,886
(12,606)
$ (9,720)
$(127,152)
$(127,152)

After Application
of SFAS No. 158
$ 32,115
21,464
$1,409,298
$ 134,349
70,103
$ 419,452
$ (95,352)
$ 989,846
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Pension and Postretirement Benefit Plans
The following table provides information about changes in the
benefit obligation and fair value of plan assets, a statement
of the funded status, and amounts recognized on the Consolidated Balance Sheets and in accumulated other comprehensive loss:

(In thousands)
Change in benefit obligation
Beginning balance
Service cost
Interest cost
Actuarial loss (gain)
Curtailment/settlement
Plan amendments
Benefit payments
Exchange rate changes
Participant contributions
Ending balance
Change in fair value of plan assets
Beginning balance
Actual return
Employer contributions
Benefit payments
Participant contributions
Curtailment/settlement
Exchange rate changes
Ending balance
Funded status
Net underfunded status of the plans
Unrecognized transition obligation
Unrecognized prior service cost
Unrecognized actuarial loss
Net amounts recognized
Amounts recognized on the consolidated balance sheets
consist of
Pension asset
Account payable and accrued liabilities
Pension and postretirement benefits liabilities
Accrued compensation
Accumulated other comprehensive loss
Net amount recognized
Amounts recognized in accumulated other comprehensive
loss consisted of
Net actuarial loss
Prior service benefit
Transition obligation
Deferred tax assets
Net amount recognized

Pension
Benefits 2007

Pension
Benefits 2006

Postretirement
Benefits 2007

Postretirement
Benefits 2006

$702,621
7,763
39,159
12,510
(42,884)
(516)
(43,253)
6,282
110
$681,792

$728,739
7,050
36,624
(22,110)
(3,118)
—
(46,493)
1,821
108
$702,621

$ 15,144
79
895
817
—
—
(1,746)
—
—
$ 15,189

$ 16,261
96
856
(394)
—
—
(1,675)
—
—
$ 15,144

$630,330
100,677
5,259
(43,253)
110
(42,884)
4,416
$654,655

$543,864
71,387
60,042
(46,493)
108
(335)
1,757
$630,330

$

—
—
1,746
(1,746)
—
—
—
$
—

$

$ (27,137)
*
*
*
$ (27,137)

$ (72,291)
541
(7,337)
277,237
$198,150

$(15,189)
*
*
*
$(15,189)

$(15,144)
—
—
1,038
$(14,106)

$ 32,115
(2,886)
(56,366)
—
*
$ (27,137)

$239,128
(127)
(66,020)
—
25,169
$198,150

$

—
—
(13,737)
(1,452)
*
$(15,189)

$

—
—
(12,106)
(2,000)
—
$(14,106)

$214,614
(5,568)
373
(76,517)
$132,902

$

$ 1,855
—
—
(669)
$ 1,186

$

$

*
*
*
*
*

* With the adoption of SFAS No. 158 at May 26, 2007, certain information for 2006 was not previously applicable.
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—
—
1,675
(1,675)
—
—
—
$
—

$

*
*
*
*
*
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The following table provides information for certain pension
plans with an accumulated benefit obligation in excess of
plan assets:
(In thousands)
Projected benefit obligation
Accumulated benefit obligation
Fair value of plan assets

2007
$120,233
117,702
60,980

2006
$118,481
115,492
51,567

The following table provides estimated amounts that will be
amortized from accumulated other comprehensive loss into
net periodic benefit cost in 2008:
Pension
Benefit
$20,772
(2,267)
42
$18,547

(In thousands)
Net actuarial loss
Prior service benefit
Transition obligation
Total

Postretirement
Benefit
$46
—
—
$46

Components of net periodic benefit cost for pension and
postretirement benefits were as follows:
(In thousands)
Pension benefit
Service cost
Interest cost
Expected return on plan assets
Amortization of transition asset
Amortization of prior service cost
Curtailment/settlement gain
Amortization of unrecognized net
loss
Net periodic benefit cost
Postretirement benefit
Service cost
Interest cost
Net periodic benefit cost

2007

2006

2005

$ 7,763
39,159
(49,442)
171
(2,182)
(1,517)

$ 7,050
36,624
(49,493)
156
(2,300)
(2,221)

$ 6,336
38,079
(49,698)
118
(2,298)
(193)

20,665
$ 14,617

21,104
$ 10,920

13,542
$ 5,886

$

$

$

$

79
895
974

$

96
856
952

$

84
904
988

Contributions and Estimated Future Benefit Payments
No contribution has been made to the U.S. Cash Balance
pension plan in 2007. During 2006, Tektronix made voluntary
contributions of $48.4 million to the U.S. Cash Balance pension plan and $6.4 million to the United Kingdom pension
plan.
Tektronix does not have significant statutory or contractual
funding requirements for the qualified defined benefit plans
and postretirement benefit plans. Tektronix may make additional cash contributions to the plans in the future depending
on the market performance of the pension plans assets.

The following estimated future benefit payments, which
reflect expected future service, as appropriate, are expected
to be paid:

(In thousands)
Year
2008
2009
2010
2011
2012
2013–2017
Total

Postretirement
Benefit

Total

$ 42,474
42,687
43,272
43,128
44,132
231,807
$447,500

$ 1,452
1,413
1,377
1,353
1,329
6,265
$13,189

$ 43,926
44,100
44,649
44,481
45,461
238,072
$460,689

Investment Policy and Asset Allocation
The investment policy for the U.S. Cash Balance pension
plan currently provides for target asset allocations of 74.5%
for equity investments and 25.5% for fixed income investments. Allocations may vary by 5% before reallocation of
assets becomes necessary. Tektronix’ investment strategy is
to maximize shareholder value within the context of providing
benefit security for plan participants.
The plan assets of the U.S. Cash Balance pension plan included investments in real estate, absolute return funds, and
private equity valued at $119.9 million, whose fair values have
been estimated by management based on information supplied to Tektronix by the fund managers or the general partners, in the absence of readily determinable market values
that are available on publicly traded securities. The value of
plan assets directly affects the funded status of the U.S. Cash
Balance pension plan recorded in the financial statements.
The plan asset allocations at May 26, 2007 and May 27,
2006 for the U.S. Cash Balance pension plan, which comprises the majority of Tektronix’ pension plan assets, by asset
category were as follows:
2007
75%
14
11
—
100%

Equity investments
Debt securities
Real estate
Other

2006
74%
17
8
1
100%

Weighted Average Assumptions Used
Weighted average assumptions used to determine benefit
obligations at May 26, 2007 and May 27, 2006 were as
follows:

Discount rate
Rate of compensation
increase

AICPA Accounting Trends & Techniques

Pension
Benefit

Pension
Benefits
2007
2006
5.9%
5.9%
3.5%

3.4%

Postretirement
Benefits
2007
2006
6.0%
6.3%
3.6%

3.6%
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Weighted average assumptions used to determine net pension and postretirement benefit expense for 2007, 2006, and
2005 were as follows:

Discount rate
Rate of compensation increase
Expected long-term return on plan assets

2007
5.9%
3.4%
8.5%

Pension Benefits
2006
5.3%
3.5%
8.3%

2005
6.1%
3.6%
8.4%

2007
6.3%
3.6%
N/A

Postretirement Benefits
2006
2005
5.5%
6.3%
3.6%
3.6%
N/A
N/A

N/A—not applicable.

Assumed discount rates are used in measurements of the
projected, accumulated and vested benefit obligations and
the service and interest cost components of net periodic pension cost. Management makes estimates of discount rates
to reflect the rates at which the pension benefits could be
effectively settled. In making those estimates, management
evaluates rates of return on high-quality fixed-income investments currently available and expected to be available during
the period to maturity of the pension benefits.
The expected long-term return on plan assets assumption
is based on a comprehensive analysis conducted by Tektronix’ treasury department with detailed input from external
actuarial and asset management consultants. The analysis
includes a review of the asset allocation strategy, projected
future long-term performance of individual asset classes,
risks (standard deviations) and correlations for each of the
asset classes that comprise the plans’ asset mix. While the
analysis gives appropriate consideration to recent asset performance and actual returns in the past, the assumption is
primarily an estimated long-term, prospective rate.
Tektronix maintains an insured indemnity health plan for
retirees. The assumed health care cost trend rate used to
measure the expected cost of benefits under the indemnity
and HMO plans for participants under the age of 65 was
assumed to increase by 9.0% in 2007. For participants over
the age of 65, the assumed health care cost trend rate used
to measure the expected cost of benefits under the indemnity
and HMO plans was assumed to increase by 9.5% in 2007.
Thereafter, the rates of both plans were assumed to gradually
decrease until they reach 5.3% for participants under the age
of 65 and 5.5% for those over 65 in 2012. A 1% change in
these assumptions would not have a material effect on either
the postretirement benefit obligation at May 26, 2007 or the
benefit expense reported for 2007.

Defined Contribution Plans
3.78

BJ SERVICES COMPANY (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
9 (In Part): Employee Benefit Plans
Defined Contribution Plans
We administer defined contribution plans for employees in
the U.S., the U.K and Canada whereby eligible employees
may elect to contribute from 2% to 20% of their base salaries

ATT-SEC 3.78

to an employee benefit trust. We match employee contributions at the rate of $1.00 per $1.00 up to 6% of the employee’s base salary in the U.S., and an equal matching up
to 5.5% of the employee’s base salary in the U.K. In addition,
we contribute between 2% and 6% of each employee’s base
salary depending on their age or years of service in the U.S.,
the U.K. and Canada. Our matching contributions vest immediately while our base contributions become fully vested
after three years of employment. Contributions to these defined contribution plans were $31.0 million, $23.9 million, and
$16.6 million, in fiscal 2007, 2006 and 2005, respectively.

Supplemental Retirement Plans
3.79

AT&T INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in millions)
Note 11 (In Part): Pension and Postretirement Benefits
Pension Benefits (In Part)
Substantially all of our U.S. employees are covered by one of
our noncontributory pension and death benefit plans. Many
of our management employees participate in pension plans
that have a traditional pension formula (i.e., a stated percentage of employees’ adjusted career income) and a frozen
cash balance or defined lump sum formula. In 2005, the management pension plan for those employees was amended to
freeze benefit accruals previously earned under a cash balance formula. Each employee’s existing cash balance continues to earn interest at a variable annual rate. After this
change, those management employees, at retirement, may
elect to receive the portion of their pension benefit derived
under the cash balance or defined lump sum as a lump sum
or an annuity. The remaining pension benefit, if any, will be
paid as an annuity if its value exceeds a stated monthly
amount. Management employees of former ATTC, BellSouth
and AT&T Mobility participate in cash balance pension plans.
Nonmanagement employees’ pension benefits are generally
calculated using one of two formulas: benefits are based on
a flat dollar amount per year according to job classification or
are calculated under a cash balance plan that is based on an
initial cash balance amount and a negotiated annual pension
band and interest credits. Most nonmanagement employees
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can elect to receive their pension benefits in either a lump
sum payment or an annuity.
Supplemental Retirement Plans
We also provide senior- and middle-management employees with nonqualified, unfunded supplemental retirement and
savings plans. While these plans are unfunded, we have assets in a designated nonbankruptcy remote trust that are
used to provide for these benefits. These plans include supplemental pension benefits as well as compensation deferral
plans, some of which include a corresponding match by us
based on a percentage of the compensation deferral.
We use the same significant assumptions for the discount
rate and composite rate of compensation increase used in
determining the projected benefit obligation and the net pension and postemployment benefit cost. The following tables
provide the plans’ benefit obligations and fair value of assets
at December 31 and the components of the supplemental
retirement pension benefit cost. The net amounts recorded
as “Other noncurrent liabilities” on our consolidated balance
sheets at December 31, 2007 and 2006 were $2,301 and
$2,470, respectively.
The following table provides information for our supplemental retirement plans with accumulated benefit obligations
in excess of plan assets:

Projected benefit obligation
Accumulated benefit obligation
Fair value of plan assets

2007
$(2,301)
(2,155)
—

2006
$(2,470)
(2,353)
—

The following tables present the components of net periodic
benefit cost and other changes in plan assets and benefit
obligations recognized in other comprehensive income:
Net Periodic Benefit Cost
Service cost—benefits earned during the period
Interest cost on projected benefit obligation
Amortization of prior service cost
Recognized actuarial loss
Net supplemental retirement pension cost
Other Changes Recognized in Other
Comprehensive Income(1)
Net loss (gain)
Prior service cost (credit)
Amortization of net loss (gain)
Amortization of prior service cost
Total recognized in net supplemental pension
cost and other comprehensive income
(1)

2007
$ 16
147
6
27
$196

2006
$ 15
108
4
29
$156

2007
$(60)
11
15
3

2006
$233
7
—
—

riodic benefit cost over the next fiscal year are $18 and $6,
respectively.
Deferred compensation expense was $106 in 2007, $39
in 2006 and $46 in 2005. Our deferred compensation liability, included in “Other noncurrent liabilities,” was $1,116 at
December 31, 2007 and $996 at December 31, 2006.

Multiemployer Plans
3.80

SUPERVALU INC. (FEB)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in millions)
Note 2 (In Part): Summary of Significant Accounting Policies
Benefit Plans
The Company sponsors pension and other postretirement
plans in various forms covering substantially all employees
who meet eligibility requirements. The determination of the
Company’s obligation and related expense for Companysponsored pension and other postretirement benefits is dependent, in part, on management’s selection of certain assumptions used by its actuaries in calculating these amounts.
These assumptions include, among other things, the discount rate, the expected long-term rate of return on plan
assets and the rates of increase in compensation and health
care costs.
Note 15 (In Part): Benefit Plans
Employee Benefit Plans
Substantially all employees of the Company and its subsidiaries are covered by various contributory and noncontributory pension or profit sharing plans. Union employees participate in multi-employer retirement plans under
collective bargaining agreements, unless the collective bargaining agreement provides for participation in plans sponsored by the Company. In addition to sponsoring both defined benefit and defined contribution pension plans, the
Company provides health care and life insurance benefits
for eligible retired employees under postretirement benefit
plans, and short-term and long-term disability benefits to former and inactive employees prior to retirement under postemployment benefit plans.
Multi-Employer Plans

$(31)

$240

FAS 158 required prospective application for fiscal years ending
after December 15, 2006.

In addition to the net supplemental retirement pension cost
in the table above, we recorded charges of $32 due to accelerated benefit expenses and settlement charges related
to retirements during 2007.
The estimated net loss and prior service cost for our supplemental retirement plan benefits that will be amortized
from accumulated other comprehensive income into net pe-
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The Company also participates in several multi-employer
plans providing defined benefits to union employees under
the provisions of collective bargaining agreements. These
plans require the Company to make contributions thereto
as negotiated in such collective bargaining agreements. The
Company contributed $122, $37 and $37 to these plans for
fiscal 2007, 2006 and 2005, respectively. Currently, some of
these plans are underfunded in that the present value of accrued liabilities exceeds the current value of the assets held
in trust to pay benefits. If the Company were to exit certain
markets or otherwise cease making contributions to these
plans at this time, it could trigger a withdrawal liability that
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would require the Company to fund its proportionate share of
a plan’s unfunded vested benefits. There are many variables
that affect future funding requirements such as investment
returns and benefit levels.
Collective Bargaining Agreements
At February 24, 2007, the Company had approximately
191,400 employees. Approximately 117,000 employees are
covered by collective bargaining agreements. During fiscal
2007, 33 collective bargaining agreements covering approximately 25,500 employees were re-negotiated. During fiscal
2008, 69 collective bargaining agreements covering approximately 43,200 employees will expire.

Amendment of Plan
3.81

HASBRO, INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Thousands of dollars)
1 (In Part): Summary of Significant Accounting Policies
Pension Plans, Postretirement and Postemployment Benefits
Hasbro, except for certain international subsidiaries, has
pension plans covering substantially all of its full-time employees. Pension expense is based on actuarial computations of current and future benefits. In December 2006, the
Company adopted the recognition provisions of Statement
of Financial Accounting Standards No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans” (“SFAS 158”), which amends SFAS 87, 88, 106
and 132(R). In 2007, the Company adopted the measurement
date provisions of SFAS 158, which required the Company to
change the measurement date of certain of its defined benefit plans to the Company’s fiscal year-end date. Previously,
the measurement date for certain of the Company’s defined
benefit plans was September 30. See notes 2 and 11 for the
impact of adopting of this statement.
The Company’s policy is to fund amounts which are required by applicable regulations and which are tax deductible. In 2008, the Company expects to contribute approximately $9,200 to its pension plans. The estimated
amounts of future payments to be made under other retirement programs are being accrued currently over the period of
active employment and are also included in pension expense.
Hasbro has a contributory postretirement health and life
insurance plan covering substantially all employees who retire under any of its United States defined benefit pension
plans and meet certain age and length of service requirements. It also has several plans covering certain groups of
employees, which may provide benefits to such employees
following their period of employment but prior to their retirement. The Company measures the costs of these obligations
based on actuarial computations.
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2 (In Part): Other Comprehensive Earnings
In the first quarter of 2007, in accordance with SFAS No. 158,
the Company changed its measurement date for certain of
its defined benefit pension plans and its postretirement plan
from September 30 to the Company’s fiscal year-end date.
As a result of this change, the assets and liabilities of these
plans were remeasured as of December 31, 2006, the 2006
fiscal year end date of the Company. This remeasurement
resulted in an adjustment to accummulated other comprehensive earnings of $7,779 net of taxes of $4,765, during the
first quarter of 2007.
At December 31, 2006, the Company adopted the recognition provisions of SFAS 158, which required the Company
to recognize the funded status of defined benefit pension
and postretirement plans as an asset or liability in its statement of financial position and to recognize changes in that
funded status in the year in which the changes occur through
comprehensive income. The adoption of this statement resulted in an adjustment of $(26,750) to accummulated other
comprehensive income at December 31, 2006.
11 (In Part): Pension, Postretirement and
Postemployment Benefits
Pension and Postretirement Benefits
In September 2006, the FASB issued Statement of Financial
Accounting Standards No. 158, “Employer’s Accounting for
Defined Benefit Pension and Other Postretirement Plans”,
(“SFAS No. 158”) which amends Statements of Financial Accounting Standards No. 87, 88, 106 and 132R. Under SFAS
No. 158, the Company is required to recognize on its balance
sheet actuarial gains and losses and prior service costs that
have not yet been included in income as an adjustment of equity through other comprehensive income with a corresponding adjustment to prepaid pension expense or the accrued
pension liability. In addition, within two years of adoption, the
measurement date for plan assets and liabilities would be required to be the Company’s fiscal year end. The recognition
provisions of SFAS No. 158 were effective for the Company
in the fourth quarter of 2006. The effect of this statement in
2006 on the Company’s defined benefit pension and postretirement plans was an increase in accrued pension liability
of $36,287, a decrease in intangible assets of $3,108, an
increase in deferred tax assets of $12,645 and a decrease
in accumulated other comprehensive income, net of tax, of
$26,750.
In accordance with SFAS No. 158, effective January 1,
2007, the Company elected to change the measurement date
of certain of its defined benefit pension plans and the Company’s other postretirement plan from September 30 to the
Company’s fiscal year-end date, which was December 30,
2007. As a result of this election, the assets and liabilities
of these plans were remeasured as of December 31, 2006.
The remeasurement of the assets and liabilities resulted in an
increase in the projected benefit obligation of $536 and an increase in the fair value of plan assets of $10,872. The impact
of this accounting change was a reduction of retained earnings of $2,143, an increase to accumulated other comprehensive earnings of $7,779, a decrease in long-term accrued
pension expense of $3,619, an increase in prepaid pension
expense of $5,482, and a decrease in long-term deferred tax
assets of $3,465.
Expense related to the Company’s defined benefit and
defined contribution plans for 2007, 2006 and 2005 were
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approximately $25,900, $31,100, and $28,800, respectively.
Of these amounts, $13,400, $15,400 and $13,900 related to
defined contribution plans in the United States and certain
international affiliates. The remainder of the expense relates
to defined benefit plans discussed below.
United States Plans
Substantially all United States employees are covered under
at least one of several non-contributory defined benefit pension plans maintained by the Company. Benefits under the
two major plans which principally cover non-union employees, are based primarily on salary and years of service. One
of these major plans is funded. Benefits under the remaining plans are based primarily on fixed amounts for specified
years of service. Of these remaining plans, the plan covering
union employees is also funded.
In 2007, for the two major plans covering its non-union employees, the Company froze benefits being accrued effective
December 30, 2007. In connection with this, the Company
recognized a reduction of its projected benefit obligation as
a result of this curtailment of $18,499 and recorded a curtailment loss of $908. The pension benefit will be replaced by

Change in projected benefit obligation
Projected benefit obligation—beginning
Service cost
Interest cost
Actuarial loss (gain)
Effect of curtailment
Benefits paid
Expenses paid
Projected benefit obligation—ending
Accumulated benefit obligation—ending
Change in plan assets
Fair value of plan assets—beginning
Actual return on plan assets
Employer contribution
Benefits paid
Expenses paid
Fair value of plan assets—ending
Reconciliation of funded status
Projected benefit obligation
Fair value of plan assets
Contributions after measurement date
Funded status
Unrecognized net loss
Unrecognized prior service cost
Net amount recognized
Other assets
Accrued liabilities
Other liabilities
Accumulated other comprehensive
earnings
Net amount recognized

AICPA Accounting Trends & Techniques

additional employer contributions to the Company’s defined
contribution plan beginning in 2008.
At December 30, 2007, the measurement date, the fair
value of the plan assets of the funded plans were in excess
of those plans’ benefit obligations while the unfunded plans
of the Company had an aggregate accumulated and projected benefit obligation of $45,052. At September 30, 2006,
all individual plans had projected and accumulated benefit
obligations in excess of the fair value of each plan’s assets.
Hasbro also provides certain postretirement health care
and life insurance benefits to eligible employees who retire
and have either attained age 65 with 5 years of service or age
55 with 10 years of service. The cost of providing these benefits on behalf of employees who retired prior to 1993 is and
will continue to be substantially borne by the Company. The
cost of providing benefits on behalf of substantially all employees who retire after 1992 is borne by the employee. The
plan is not funded. As noted above, in 2007, the Company
adopted the measurement date provisions of SFAS No. 158.
Reconciliations of the beginning and ending balances for
the year ended December 30, 2007, the transition period related to the change in measurement date referred to above,
and for the year ended December 31, 2006 for the projected
benefit obligation and the fair value of plan assets are included below.

2007

Pension
Transition
Period

2006

2007

$ 308,133
9,437
17,435
(7,901)
(18,499)
(19,781)
(779)
$ 288,045
$ 288,045

$ 309,021
2,376
4,313
(2,341)
—
(5,236)
—
$ 308,133
$ 308,133

$ 313,937
10,188
16,809
(8,014)
—
(23,291)
(608)
$ 309,021
$ 290,452

$ 37,463
597
2,105
(4,100)
—
(2,339)
—
$ 33,726
$ 33,726

$ 36,318
148
523
1,053
—
(579)
—
$ 37,463
$ 37,463

$ 38,505
684
2,047
(2,358)
—
(2,560)
—
$ 36,318
$ 36,318

$ 270,926
30,556
2,556
(19,781)
(779)
$ 283,478

$ 235,482
15,147
25,533
(5,236)
—
$ 270,926

$ 208,625
14,838
35,918
(23,291)
(608)
$ 235,482

$

$

$

$(288,045)
283,478
—
$ (4,567)
17,296
1,862
$ 14,591
$ 40,485
(5,358)
(39,694)

$(308,133)
270,926
—
$ (37,207)
52,958
3,404
$ 19,155
$ 5,795
(3,065)
(39,937)

$(309,021)
235,482
25,533
$ (48,006)
66,781
2,954
$ 21,729
$
—
(3,065)
(44,941)

$(33,726)
—
—
$(33,726)
5,228
—
$(28,498)
$
—
(2,400)
(31,326)

$(37,463)
—
—
$(37,463)
9,692
—
$(27,771)
$
—
(2,396)
(35,067)

$(36,318)
—
579
$(35,739)
8,734
—
$(27,005)
$
—
(2,396)
(33,343)

19,158
$ 14,591

56,362
$ 19,155

69,735
$ 21,729

5,228
$(28,498)

9,692
$(27,771)

8,734
$(27,005)

$

—
—
—
—
—
—

Postretirement
Transition
Period

$

—
—
—
—
—
—

2006

$

—
—
—
—
—
—
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In fiscal 2008, the Company expects amortization of unrecognized net losses and unrecognized prior service cost of
$993 and $302, respectively, to be included as a component
of net periodic benefit cost.
Assumptions used to determine the year-end benefit obligation are as follows:

Weighted average discount rate
Rate of future compensation increases
Long-term rate of return on plan assets
Mortality table

2007
6.34%
4.00%
8.75%
RP-2000

2006
5.75%
4.00%
8.75%
RP-2000

The assumptions used to remeasure the benefit obligation
using a December 31, 2006 measurement date, as well as
those used to determine the expense for the transition period,
were not significantly different than the 2006 assumptions.
The assets of the funded plans are managed by investment
advisors and consist of the following:
Asset Category
Equity
Large cap equity
Small cap equity
International equity
Other equity
Fixed income
Total return fund

2007
5%
8
14
17
40
16
100%

2006
30%
14
20
—
20
16
100%

Hasbro’s two major funded plans (the “Plans”) are defined
benefit pension plans intended to provide retirement benefits to participants in accordance with the benefit structure
established by Hasbro, Inc. The Plans’ investment managers,
who exercise full investment discretion within guidelines outlined in the Plans’ Investment Policy, are charged with managing the assets with the care, skill, prudence and diligence
that a prudent investment professional in similar circumstance would exercise. Investment practices, at a minimum,
must comply with the Employee Retirement Income Security
Act (ERISA) and any other applicable laws and regulations.
The Plans’ asset allocations are structured to meet a longterm targeted total return consistent with the ongoing nature
of the Plans’ liabilities. The shared long-term total return goal,
presently 8.75%, includes income plus realized and unrealized gains and/or losses on the Plans’ assets. Utilizing generally accepted diversification techniques, the Plans’ assets,
in aggregate and at the individual portfolio level, are invested
so that the total portfolio risk exposure and risk-adjusted returns best meet the Plans’ long-term liabilities to employees.
In 2007, the Company reevaluated its investment strategy
and, as a result, decided to change the asset allocation in
order to more closely align changes in the value of plan assets with changes in the value of plan liabilities. This change
in strategy resulted in a transfer of assets into alternative investments designed to achieve a modest absolute return in
addition to the return on an underlying asset class such as
bond or equity indices. These alternative investments may
use derivatives to gain market returns in an efficient and
timely manner; however derivatives are not used to leverage the portfolio beyond the market value of the underlying
assets. These alternative investments are included in other
equity and fixed income at December 30, 2007. Plan asset

ATT-SEC 3.81

allocations are reviewed at least quarterly and rebalanced to
achieve target allocation among the asset categories when
necessary.
The Plans’ investment managers are provided specific
guidelines under which they are to invest the assets assigned
to them. In general, investment managers are expected to remain fully invested in their asset class with further limitations
of risk as related to investments in a single security, portfolio
turnover and credit quality.
With the exception of the alternative investment strategy
mentioned above, the Plans’ Investment Policy restricts the
use of derivatives associated with leverage or speculation.
In addition, the Investment Policy also restricts investments
in securities issued by Hasbro, Inc. except through indexrelated strategies (e.g. an S&P 500 Index Fund) and/or commingled funds. In addition, unless specifically approved by
the Investment Committee (which is comprised of members
of management, established by the Board to manage and
control pension plan assets), certain securities, strategies,
and investments are ineligible for inclusion within the Plans.
As noted above, in 2007, the Company adopted the measurement date provision of SFAS 158 and, accordingly, measured its liabilities and related assets at December 30. Prior
to this, the Company measured its liabilities and related assets at September 30. The discount rates used in the pension
calculation were also used for the postretirement calculation.

Components of net periodic cost
Pension
Service cost
Interest cost
Expected return on assets
Amortization of prior service cost
Amortization of actuarial loss
Curtailment loss
Net periodic benefit cost
Postretirement
Service cost
Interest cost
Amortization of actuarial loss
Net periodic benefit cost

2007

2006

2005

$ 9,437
17,435
(23,064)
634
1,768
908
$ 7,118

$ 10,188
16,809
(19,112)
596
3,399
—
$ 11,880

$ 9,384
15,526
(16,275)
582
2,554
—
$ 11,771

$

$

$

597
2,105
364
$ 3,066

684
2,047
459
$ 3,190

573
2,003
354
$ 2,930

Assumptions used to determine net periodic benefit cost of
the pension plans for each fiscal year follow:

Weighted average discount rate
Rate of future compensation increases
Long-term rate of return on plan assets

2007
5.83%
4.00%
8.75%

2006
5.50%
4.00%
8.75%

2005
5.75%
4.00%
8.75%

Hasbro works with external benefit investment specialists to
assist in the development of the long-term rate of return assumptions used to model and determine the overall asset
allocation. Forecast returns are based on the combination of
historical returns, current market conditions and a forecast
for the capital markets for the next 5–7 years. Approximately
75% of the return assumption is based on the historical information and 25% is based on current or forward-looking
information. All asset class assumptions are within certain
bands around the long-term historical averages. Correlations
are based primarily on historical return patterns.
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Termination

Expected benefit payments under the defined benefit pension plans and expected gross benefit payments and subsidy receipts under the postretirement benefit for the next
five years subsequent to 2007 and in the aggregate for the
following five years are as follows:

3.82

COLGATE-PALMOLIVE COMPANY (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in millions)

Postretirement

2008
2009
2010
2011
2012
2013–2017

Gross
Benefit
Payments
$ 2,582
2,525
2,619
2,691
2,750
13,986

Pension
$ 19,992
19,415
18,430
18,583
19,324
103,050

Subsidy
Receipts
$ 275
282
287
288
286
1,284

10 (In Part): Retirement Plans and Other Retiree Benefits

2007

2006

2005

Retirement Plans
The Company, its U.S. subsidiaries and some of its overseas
subsidiaries maintain defined benefit retirement plans covering substantially all of their employees. Benefits are based
primarily on years of service and employees’ career earnings.
In the Company’s principal U.S. plans, funds are contributed
to the trusts in accordance with regulatory limits to provide
for current service and for any unfunded projected benefit
obligation over a reasonable period. Assets of the plans consist principally of common stocks, guaranteed investment
contracts with insurance companies, U.S. government and
corporate obligations and investments in real estate funds.

9.00%

10.00%

9.00%

Other Retiree Benefits

Assumptions used to determine the net periodic benefit cost
of the postretirement plans for the year to date period are as
follows:

Health care cost trend rate assumed
for next year
Rate to which the cost trend rate is
assumed to decline (ultimate
trend rate)
Year that the rate reaches the
ultimate trend rate

5.00%

5.00%

5.00%

2016

2012

2011

The Company and certain of its subsidiaries provide health
care and life insurance benefits for retired employees to the
extent not provided by government-sponsored plans. The
Company utilizes a portion of its leveraged ESOP to reduce
its obligation to provide these other retiree benefits and to
offset its current service cost. Additionally, during 2007 and
2006 the Company made contributions of $7.0 and $7.6,
respectively, to fund the payment of future postretirement
medical benefits, the maximum permitted under U.S. tax
regulations.
Summarized information regarding the net periodic benefit
costs for the Company’s defined benefit and other retiree
benefit plans is as follows:

If the health care cost trend rate were increased one percentage point in each year, the accumulated postretirement
benefit obligation at December 30, 2007 and the aggregate
of the benefits earned during the period and the interest cost
would have each increased by approximately 5%.

Pension Benefits
2007
Components of net periodic benefit cost
Service cost
Interest cost
Annual ESOP allocation
Expected return on plan assets
Amortization of transition & prior service
costs (credits)
Amortization of actuarial loss
Net periodic benefit cost
Other postretirement charges
Total pension cost
Weighted-average assumptions used to
determine net periodic benefit cost
Discount rate
Long-term rate of return on plan assets
Long-term rate of compensation increase
ESOP growth rate

United States
2006
2005

2007

International
2006

2005

Other Retiree Benefits
2007
2006
2005

$ 40.9
87.5
—
(108.9)

$ 45.2
83.4
—
(98.9)

$ 47.4
76.1
—
(90.0)

$ 18.9
34.8
—
(27.5)

$ 21.1
32.1
—
(25.0)

$ 20.0
33.3
—
(23.7)

$11.4
31.8
(9.2)
(2.1)

$ 11.9
28.7
(13.8)
(1.3)

$ 10.3
26.4
(13.9)
(0.8)

6.0
16.0
$ 41.5
32.8
$ 74.3

4.1
24.4
$ 58.2
101.7
$159.9

4.8
26.6
$ 64.9
25.6
$ 90.5

0.8
6.7
$ 33.7
1.6
$ 35.3

1.5
7.9
$ 37.6
1.1
$ 38.7

1.3
6.6
$ 37.5
12.6
$ 50.1

(0.1)
11.9
$43.7
5.5
$49.2

—
12.3
$ 37.8
6.5
$ 44.3

(0.4)
9.5
$ 31.1
10.7
$ 41.8

5.80%
8.00%
—
10.00%

5.50%
8.00%
—
10.00%

5.75%
8.00%
—
10.00%

AICPA Accounting Trends & Techniques

5.80%
8.00%
4.00%
—

5.50%
8.00%
4.00%
—

5.75%
8.00%
4.00%
—

4.82%
6.70%
3.41%
—

4.83%
6.92%
3.42%
—

5.53%
7.50%
3.63%
—
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Other postretirement charges amounted to $39.9, $109.3 and
$48.9 for the years ended December 31, 2007, 2006 and
2005, respectively. Charges in 2007 relating to certain onetime termination benefits incurred pursuant to the 2004 Restructuring Program amounted to $16.3. During 2007, the
Company made voluntary contributions of $45.0 (including $34.5 related to restructuring) to its U.S. postretirement
plans. Other 2007 charges required by SFAS No. 88, “Employers’ Accounting for Settlement and Curtailments of Defined Benefit Pension Plans and for Termination Benefits”
(SFAS 88), amounted to $23.6 and pertained primarily to lump
sum payments of normal retirement benefits associated with
retirement plans in the U.S.
Other postretirement charges in 2006 relating to certain
one-time termination benefits incurred pursuant to the 2004
Restructuring Program amounted to $107.6. During 2006, the
Company made voluntary contributions of $111.0 (including $85.0 related to restructuring) to its U.S. postretirement
plans. Other 2006 charges required by SFAS 88 amounted
to $1.7, including $0.8 pertaining to a curtailment resulting
from the 2004 Restructuring Program.
Other postretirement charges in 2005, relating to certain one-time termination benefits incurred pursuant to the
2004 Restructuring Program, amounted to $12.8. Additionally, other postretirement charges in 2005 included a noncash charge of $9.2 associated with an international postretirement obligation and other 2005 charges required by SFAS
88 amounted to $26.9. Other SFAS 88 charges included the
conversion of one of the Company’s international pension
plans to a defined contribution plan for all eligible participants for $10.6 and a lump sum payment of normal retirement benefits associated with a retirement plan in the U.S.
for $14.2.
Termination benefits incurred pursuant to the 2004 Restructuring Program in 2007, 2006 and 2005 are reflected as
a restructuring charge; however, the related accrual resides
in pension and other retiree benefit assets and liabilities at
December 31, 2007, 2006 and 2005, respectively.
Other changes in plan assets and benefit obligations recognized in Other Comprehensive Income were as follows:

Net actuarial loss (gain)
arising during the period
Amortization of transition &
prior service (costs) credits
Amortization of actuarial
(loss) gain
Total

ATT-SEC 3.82

Before-Tax
Amount

Tax
Expense
(Benefit)

Net-of-Tax
Amount

$(193.7)

$68.7

$(125.0)

(6.7)

2.5

(4.2)

(54.0)
$(254.4)

19.3
$90.5

(34.7)
$(163.9)

The estimated actuarial loss and the estimated transition/
prior service cost for defined benefit and other retiree benefit
plans that will be amortized from accumulated other comprehensive income into net periodic benefit cost over the next
fiscal year is as follows:

Actuarial loss
Transition & prior service cost

Pension
Benefits
$7.3
4.4

Other Retiree
Benefits
$ 8.9
(0.1)

Expected Contributions & Benefit Payments
Management’s best estimate of cash requirements to be
paid directly from the Company’s assets for its postretirement plans for the year ending December 31, 2008, is
approximately $95, including approximately $16 for other retiree benefit plans. These estimated cash requirements include approximately $53 of projected contributions to the
Company’s postretirement plans and approximately $42 of
projected benefit payments made directly to participants of
unfunded plans. Expected contributions are dependent on
many variables, including the variability of the market value
of the assets as compared to the obligation and other market or regulatory conditions. Accordingly, actual funding may
differ from current estimates.
Total benefit payments expected to be paid to participants,
which include payments directly from the Company’s assets
to participants of unfunded plans, as discussed above, as
well as payments paid from the plans are as follows:

2008
2009
2010
2011
2012
2013–2017

Pension Benefits
United States
International
$114.4
$ 42.1
111.5
37.5
111.9
48.1
112.0
40.4
113.8
42.8
612.1
224.6

Other Retiree
Benefits
$ 15.6
28.6
31.7
31.3
31.1
126.9
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POSTEMPLOYMENT BENEFITS
3.83 SFAS No. 112, Employers’ Accounting for Postemployment Benefits, requires that entities providing postemployment benefits to their employees accrue the cost of such
benefits. SFAS No. 112 does not require that the amount of
postemployment benefits be disclosed. Accordingly, many
of the survey companies make little or no disclosure about
postemployment benefits.
3.84 An example of a disclosure for postemployment benefits follows.

3.85

OMNICOM GROUP INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Salary Continuation Agreements
Arrangements with certain present and former employees
provide for continuing payments for periods up to 10 years
after cessation of their full-time employment in consideration
for agreements by the employee not to compete with us and
to render consulting services during the postemployment period. Such payments, the amounts of which are also subject
to certain limitations, including our operating performance
during the postemployment period, represent the fair value
of the services rendered and are expensed in such periods.
9 (In Part): Employee Retirement Plans
Postemployment Arrangements—Overview
We have executive retirement agreements under which benefits will be paid to participants or to their beneficiaries over
periods up to 10 years beginning after cessation of full-time
employment. We have applied SFAS No. 112, Employers’
Accounting for Postemployment Benefits, an amendment
of FASB Statements No. 5 and 43 (“SFAS 112”) and the
recognition and measurement provisions of SFAS 87 to these
agreements.
In addition, certain of our subsidiaries have individual deferred compensation arrangements with certain executives
that provide for payments over varying terms upon retirement, cessation of employment or death. The cost related to
these arrangements is accrued during the employee’s service
period.
Postemployment Arrangements
The components of net periodic benefit cost, calculated by
applying SFAS 112 and the recognition and measurement

AICPA Accounting Trends & Techniques

provisions of SFAS 87, for the three years ended December 31, 2007 are as follows (dollars in millions):

Service cost
Interest cost
Expected return on plan assets
Amortization of prior service cost
Amortization of actuarial (gains) losses
Other
Total cost

2007
$ 2.0
4.2
N/A
0.4
0.1
—
$ 6.7

2006
$ 2.4
4.0
N/A
0.4
0.8
(0.1)
$ 7.5

2005
$ 2.2
3.6
N/A
0.3
0.4
(0.5)
$ 6.0

Included in accumulated other comprehensive income at December 31, 2007 and 2006 were unrecognized actuarial gains
and losses, and unrecognized prior service cost of $16.0
million, $9.6 million net of tax and $6.8 million, $4.1 million
net of tax, respectively, that has not yet been recognized in
the net periodic benefit cost related to our postemployment
arrangements.
The unrecognized actuarial gains and losses and unrecognized prior service cost included in accumulated other comprehensive income, and expected to be recognized in net
periodic benefit cost during the fiscal year ended December 31, 2008, is $0.9 million.
The weighted average assumptions used to determine the
net periodic benefit cost for our postemployment arrangements for the three years ended December 31, 2007 were:
2007
5.75%
3.50%
N/A

Discount rate
Compensation increases
Expected return on assets

2006
5.50%
3.50%
N/A

2005
5.75%
3.50%
N/A

We amortize experience gains and losses and effects of
changes in actuarial assumptions over a period no longer
than the expected average future service of active employees.
The estimated future benefit payments expected to be paid
are as follows (dollars in millions):
2008
$9.6

2009
$10.2

2010
$8.6

2011
$8.2

2012
$8.3

2013–2017
$31.7

Our postemployment arrangements are unfunded and benefits are paid when due. The benefit obligation is recognized
as a liability in our consolidated balance sheets. At December 31, 2007 and 2006, the benefit obligation for postemployment arrangements was (dollars in millions):

Benefit obligation
Benefit obligation at January 1
Service cost
Interest cost
Plan amendment
Actuarial (gains) losses
Benefits paid
Benefit obligation at December 31

2007

2006

$76.6
2.0
4.2
1.4
8.3
(8.7)
$83.8

$69.6
2.4
4.0
—
7.9
(7.3)
$76.6
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At December 31, 2007 and 2006, the liability for postemployment arrangements was classified as follows (dollars in
millions):

3.89
TABLE 3-13: EMPLOYEE COMPENSATORY PLANS

Other current liabilities
Deferred compensation and other liabilities
Benefit obligation at December 31

2007
$ 9.6
74.2
$83.8

2006
$ 8.6
68.0
$76.6

The weighted average assumptions used to determine the
benefit obligation for our postemployment arrangements at
December 31, 2007 and 2006 were:

Discount rate
Compensation increases

2007
5.75%
3.50%

2006
5.75%
3.50%

Stock options...................................
Stock award.....................................
Savings/investment.........................
Stock purchase................................
Deferred compensation...................
Employee stock ownership.............
Profit-sharing...................................
Incentive compensation ..................

Number of Companies
2007
2006
2005
2004
593
584
589
587
475
401
406
381
349
377
357
379
196
179
203
226
140
146
137
100
68
71
92
92
61
67
54
66
57
58
46
74

Stock Option Plans

EMPLOYEE COMPENSATORY PLANS

3.90

3.86

AGCO CORPORATION (DEC)

SFAS No. 123, Share-Based Payment, establishes
accounting and reporting standards for stock-based compensation plans. As originally issued, SFAS No. 123 encouraged entities to use a fair-value-based method in accounting
for employee stock-based compensation plans but allowed
the intrinsic value method prescribed by Accounting Principles Board (APB) Opinion No. 25, Accounting for Stock
Issued to Employees. SFAS No. 123, as revised, eliminates
for public entities the intrinsic value method accounting for
share-based payment transactions, thereby requiring that
such transactions be accounted for using a fair-value-based
method. Thus public entities are required to recognize the
cost of employee services received in exchange for award
of equity instruments based on the grant-date fair value of
those awards. In addition, SFAS No. 123 (Revised ) provides
clarification and expanded guidance in several areas, including measuring fair value, classifying an award as equity or
as a liability and attributing compensation cost to reporting
periods.

3.87 Table 3-13 lists the types of employee compensatory
plans disclosed by the survey companies. Compensatory
plans may consist of stock awards or cash payments. The
“stock award” caption in Table 3-13 represents restricted
stock awards, performance awards, and bonuses paid by
issuing stock.
3.88 Examples of employee compensatory plan disclosures follow.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Stock Incentive Plans
Stock Compensation Expense
During the first quarter of 2006, the Company adopted SFAS
No. 123R (Revised 2004), “Share-Based Payment” (“SFAS
No. 123R”), which is a revision of SFAS No. 123, “Accounting
for Stock-Based Compensation” (“SFAS No. 123”). During
2007 and 2006, the Company recorded approximately $26.0
million and $3.6 million, respectively, of stock compensation
expense in accordance with SFAS No. 123R. Refer to Note
10 for additional information regarding the Company’s stock
incentive plans that were in place during 2007 and 2006. During 2005, the Company recorded approximately $0.4 million
of stock compensation expense in accordance with Accounting Principles Board (“APB”) Opinion No. 25, “Accounting for
Stock Issued to Employees” (“APB No. 25”). Stock compensation expense was recorded as follows (in millions):

Cost of goods sold
Selling, general and administrative
expenses
Total stock compensation expense

2007
$ 1.0

2006
$0.1

2005
$—

25.0
$26.0

3.5
$3.6

0.4
$0.4

Proforma Disclosure Under SFAS No. 123 for 2005
Prior to the adoption of SFAS No. 123R, the Company accounted for all stock-based compensation awarded under
its former Non-employee Director Incentive Plan (the “Director Plan”), Long-Term Incentive Plan (the “LTIP”) and
Stock Option Plan (the “Option Plan”) as prescribed under APB No. 25, and provided the disclosures required
under SFAS No. 123 and SFAS No. 148, “Accounting
for Stock-Based Compensation—Transition and Disclosure”
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(“SFAS No. 148”). As discussed further in Note 10, the LTIP
and Director Plan were terminated in December 2005. APB
No. 25 required no recognition of compensation expense for
options granted under the Option Plan as long as certain
conditions were met. There was no compensation expense
recorded under APB No. 25 for the Option Plan during 2005.
APB No. 25 required recognition of compensation expense
under the Director Plan and the LTIP at the time the award
was earned. No awards were earned under the Director Plan
or the LTIP during 2005. There were no grants under the Option Plan during the years ended December 31, 2007, 2006
and 2005. For disclosure purposes only, under SFAS No. 123,
the Company estimated the fair value of grants under the Option Plan using the Black-Scholes option pricing model and
the Barrier option model for awards granted under the Director Plan and the LTIP. Based on these models, the weighted
average fair value of options granted under the Option Plan
and the weighted average fair value of awards granted under
the Director Plan and the LTIP for the year ended December
31, 2005 were as follows:
Director Plan
LTIP
Option Plan
Weighted average assumptions under
Black-Scholes and Barrier option models:
Expected life of awards (years)
Risk-free interest rate
Expected volatility
Expected dividend yield

$12.93
15.05
—
4.4
4.0%
41.9%
—

The fair value of the grants and awards are amortized over the
vesting period for stock options and awards earned under the
Director Plan and the LTIP and over the performance period
for unearned awards under the Director Plan and the LTIP.
The following table illustrates the effect on net income and
earnings per common share if the Company had applied the
fair value recognition provisions of SFAS No. 123 and SFAS
No. 148 (in millions, except per share data):

Net income, as reported
Add: stock-based employee compensation expense
included in reported net income, net of related tax
effects
Deduct: total stock-based employee compensation
expense determined under fair value based
method for all awards, net of related tax effects
Pro forma net income
Earnings per share
Basic—as reported
Basic—pro forma
Diluted—as reported
Diluted—pro forma

2005
$ 31.6
0.2
(17.6)
$ 14.2
$
$
$
$

0.35
0.16
0.35
0.16

The 2005 pro forma earnings per share included the impact
of the cancellation of awards under the Director Plan and the
LTIP in December 2005 (Note 10).
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10 (In Part): Stock Incentive Plans
During 2006, the Company obtained stockholder approval
for the 2006 LTIP under which up to 5,000,000 shares of
AGCO common stock may be issued. The 2006 Plan allows
the Company, under the direction of the Board of Directors’
Compensation Committee, to make grants of performance
shares, stock appreciation rights, stock options and stock
awards to employees, officers and non-employee directors
of the Company. The Company’s Board of Directors approved the grants of awards during 2007 and 2006 effective
under the employee and director stock incentive plans described below.
Stock Option Plan
The Company’s Option Plan provides for the granting of nonqualified and incentive stock options to officers, employees,
directors and others. The stock option exercise price is determined by the Company’s Board of Directors except in the
case of an incentive stock option for which the purchase price
shall not be less than 100% of the fair market value at the
date of grant. Each recipient of stock options is entitled to
immediately exercise up to 20% of the options issued to such
person, and the remaining 80% of such options vest ratably
over a four-year period and expire no later than ten years
from the date of grant. There were no grants under the Option Plan during the years ended December 31, 2007, 2006
and 2005. The Company estimated the fair value of grants
under the Company’s Option Plan using the Black-Scholes
option pricing model for disclosure purposes only prior to
the adoption of SFAS No. 123R. The fair value of the grants
were amortized over the applicable vesting period. As a result
of applying the provisions of SFAS No. 123R, the Company
recognized $0.2 million of stock compensation expense associated with stock options that vested during 2006.
Stock option transactions during the year ended December 31, 2007 were as follows:

Options outstanding at January 1
Options granted
Options exercised
Options canceled
Options outstanding at December 31
Options available for grant at December 31
Option price ranges per share
Granted
Exercised
Canceled
Weighted average option prices per share:
Outstanding at January 1
Granted
Exercised
Canceled
Outstanding at December 31

2007
511,170
—
(414,710)
(20,960)
75,500
1,930,437
$

—
8.50–31.25
11.00–31.25

$

18.71
—
19.66
14.97
14.86

At December 31, 2007, the outstanding options had a weighted average remaining contractual life of approximately four
years and there were 73,500 options currently exercisable
with option prices ranging from $10.06 to $22.31 and with a
weighted average exercise price of $14.70 and an aggregate
intrinsic value of $4.0 million.

ATT-SEC 3.90

P1: JyD
ACPA050-03-P02a

AICPA

AICPA-xml-v1.cls

374

October 18, 2008

11:13

Accounting Trends & Techniques

The following table sets forth the exercise price range,
number of shares, weighted average exercise price, and remaining contractual lives by groups of similar price:
Options Outstanding

Range of Exercise Prices
$10.06–$11.88
$15.12–$22.31

Number of
Shares
22,800
52,700
75,500

Weighted Average
Remaining Contractual
Life (Years)
2.7
3.9

The total intrinsic value of options exercised during the years
ended December 31, 2007, 2006 and 2005 was approximately $8.3 million, $7.0 million and $0.7 million, respectively, and the total fair value of shares vested during the
same periods was approximately $0.0 million, $0.2 million
and $1.1 million, respectively. There were 2,000 stock options that were not vested as of December 31, 2007. Cash
proceeds received from stock option exercises during 2007,
2006 and 2005 was approximately $8.2 million, $10.8 million
and $1.4 million, respectively. The Company did not realize
a tax benefit from the exercise of these options.

3.91

FOOT LOCKER, INC. (FEB)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Share-Based Compensation
Effective January 29, 2006, the Company adopted the provisions of Statement of Financial Accounting Standards
No. 123(R), “Share-Based Payment,” and related interpretations, (“SFAS No. 123(R)”) to account for stock-based compensation using the modified prospective transition method
and, therefore, the Company did not restate its prior period results. SFAS No. 123(R) supersedes Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued
to Employees,” (“APB No. 25”), and revises guidance in
SFAS No. 123, “Accounting for Stock-Based Compensation”
(“SFAS No. 123”). Among other things, SFAS No. 123(R) requires that compensation expense be recognized in the financial statements for share-based awards based on the
grant date fair value of those awards. The modified prospective transition method applies to unvested stock options, restricted shares and stock appreciation rights and issuances
under the employee stock purchase plan outstanding as of
January 29, 2006 based on the grant-date fair value estimated in accordance with the pro forma provisions of SFAS
No. 123, and any new share-based awards granted subsequent to January 29, 2006, based on the grant-date fair value
estimated in accordance with the provisions of SFAS No.
123(R). Additionally, stock-based compensation expense includes an estimate for pre-vesting forfeitures and is recognized over the requisite service periods of the awards.
Prior to January 29, 2006, the Company accounted for
these stock-based compensation plans in accordance with
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Weighted Average
Exercise Price
$11.43
$16.34

Options Exercisable
Exercisable as of
December 31, 2007
22,800
50,700
73,500

Weighted Average
Exercise Price
$11.43
$16.17

APB No. 25 and related interpretations. This method did not
result in compensation cost for stock options and shares purchased under employee stock purchase plans. No compensation expense for employee stock options was recorded,
as all stock options granted under the stock option plans
had an exercise price that was not less than the quoted market price at the date of grant. Compensation expense was
also not recorded for employee purchases of stock under the
employee stock purchase plans as it was considered noncompensatory under APB No. 25. Prior to the Company’s
adoption of SFAS No. 123(R), as required under the disclosure provisions of SFAS No. 123, as amended, the Company
provided pro forma net income and earnings per common
share for each period as if it had applied the fair value method
to measure stock-based compensation expense.
During 2006, the Company recorded a cumulative effect
of a change in accounting of $1 million to reflect estimated
forfeitures for prior periods related to the Company’s nonvested restricted stock awards. Prior to the adoption of SFAS
No. 123(R), the Company recognized compensation cost of
restricted stock awards over the vesting term based upon
the fair value of the Company’s common stock at the date
of grant. Forfeitures were recorded as they occurred, however under SFAS No. 123(R) an estimate of forfeitures is required to be included over the vesting term. Under SFAS
No. 123(R), the Company will continue to recognize compensation expense over the vesting term, net of estimated
forfeitures. See Note 23 for information on the assumptions
the Company used to calculate the fair value of stock-based
compensation.
SFAS No. 123(R) requires the benefits associated with tax
deductions in excess of recognized compensation cost to be
reported as a financing cash flow rather than as an operating
cash flow as previously required. For 2007 and 2006, the
Company recorded an excess tax benefit of $1 million and
$2 million, respectively, as a financing cash flow as required
by the standard.
Upon exercise of stock options, issuance of restricted
stock or issuance of shares under the employee stock purchase plan, the Company will issue authorized but unissued
common stock or use common stock held in treasury. The
Company may make repurchases of its common stock from
time to time, subject to legal and contractual restrictions,
market conditions and other factors. The following table illustrates the effect on net income and earnings per common
share as if the Company had applied the fair value method to
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measure stock-based compensation, as required under the
disclosure provisions of SFAS No. 123:
2005
Net income
As reported
Compensation expense included in reported net income,
net of income tax benefit
Total compensation expense under fair value method for
all awards, net of income tax benefit
Pro forma
Basic earnings per share
As reported
Pro forma
Diluted earnings per share
As reported
Pro forma

$ 264
4
(9)
$ 259
$1.71
$1.67
$1.68
$1.64

23 (In Part): Share-Based Compensation
Stock Options
On May 30, 2007, the Company’s shareholders approved
the Company’s 2007 Stock Incentive Plan (the “2007 Stock
Plan”). Upon approval of the 2007 Stock Plan, the Company
stated it would no longer make stock awards under the 2003
Stock Option and Award Plan (the “2003 Stock Option Plan”),
the 1998 Stock Option and Award Plan (the “1998 Plan”), and
the 2002 Foot Locker Directors’ Stock Plan (the “2002 Directors’ Plan”), although awards previously made under those
plans and outstanding on May 30, 2007 continue in effect
governed by the provisions of those plans.
Under the 2007 Stock Plan, stock options, restricted
stock, stock appreciation rights (SARs), or other stock-based
awards may be granted to officers and other employees of
the Company, including our subsidiaries and operating divisions worldwide. Nonemployee directors are also eligible to
receive awards under this plan. Options for employees become exercisable in substantially equal annual installments
over a three-year period, beginning with the first anniversary of the date of grant of the option, unless a shorter or
longer duration is established at the time of the option grant.
Options for nonemployee directors become exercisable one
year from the date of grant. The maximum number of shares
of stock reserved for all awards under the 2007 Stock Plan is
6,000,000. The number of shares reserved for issuance as restricted stock and other stock-based awards cannot exceed
1,500,000 shares. The options terminate up to ten years from
the date of grant.
Under the Company’s 2003 Stock Option Plan and the
1998 Plan, options to purchase shares of common stock
were granted to officers and other employees at not less
than the market price on the date of grant. Under these plans,
the Company was authorized to grant to officers and other
employees, including those at the subsidiary level, stock options, SARs, restricted stock or other stock-based awards.
Generally, one-third of each stock option grant becomes exercisable on each of the first three anniversary dates of the
date of grant. The options terminate up to 10 years from the
date of grant.
The 2002 Directors’ Plan replaced both the Directors’
Stock Plan, which was adopted in 1996, and the Directors’
Stock Option Plan, which was adopted in 2000. No further
grants or awards may be made under either of the prior
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plans. Options granted prior to 2003 have a three-year vesting schedule. Options granted beginning in 2003 become
exercisable one year from the date of grant.
In addition, options to purchase shares of common stock
remain outstanding under the Company’s 1995 Stock Option
and Award Plan (the “1995 Plan”). The 1995 Plan is substantially the same as the 1998 Plan. As of March 8, 2005 no
further awards may be made under the 1995 Plan.
Valuation Model and Assumptions
The Company uses a Black-Scholes option-pricing model to
estimate the fair value of share-based awards under SFAS
No. 123(R), which is the same valuation technique it previously used for pro forma disclosures under SFAS No. 123.
The Black-Scholes option-pricing model incorporates various and highly subjective assumptions, including expected
term and expected volatility.
The Company estimates the expected term of share-based
awards granted using the Company’s historical exercise and
post-vesting employment termination patterns, which it believes are representative of future behavior. The expected
term for the Company’s employee stock purchase plan valuation is based on the length of each purchase period as
measured at the beginning of the offering period, which is
one year. The Company estimates the expected volatility of
its common stock at the grant date using a weighted-average
of the Company’s historical volatility and implied volatility
from traded options on the Company’s common stock. The
Company believes that the combination of historical volatility and implied volatility provides a better estimate of future
stock price volatility. The risk-free interest rate assumption
is determined using the Federal Reserve nominal rates for
U.S. Treasury zero-coupon bonds with maturities similar to
those of the expected term of the award being valued. The
expected dividend yield is derived from the Company’s historical experience.
Additionally, SFAS No. 123(R) requires the Company to estimate pre-vesting option forfeitures at the time of grant and
periodically revise those estimates in subsequent periods if
actual forfeitures differ from those estimates. The Company
records stock-based compensation expense only for those
awards expected to vest using an estimated forfeiture rate
based on its historical pre-vesting forfeiture data. Previously,
the Company accounted for forfeitures as they occurred under the pro forma disclosure provisions of SFAS No. 123 for
periods prior to 2006.
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The following table shows the Company’s assumptions
used to compute the stock-based compensation expense
and pro forma information:
Stock Option Plans
Weighted-average risk free rate of interest
Expected volatility
Weighted-average expected award life
Dividend yield
Weighted-average fair value

2007
4.43%
28%
4.2 years
2.3%
$5.28

2006
4.68%
30%
4.0 years
1.5%
$6.36

Stock Purchase Plan
2005
3.99%
28%
3.8 years
1.1%
$6.69

2007
5.00%
22%
1.0 year
2.0%
$4.96

2006
4.39%
22%
1.0 years
1.4%
$4.71

2005
4.19%
25%
.7 years
—
$5.54

The information set forth in the following table covers options
granted under the Company’s stock option plans:
2007
(In thousands, except prices
per share)
Options outstanding at beginning
of year
Granted
Exercised
Expired or cancelled
Options outstanding at end of year
Options exercisable at end of year
Options available for future grant at
end of year

2006

2005

Number of
Shares

Weighted-Average
Exercise Price

Number of
Shares

Weighted-Average
Exercise Price

Number of
Shares

Weighted-Average
Exercise Price

6,048
778
(474)
(375)
5,977
4,530

$19.15
$22.38
$15.29
$23.99
$19.57
$18.27

5,962
858
(459)
(313)
6,048
4,455

$18.45
$23.98
$15.12
$24.83
$19.15
$16.94

5,909
1,014
(682)
(279)
5,962
4,042

$16.69
$27.42
$15.03
$22.11
$18.45
$16.00

5,804

4,931

5,768

The total intrinsic value of options exercised for 2007 and
2006 was $2.7 million and $4.0 million, respectively. The aggregate intrinsic value for stock options outstanding and for
stock options exercisable as of February 2, 2008 was $4.8
million. The intrinsic value for stock options outstanding and
exercisable is calculated as the difference between the fair
market value as the end of the period and the exercise price
of the shares. The Company received $6.9 million and $6.8
million in cash from option exercises for 2007 and 2006, respectively. The tax benefit realized by the Company on the
stock option exercises for 2007 was approximately $1 million.
The following table summarizes information about stock
options outstanding and exercisable at February 2, 2008:
(In thousands, except prices
per share)

Range of Exercise Prices
$ 4.53 to $11.91
$12.31 to $16.19
$16.20 to $23.92
$24.04 to $27.01
$27.10 to $28.50
$ 4.53 to $28.50
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Number
Outstanding
1,397
1,258
1,453
1,309
560
5,977

Options Outstanding
Weighted-Average
Remaining
Weighted-Average
Contractual Life
Exercise Price
3.71
$10.72
4.27
$15.07
8.48
$23.34
5.16
$25.53
6.97
$28.09
5.61
$19.57

Options Exercisable
Number
Exercisable
1,397
1,193
325
1,224
391
4,530

Weighted-Average
Exercise Price
$10.72
$15.12
$23.13
$25.54
$28.06
$18.27
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Changes in the Company’s nonvested options at February 2,
2008 are summarized as follows:

(In thousands, except
values per share)
Nonvested at February 4, 2007
Granted
Vested
Expired or Cancelled
Nonvested at February 2, 2008

Number of
Shares
1,593
778
(549)
(375)
1,447

Weighted-Average
Grant-Date Fair
Value per Share
$25.33
22.38
26.51
23.99
23.65

As of February 2, 2008, there was $2.6 million of total unrecognized compensation cost related to nonvested stock
options, which is expected to be recognized over a weightedaverage period of 1 year.

3.92

PEERLESS MFG. CO. (JUN)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in thousands, except share and per
share amounts.)
Note A (In Part): Summary of Significant Accounting Policies
Share-Based Compensation
The Company accounts for share-based compensation in
accordance with SFAS 123R, “ Share-Based Payments.” Accordingly, the Company measures the cost of employee services received in exchange for an award of equity instruments
based on the grant-date fair value of the award and recognizes that cost over the requisite service period.
Note L. Stock Based Compensation
The Company adopted SFAS No. 123R, “Share-Based Payment” (“SFAS 123R”), effective July 1, 2005. SFAS 123R requires the recognition of the fair value of stock-based compensation in net earnings.
The Company has two stock option and restricted stock
plans. In December 1995, the Company adopted a stock option and restricted stock plan (the “1995 Plan”), which provided for a maximum of 480,000 shares of common stock to
be issued. In January 2002, the Company adopted a stock
option and restricted stock plan (the “2001 Plan”), which provided for a maximum of 500,000 shares of common stock to
be issued. Under both plans, stock options generally vest
ratably over four years, and expire ten years from date of
grant. Under both plans, stock options are granted to employees at exercise prices equal to the fair market value of the
Company’s stock at the date of grant. Stock options granted
to non-employee directors are generally exercisable on the
date of grant, which is the date of the annual shareholders’
meeting.
The Company recognizes stock-based compensation expense over the requisite service period of the individual
grants, which generally equals the vesting period. Under both
plans, restricted stock awards entitle the holder to shares of
common stock when the award vests. Awards generally vest
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ratably over four years. The fair value of the restricted stock
awards is based upon the market price of the underlying
common stock as of the date of the grant and is amortized
over their applicable vesting period using the straight-line
method. The Company uses newly issued shares of common stock to satisfy option exercises and restricted stock
awards.
Prior to July 1, 2005, the Company accounted for these
plans under the intrinsic value method described in Accounting Principles Board Opinion No. 25, “Accounting for Stock
Issued to Employees,” and related interpretations. The Company, applying the intrinsic value method, did not record
stock-based compensation cost in net earnings because the
exercise price of its stock options equaled the market price of
the underlying stock on the date of grant. The Company has
elected to utilize the modified prospective transition method
for adopting SFAS 123R. Under this method, the provisions
of SFAS 123R apply to all awards granted or modified after
the date of adoption. In addition, the unrecognized expense
of awards not yet vested at the date of adoption, determined
under the original provisions of SFAS 123, will be recognized
in net earnings in the periods after the date of adoption. The
Company recognized stock-based compensation costs in
the amounts of $158 and $118 for the fiscal years ended June
30, 2007 and 2006, respectively, and related tax-benefits of
$56 and $43 for the fiscal years ended June 30, 2007 and
2006, respectively. The estimated forfeiture rate used to calculate the expense was 1.7% and 2.6% for the fiscal years
ended June 30, 2007 and 2006, respectively.
SFAS 123R requires the Company to present pro forma
information for periods prior to the adoption as if it had
accounted for all stock-based compensation under the fair
value method of SFAS 123. For purposes of pro forma disclosure, the estimated fair value of the options at the date of
grant is amortized to expense over the requisite service period, which generally equals the vesting period. The following
table illustrates the effect on net earnings and earnings per
share as if the Company had applied the fair value recognition provisions of SFAS 123R to its stock-based employee
compensation.

Net earnings (loss), as reported
Deduct: total stock-based employee compensation
expense determined using the fair value based method
for all awards, net of tax
Pro forma net earnings (loss)
Earnings (loss) per share
Basic—as reported
Basic—pro forma
Diluted—as reported
Diluted—pro forma

2005
$ (592)
(161)
$ (753)
$(0.10)
$(0.13)
$(0.10)
$(0.13)

During fiscal 2005, the Company’s Board of Directors authorized the extension of the exercise period for certain options to a former employee, who retired from the Company on
July 2, 2004. In connection, therewith, the Company recorded
compensation expense in fiscal 2005 of $69.
On June 15, 2005, the Compensation Committee of the
Board of Directors and the Board of Directors approved the
acceleration of the vesting of unvested stock options held by
employees, including executive officers, that had both 1) an
exercise price equal to or greater than $8.47 per share, and 2)
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would vest in less than 12 months. This action resulted in
13,100 options becoming immediately exercisable as of June
15, 2005. The total impact of these options on the above proforma loss was an additional expense of $19, or ($0.005) per
share. All other terms and conditions of these options were
unchanged. Of the options accelerated, 8,000 were held by
executive officers.
For the Company’s stock-based compensation plans, the
fair value of each grant was estimated at the date of grant using the Black-Scholes option pricing model. Black-Scholes
utilizes assumptions related to volatility, the risk-free interest rate, the dividend yield (which is assumed to be zero, as
the Company has not paid, nor anticipates paying any, cash
dividends) and employee exercise behavior. Expected volatilities utilized in the model are based mainly on the historical
volatility of the Company’s stock price and other factors.
As a result of the adoption of SFAS 123R, the financial results were lower than under the previous accounting method
for share based compensation by the following amounts:

Earnings from continuing operations before
income taxes
Net earnings from continuing operations
Net earnings
Basic and diluted earnings per common share

2007

2006

$ 158
102
102
$0.02

$ 118
75
75
$0.01

Prior to the adoption of SFAS 123R, all tax benefits resulting
from the exercise of stock options were presented as operating cash flows in the Consolidated Statements of Cash
Flows. SFAS 123R requires that cash flows from the exercise of stock options resulting from tax benefits in excess of
recognized cumulative compensation cost (excess tax benefits) be classified as financing cash flows. For the fiscal years
ended June 30, 2007 and 2006, $294 and $306, respectively,
of such excess tax benefits were classified as financing cash
flows.
A summary of the option activity under the Company’s
stock-based compensation plans for the fiscal years ended
June 30, 2007 and 2006 is as follows (the number of options
and weighted average exercise price has been adjusted for
our two-for-one stock split in June 2007):
2007

Balance at July 1
Granted
Exercised
Forfeited before
vesting
Forfeited after
vesting
Balance at June 30
Exercisable at
June 30

2006

No. of
Options
287,300
10,000
(149,426)

Weighted
Average
Exercise
Price
$ 7.01
11.90
6.67

No. of
Options
475,900
44,000
(174,750)

Weighted
Average
Exercise
Price
$5.61
9.07
3.86

—

—

(56,850)

6.53

—
147,874

—
7.68

(1,000)
287,300

9.75
7.01

88,574

7.49

196,728

6.66

The total options outstanding at June 30, 2007 had a
weighted average remaining term of 6.76 years and an aggregate intrinsic value of $1,923 based upon the closing price
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of the Company’s common stock on June 29, 2007. The options exercisable at June 30, 2007 had a weighted average
remaining term of 6.08 years and an aggregate intrinsic value
of $1,168, based upon the closing price of the Company’s
common stock on June 29, 2007.
The following is a summary of the assumptions used and
the weighted average grant-date fair value of the stock options granted during the fiscal years ended June 30, 2007,
2006 and 2005:

Expected volatility
Expected term (years)
Risk free interest rate
Dividend yield
Weighted average
grant date fair value

2007
44.5%
4.92
5.11%
—

2006
47.7%–52.6%
4.05–5.66
4.12%–4.63%
—

$5.45

2005
36.8%–46.4%
5.00
4.00%
—

$4.04

$2.88

A summary of the stock options exercised during the fiscal years ended June 30, 2007, 2006 and 2005 is presented
below:
2007
$998
294
943

Total cash received
Income tax benefits
Total intrinsic value of options exercised

2006
$674
306
899

2005
$140
43
195

A summary of the status of the Company’s unvested stock
options and changes during the fiscal years ended June 30,
2007 and 2006 is presented below:
2007

Unvested at
beginning of
period
New grants
Vested
Forfeited
Unvested at end
of period

2006

No. of
Options

Weighted
Average
Grant Date
Fair Value

No. of
Options

Weighted
Average
Grant Date
Fair Value

90,572
—
(31,272)
—

$3.38
—
3.30
—

140,200
36,000
(28,778)
(56,850)

$2.99
3.94
3.00
2.97

59,300

3.41

90,572

3.38

The total fair value of stock options vested during the fiscal
years ended June 30, 2007, 2006 and 2005 was $103, $86,
and $214, respectively.
As of June 30, 2007, the total remaining unrecognized
compensation cost related to unvested stock options was
$151. The weighted average remaining requisite service period of the unvested stock options was 1.15 years.
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A summary of the restricted stock award activity under the
plans for the fiscal years ended June 30, 2007 and 2006 is
as follows:

Balance at July 1
New grants
Vested
Forfeited
Balance at June 30

2007
Weighted
Average
No. of Grant Date
Shares
Fair Value
20,000
$ 8.53
22,600
14.58
(5,000)
8.53
—
—
37,600
12.17

No. of
Shares
—
20,000
—
—
20,000

2006
Weighted
Average
Grant Date
Fair Value
$ —
8.53
—
—
8.53

As of June 30, 2007, the total remaining unrecognized compensation cost related to unvested stock awards was $399.
The weighted average remaining requisite service period of
the unvested stock awards was 1.82 years.

Stock Award Plans
3.93

GANNETT CO., INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Stock-Based Employee Compensation
Prior to Dec. 26, 2005, the company accounted for stockbased compensation using the intrinsic value-based method
in accordance with Accounting Principles Board Opinion No.
25 (APB No. 25), “Accounting for Stock Issued to Employees.” Under APB No. 25, the company generally did not
recognize stock-based compensation for stock options in
its statements of income, because the options granted had
an exercise price equal to the market value of the underlying common stock on the date of grant. As permitted, the
company elected to adopt the disclosure-only provisions of
Statement of Financial Accounting Standards No. 123 (SFAS
No. 123), “Accounting for Stock-Based Compensation.” Under those provisions, the company disclosed in the notes to
its financial statements what the effect would have been on
its results of operations and related per share amounts had
compensation costs for the company’s stock options been
recorded based on the fair value at grant date.
Effective Dec. 26, 2005, the first day of its 2006 fiscal year,
the company adopted the fair value recognition provisions
of SFAS No. 123(R), “Share-Based Payments,” using the
modified prospective transition method. Under this transition
method, stock-based compensation costs recognized in the
income statement beginning in 2006 include (a) compensation expense for all unvested stock-based awards that were
granted through Dec. 25, 2005, based on the grant date fair
value estimated in accordance with the original provisions of
SFAS No. 123 and (b) compensation expense for all sharebased payments granted after Dec. 25, 2005, based on grant
date fair value estimated in accordance with the provisions of
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SFAS No. 123(R). The company’s stock option awards generally have graded vesting terms and the company recognizes
compensation expense for these options on a straight-line
basis over the requisite service period for the entire award
(generally four years). See Note 10 for further discussion.
The company also grants restricted stock or restricted
stock units to employees and members of its Board of Directors as a form of compensation. The expense for such
awards is based on the grant date fair value of the award and
is recognized on a straight-line basis over the requisite service period, which is generally the four-year incentive period.
Note 10 (In Part): Shareholders’ Equity
Equity Based Awards
In May 2001, the company’s shareholders approved the
adoption of the Omnibus Incentive Compensation Plan (the
Plan), which replaced the 1978 Long-Term Executive Incentive Plan (1978 Plan). The Plan, as amended, is administered
by the Executive Compensation Committee of the Board of
Directors and provides for the issuance of up to 32.5 million
shares of company common stock for awards granted on
or after May 7, 2001. No more than 5,000,000 of the authorized shares may be granted in the aggregate in the form of
Restricted Stock, Performance Shares and/or Performance
Units. The Plan provides for the granting of stock options,
stock appreciation rights, restricted stock and other equitybased and cash-based awards. Awards may be granted to
employees of the company and members of the Board of Directors. The Plan provides that shares of common stock subject to awards granted become available again for issuance
if such awards are canceled or forfeited.
Stock options may be granted as either non-qualified stock
options or incentive stock options. Options are granted to
purchase common stock of the company at not less than
100% of the fair market value on the day of grant. Options
are exercisable at such times and subject to such terms and
conditions as the Executive Compensation Committee determines. The Plan restricts the granting of options to any
participant in any fiscal year to no more than 1,000,000
shares. Options issued from 1996 through November 2004
have a 10-year exercise period, and options issued in December 2004 and thereafter have an eight-year exercise period. Options generally become exercisable at 25% per year
after a one-year waiting period. On Oct. 26, 2005, however,
the company amended certain option award agreements to
accelerate vesting for options for which the exercise price
was substantially above the then-current market price. The
options affected by acceleration of vesting were principally
comprised of the entire grant made on Dec. 10, 2004.
Restricted Stock is an award of common stock that is subject to restrictions and such other terms and conditions as
the Executive Compensation Committee determines. These
rights entitle an employee to receive one share of common
stock at the end of a four-year incentive period conditioned
on continued employment. Under the Plan, no more than
500,000 restricted shares may be granted to any participant
in any fiscal year. No restricted stock awards were issued
from July 2000 to December 2004, and all previously granted
awards matured and were settled in 2003.
The Executive Compensation Committee may grant other
types of awards that are valued in whole or in part by reference to or that are otherwise based on fair market value of the
company’s common stock or other criteria established by the
Executive Compensation Committee and the achievement of
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in accordance with Accounting Principles Board Opinion
No. 25 (APB No. 25), “Accounting for Stock Issued to Employees.” Under APB No. 25, the company generally did not
recognize stock-based compensation for stock options in
its statements of income because the options granted had
an exercise price equal to the market value of the underlying common stock on the date of grant. As permitted, the
company elected to adopt the disclosure-only provisions of
Statement of Financial Accounting Standards No. 123 (SFAS
No. 123), “Accounting for Stock-Based Compensation.” Under those provisions, the company disclosed in the notes to
its financial statements what the effect would have been on
its results of operations had compensation costs for stock
options been determined based on the fair value at grant
date.
The following table illustrates what the effect would have
been on its results of operations for 2005 had compensation
costs for stock options been determined based on the fair
value at grant date:

performance goals. The maximum aggregate grant of performance shares that may be awarded to any participant in
any fiscal year shall not exceed 500,000 shares of common
stock. The maximum aggregate amount of performance units
or cash-based awards that may be awarded to any participant in any fiscal year shall not exceed $10,000,000.
In the event of a change in control as defined in the Plan,
(1) all outstanding options will become immediately exercisable in full; (2) all restricted periods and restrictions imposed on non-performance based restricted stock awards
will lapse; and (3) target payment opportunities attainable under all outstanding awards of performance-based restricted
stock, performance units and performance shares will be
paid on a prorated basis as specified in the Plan.
Stock Based Compensation
Prior to Dec. 26, 2005, the company accounted for stockbased compensation using the intrinsic value-based method

(In thousands of dollars, except per
share amounts)
2005
Net income
Net income per share
Basic
Diluted

As Reported Under
APB 25

Impact of Stock-Option
Compensation Expense,
Net of Tax

Accounted for Under
SFAS No. 123

$1,244,654

$(87,781)

$1,156,873

$
$

$ (0.36)
$ (0.37)

$
$

Effective the first day of its 2006 fiscal year, the company adopted the fair value recognition provisions of SFAS
No. 123(R), “Share-Based Payments,” using the modified
prospective transition method. Under this transition method,
stock-based compensation cost recognized in the income
statement for 2006 and 2007, includes (a) expense for all unvested stock-based awards that were granted prior to Dec.
25, 2005, based on the grant date fair value estimated in accordance with the original provisions of SFAS No. 123 and
(b) expense for all share-based payments granted on or after
Dec. 25, 2005, based on grant date fair value estimated in
accordance with the provisions of SFAS No. 123(R).
Determining Fair Value
Valuation and Amortization Method
The company determines the fair value of stock options using the Black-Scholes option-pricing formula. Key inputs into
this formula include expected term, expected volatility, expected dividend yield and the risk-free rate. Each assumption is discussed below. This fair value is amortized on a
straight-line basis over the requisite service periods of the
awards, which is generally the four-year vesting period.
Expected Term
The expected term represents the period that the company’s stock-based awards are expected to be outstanding,
and is determined based on historical experience of similar awards, giving consideration to contractual terms of the
awards, vesting schedules and expectations of future employee behavior.
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5.08
5.05

4.72
4.68

Expected Volatility
The fair value of stock-based awards reflects a volatility factor
calculated using historical market data for the company’s
common stock. The time frame used is 36 months prior to
the grant date for awards prior to 2006, and 54 months for
awards in 2006 and 2007.
Expected Dividend
The dividend assumption is based on the company’s current
expectations about its dividend policy.
Risk-Free Interest Rate
The company bases the risk-free interest rate on the yield to
maturity at the time of the stock option grant on zero-coupon
U.S. government bonds having a remaining life equal to the
option’s expected life.
Estimated Forfeitures
When estimating forfeitures, the company considers voluntary termination behavior as well as analysis of actual option
forfeitures.

P1: JyD
ACPA050-03-P02a

AICPA

AICPA-xml-v1.cls

October 18, 2008

11:13

381

Section 3: Income Statement

The following assumptions were used to estimate the fair
value of option awards:
2007
4.5 yrs.
16.77–17.80%
17.35%
3.51–4.52%
2.07–4.20%
2.97%

Average expected term
Expected volatility
Weighted average volatility
Risk-free interest rates
Expected dividend yield
Weighted average expected dividend
For 2007, the company recorded stock-based compensation
expense of $29.1 million, comprising $21.2 million for stock
options and $7.9 million for restricted stock. The tax benefit
for stock compensation was $11.0 million. On an after-tax
basis, total non-cash share based compensation expense
was $18.1 million or $0.08 per share.
During 2006, the company recorded stock-based compensation expense of $47.0 million, comprising $39.2 million
for stock options and $7.8 million for restricted stock. The
tax benefit for stock compensation was $17.9 million. On an
after-tax basis, total non-cash share based compensation
expense was $29.1 million or $0.12 per share.
As of Dec. 30, 2007, there was $23.7 million of unrecognized compensation cost related to non-vested share-based
compensation for options. Such amount will be adjusted for
future changes in estimated forfeitures. Unrecognized compensation cost for options will be recognized on a straightline basis over a weighted average period of 2.4 years.

Stock Option Activity
2007
Outstanding at beginning of year
Granted
Exercised
Canceled/Expired
Outstanding at end of year
Options exercisable at year end
Weighted average grant date fair value of options
granted during the year
2006
Outstanding at beginning of year
Granted
Exercised
Canceled/Expired
Outstanding at end of year
Options exercisable at year end
Weighted average grant date fair value of options
granted during the year
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2006
4.5 yrs.
11.46–22.0%
19.32%
4.32–4.84%
1.30–2.07%
2.01%

2005
6 yrs.
11.46–13.62%
11.59%
3.71–4.32%
1.24–1.30%
1.29%

During 2007, options for 216,864 shares of common stock
were exercised from which the company received $12.0 million of cash. The intrinsic value of the options exercised was
approximately $1.1 million. The actual tax benefit realized
from the option exercises was $0.4 million.
During 2006, options for 620,091 shares of common stock
were exercised from which the company received $27.3 million of cash. The intrinsic value of the options exercised was
approximately $8.8 million. The actual tax benefit realized
from the option exercises was $3.3 million.
Option exercises are satisfied through the issuance of
shares from treasury stock.
Prior to the adoption of SFAS No. 123(R), the company
presented all tax benefits for deductions from the exercise
of options as operating cash flows in its statement of cash
flows. SFAS No. 123(R) requires cash flows resulting from
tax deductions which are in excess of the compensation expense recorded for those options (excess tax benefits) to be
classified as a financing cash flow. The amount of such excess tax benefits for 2007 and 2006 were $0.4 million and
$3.3 million, respectively.
A summary of the company’s stock-option awards is presented below:

Shares

Weighted Average
Exercise Price

Weighted Average
Remaining Contractual
Term (In Years)

Aggregate
Intrinsic Value

28,920,680
1,413,526
(216,864)
(2,183,989)
27,933,353
23,867,697

$71.68
50.43
55.58
69.73
$70.88
$73.24

4.8
4.5

$ 1,406,344
—

$71.91
59.56
44.08
74.02
$71.68
$73.48

5.6
5.3

$14,387,000
12,523,000

$8.59
28,913,513
1,770,722
(620,091)
(1,143,464)
28,920,680
24,651,725
$11.82
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Stock Option Activity
2005
Outstanding at beginning of year
Granted
Exercised
Canceled/Expired
Outstanding at end of year
Options exercisable at year end
Weighted average fair value of
options granted during the year
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Shares

Weighted
Average
Exercise Price

27,228,565
3,651,009
(1,208,751)
(757,310)
28,913,513
24,006,749

$72.88
62.28
60.01
79.04
$71.91
$73.41

$11.66

In addition to stock options, the company issues stockbased compensation to employees in the form of restricted
stock units (RSUs), which is an award of common stock subject to certain restrictions. These awards generally entitle employees to receive at the end of a four-year incentive period
one share of common stock for each RSU granted, conditioned on continued employment for the full incentive period. Compensation expense for RSUs is recognized for the
awards that are expected to vest. The expense is based on
the fair value of the awards on the date of grant recognized on
a straight-line basis over the requisite service period, which
is generally the four-year incentive period.
The company has also issued restricted stock to its Board
of Directors. These restricted stock awards generally vest
over three years and expense is recognized on a straightline basis over the three-year vesting period based on the
grant date fair value. During 2007, 2006 and 2005, members
of the Board of Directors were awarded 10,565 shares, 8,954
shares and 6,123 shares, respectively, of restricted stock as
part of their compensation plan. All vested shares will be
issued to directors when leaving the board.
For 2007, the company recorded compensation expense
for restricted stock of $7.9 million and a related tax benefit of
$3.0 million. For 2006, the company recorded compensation
expense for restricted stock of $7.8 million and a related tax
benefit of $3.0 million.
As of Dec. 30, 2007, there was $33.7 million of unrecognized compensation cost related to non-vested restricted
stock. This amount will be adjusted for future changes in estimated forfeitures and recognized on a straight-line basis
over a weighted average period of 3.1 years.
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A summary of restricted stock awards is presented below:

Restricted Stock Activity
2007
Outstanding and unvested at beginning of year
Granted
Settled
Canceled
Outstanding and unvested at end of year
2006
Outstanding and unvested at beginning of year
Granted
Settled
Canceled
Outstanding and unvested at end of year
2005
Outstanding and unvested at beginning of year
Granted
Settled
Canceled
Outstanding and unvested at end of year

Shares

Weighted
Average
Fair
Value

586,900
613,520
(101,558)
(57,640)
1,041,222

$60.49
37.15
48.95
60.01
$47.89

275,409
340,874
(2,826)
(26,557)
586,900

$62.37
59.20
73.81
60.83
$60.49

11,855
271,580
(7,164)
(862)
275,409

$81.12
62.04
79.06
77.79
$62.37

Savings/Investment Plans
3.94

CACI INTERNATIONAL INC. (JUN)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 20. Retirement Savings Plans
401(k) Plan
The Company maintains a defined contribution plan under Section 401(k) of the Internal Revenue Code, the CACI
$MART Plan (the 401(k) Plan). Through December 31, 2004,
employees could contribute up to 25 percent (subject to
certain statutory limitations) of their total cash compensation. Beginning January 1, 2005, the deferred contribution
limit, while still subject to statutory limits, was increased to
75 percent of cash compensation. The Company provides
matching contributions equal to 50 percent of the amount of
salary deferral employees elect, up to 6 percent of each employee’s total calendar year cash compensation, as defined.
The Company may also make discretionary profit sharing
contributions to the 401(k) Plan. Employee contributions vest
immediately. Employer contributions vest in full after three
years of employment.
Total Company contributions to the 401(k) Plan for the
years ended June 30, 2007, 2006 and 2005 were $17.6 million, $15.0 million and $14.2 million, respectively. The increase in Company contributions during the years ended
June 30, 2007 and 2006 are due primarily to the higher number of employees joining the Company from businesses acquired in recent years.
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Supplemental Retirement Savings Plan
The Company administers the CACI International Inc Group
Executive Retirement Plan (the Supplemental Savings Plan)
through which, on a calendar year basis, officers at the vice
president level and above can elect to defer for contribution
to the Supplemental Savings Plan up to 50 percent of their
base compensation, and up to 100 percent of their bonus and
commissions. The Company provides a matching contribution of 5 percent of compensation for each participant’s compensation that exceeds the limit as set forth in IRC 401(a)(17)
(currently$225,000 per year). The Company also has the option to make annual discretionary contributions. Company
contributions vest over a 5-year period, and vesting is accelerated in the event of a change of control of the Company. Participant deferrals and Company contributions will
be credited with the rate of return based on the investment
options and asset allocations selected by the Participant.
Participants may change their asset allocation as often as
daily, if they so chose. A rabbi trust has been established to
hold and provide a measure of security for the investments
that finance benefit payments. Distributions from the Plan are
made upon retirement, termination, death, or total disability.
Supplemental Savings Plan obligations due to participants
totaled $42.5 million at June 30, 2007, of which $4.7 million
is included in other accrued expenses in the accompanying consolidated balance sheet. Supplemental Savings Plan
obligations increased by $9.2 million during the year ended
June 30, 2007, consisting of participant compensation deferrals of $5.7 million, investment gains of $5.4 million and
Company contributions of $0.4 million, offset by $2.3 million
of distributions.
The Company maintains investment assets in a Rabbi Trust
to offset the obligations under the Supplemental Savings
Plan. The value of the investments in the Rabbi Trust was
$40.5 million at June 30, 2007. Investment gains were $5.1
million for the year ended June 30, 2007.
Contribution expense for the Supplemental Savings Plan
during the years ended June 30, 2007, 2006, and 2005, was
$0.4 million, $0.4 million, and $0.6 million, respectively.
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repurchased by Autodesk during the prior fiscal year. Under
the ESP Plan, the Company issues shares on March 31 and
September 30 of each fiscal year. The provisions of this plan
expire during fiscal 2018.
On August 17, 2006, Autodesk disclosed that the Audit
Committee of the Board of Directors was conducting a voluntary review of Autodesk’s historical stock option granting
practices and related accounting issues. Due to this review,
Autodesk was not current with its reporting obligations under the Securities Exchange Act of 1934 until June 2007, and
suspended contributions and purchases under the ESP Plan
during the third quarter of fiscal 2007 and the first quarter
of fiscal 2008. On September 18, 2006, Autodesk’s Board of
Directors approved an amendment to the Company’s ESP
Plan which provided for active participant employees at the
time of the suspension to become automatically enrolled in
the next offering period, unless they elected not to participate. The Board of Directors also approved a one-time cash
bonus of $8.8 million to non-executive employees enrolled in
the ESP Plan at that date. This bonus approximated the profits employee participants would have made on the scheduled
September 30, 2006 exercise date, had the purchases been
made and the shares been sold on the next trading day at
close of market, and was expensed as additional compensation expense at the time it was paid. On March 22, 2007, Autodesk’s Board of Directors approved an amendment, which
superseded the September 18, 2006 amendment, which provided for active participant employees at the time of the suspension to become automatically enrolled in the next offering
period ending in September 2007, unless they elected not to
participate. In June 2007 the Company became current with
its financial filings and resumed employee contributions to
the ESP Plan.
Autodesk issued 0.8 million shares at an average price of
$28.96 per share in fiscal 2008, 0.8 million shares at an average price of $22.46 per share in fiscal 2007, and 1.9 million
shares at an average price of $17.99 per share in fiscal 2006.
The weighted average grant date fair value of awards granted
under the ESP Plan during fiscal 2008, 2007 and 2006, calculated as of the award grant date using the Black-ScholesMerton option pricing model, was $16.77, $12.21 and $14.36
per share respectively.

Stock Purchase Plans
3.95

AUTODESK, INC. (JAN)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 2 (In Part): Employee and Director Benefit Plans
1998 Employee Qualified Stock Purchase Plan
Under Autodesk’s ESP Plan, which was approved by stockholders in 1998, eligible employees may purchase shares
of Autodesk’s common stock at their discretion using up to
15% of their compensation subject to certain limitations, at
not less than 85% of fair market value as defined in the plan
agreement. At January 31, 2008, a total of 22.1 million shares
were available for future issuance. This amount will automatically be increased on the first trading day of each fiscal year
by an amount equal to the lesser of 10.0 million shares or
2.0% of the total of (1) outstanding shares plus (2) any shares

AICPA Accounting Trends & Techniques

Deferred Compensation Plans
3.96

SYNNEX CORPORATION (NOV)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 11. Deferred Compensation Plan
The Company has a deferred compensation plan for certain
directors and officers. The plan is designed to permit eligible officers and directors to accumulate additional income
through a nonqualified deferred compensation plan that enables the officer or director to make elective deferrals of
compensation to which he or she will become entitled in the
future.
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An account is maintained for each participant for the purpose of recording the current value of his or her elective
contributions, including earnings credited thereto. The participant may designate one or more investments as the measure of investment return on the participant’s account. The
participant’s account is adjusted monthly to reflect earnings
and losses on the participant’s designated investments.
The amount credited to the participant’s account will be
distributed as soon as practicable after the earlier of the participant’s termination of employment or attainment of age
sixty-five. The distribution of benefits to the participant will
be made in accordance with the election made by the participant in a lump sum or in equal monthly or annual installments
over a period not to exceed fifteen years.
In the event the participant requests an early distribution
other than a hardship distribution, a 10% withdrawal penalty
will be levied. Such distribution will be in the form of a lump
sum cash payment.
As of November 30, 2007 and 2006, the deferred compensation liability balance was $19,140 and $18,425, respectively. Of the balances deferred, $17,115 and $13,153 have
been invested in equity securities, hedge funds and private
equity funds at November 30, 2007 and 2006, respectively.
The Company has recorded gains in “Other income (expense), net” on the trading securities of $161, $1,082 and
$1,597 for the years ended November 30, 2007, 2006 and
2005, respectively. An amount equal to these gains has been
charged to selling, general and administrative expenses, relating to the deferred compensation.

Employee Stock Ownership Plans
3.97

THE STANLEY WORKS (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
M (In Part): Employee Benefit Plans
Employee Stock Ownership Plan (“ESOP”)
Substantially all U.S. employees may contribute from 1% to
15% of their eligible compensation to a tax-deferred 401(k)
savings plan, subject to restrictions under tax laws. Employees generally direct the investment of their own contributions
into various investment funds. An employer match benefit
is provided under the plan equal to one-half of each employee’s tax-deferred contribution up to the first 7% of their
compensation. Effective January 1, 2007, participants direct
the entire employer match benefit such that no participant
is required to hold the Company’s common stock in their
401(k) account. Prior to January 1, 2007, half of the employer
match benefit was invested in the Company’s common stock
while the investment of the other half was directed by the employee. The employer match benefit totaled $8.4 million, $7.9
million and $8.3 million, in 2007, 2006 and 2005, respectively.
In addition, approximately 4,200 U.S. salaried and nonunion hourly employees receive a non-contributory benefit
under the Cornerstone plan. Cornerstone benefit allocations
range from 3% to 9% of eligible employee compensation
based on age. Approximately 1,400 U.S. employees receive
an additional average 1.7% contribution actuarially designed
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to replace previously curtailed pension benefits. Allocations
for benefits earned under the Cornerstone plan were $13.8
million in 2007, $13.2 million in 2006, and $12.3 million in
2005. Assets held in participant Cornerstone accounts are
invested in a broad-based U.S. equity security index fund
and U.S. government bonds.
Shares of the Company’s common stock held by the ESOP
were purchased with the proceeds of external borrowings in
1989 and borrowings from the Company in 1991 (‘‘1991 internal loan’’). The external ESOP borrowings are guaranteed
by the Company and are included in long-term debt. Shareowners’ equity reflects a reduction equal to the cost basis
of unearned (unallocated) shares purchased with the internal
and the external borrowings.
The Company accounts for the ESOP under Statement
of Position (‘‘SOP’’) 76-3, “Accounting Practices for Certain Employee Stock Ownership Plans”, as affected by the
Emerging Issues Task Force (“EITF”) 89-8, “Expense Recognition for Employee Stock Ownership Plans.” Net ESOP activity recognized is comprised of the cost basis of shares
released, the cost of the aforementioned Cornerstone and
401(k) match defined contribution benefits, interest expense
on the external 1989 borrowing, less the fair value of shares
released and dividends on unallocated ESOP shares. Net
ESOP expense was $1.6 million in 2007, $2.4 million in
2006 and $2.1 million in 2005. ESOP expense is affected
by the market value of the Company’s common stock on the
monthly dates when shares are released. The market value of
shares released averaged $56.04 per share in 2007, $49.28
per share in 2006 and $46.41 in 2005.
Unallocated shares are released from the trust based on
current period debt principal and interest payments as a percentage of total future debt principal and interest payments.
Dividends on both allocated and unallocated shares may be
used for debt service and to credit participant accounts for
dividends earned on allocated shares. Dividends paid on the
shares acquired with the 1991 internal loan were used solely
to pay internal loan debt service in all periods. Dividends on
ESOP shares, which are charged to shareowners’ equity as
declared, were $11.0 million in 2007, $11.7 million in 2006
and $12.1 million in 2005. Dividends on ESOP shares were
utilized entirely for debt service in all years. Interest costs incurred by the ESOP on the 1989 external debt in 2007, 2006
and 2005 were $0.3 million, $0.3 million and $0.4 million, respectively. Interest costs incurred by the ESOP on the 1991
internal loan, which have no earnings impact, were $8.7 million, $9.2 million and $9.5 million for 2007, 2006, and 2005, respectively. Both allocated and unallocated ESOP shares are
treated as outstanding for purposes of computing earnings
per share. As of December 29, 2007, the number of ESOP
shares allocated to participant accounts was 3,609,681 and
the number of unallocated shares was 5,071,968. At December 29, 2007, there were 32,053 released shares in the
ESOP trust holding account pending allocation. The Company made cash contributions to the ESOP totaling $11.7
million in 2007, $11.2 million in 2006 and $13.3 million in
2005.
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Profit Sharing Plans
3.98

CA, INC. (MAR)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 11. Profit-Sharing Plan
The Company maintains a defined contribution plan, the CA,
Inc. Savings Harvest Plan (CASH Plan), for the benefit of the
U.S. employees of the Company. The CASH Plan is intended
to be a qualified plan under Section 401(a) of the Internal
Revenue Code of 1986 (the Code), and contains a qualified
cash or deferred arrangement as described under Section
401(k) of the Code. Pursuant to the CASH Plan, eligible participants may elect to contribute a percentage of their base
compensation. The matching contributions of CA Stock to
the CASH Plan totaled approximately $13 million for the fiscal year ended March 31, 2007, approximately $13 million
for the fiscal year ended March 31, 2006 and, excluding the
discontinued operations of ACCPAC, totaled approximately
$12 million for the fiscal year ended March 31, 2005. In addition, the Company may make discretionary contributions to
the CASH Plan. Charges for the discretionary contributions
to the CASH plan totaled approximately $24 million, $0 and
$15 million (excluding the discontinued operations of ACCPAC) for the fiscal years ended March 31, 2007, 2006 and
2005, respectively.
The Company made contributions to international retirement plans of $21 million, $20 million, and $23 million in
the fiscal years ended March 31, 2007, 2006, and 2005,
respectively.

Incentive Compensation Plans
3.99

ALLIED WASTE INDUSTRIES, INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
10 (In Part): Employee Benefit Plans
Incentive Plans
Effective January 1, 2003, the Management Development/
Compensation Committee of the Board of Directors granted
new long-term performance incentive awards under the
Long-Term Incentive Plan (LTIP) to key members of management for the fiscal 2003–2004 and 2003–2005 performance
periods. In 2004, incentive goals and awards were established for the 2004–2006 performance period. On February 17, 2005, incentive goals and awards were established for the 2005–2007 performance period. Such awards
were intended to provide continuing emphasis on specified performance goals that the Management Development/
Compensation Committee considered to be important contributors to long-term stockholder value.
The awards are payable only if we achieve specified performance goals. The performance goals set by the Management Development/Compensation Committee may be
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based upon the metrics reflecting one or more of the following business measurements: earnings, cash flow, revenues, financial return ratios, debt reduction, risk management, customer satisfaction and total stockholder returns,
any of which may be measured either in absolute terms or as
compared with another company or companies or with prior
periods. Under certain circumstances, the Management Development/Compensation Committee has the discretion to
adjust the performance goals that are set for a performance
period.
We record an accrual for the award to be paid in the period earned based on anticipated achievement of the performance goals. All awards are forfeited if the participant voluntarily terminates employment or is discharged for “cause”
(as defined in the LTIP).
No awards were payable for the fiscal 2003–2005 or 2004–
2006 performance periods. We had accrued $10.9 million and
$6.2 million at December 31, 2007 and 2006, respectively, for
awards relating to the fiscal 2005–2007 performance period.
We also provide our employees with the management incentive plan, under which certain performance metrics such
as earnings before interest, tax, depreciation and amortization, return on invested capital and free cash flow are established annually. Incentive awards are generally payable in
cash. Further, starting in 2007, participants can elect to convert up to 40% of the value of their cash awards into restricted
stock units. Participants who make such election also receive a 50% matching contribution in restricted stock units
from our company. Cash incentive compensation accruals at
December 31, 2007 and 2006 were $35.5 million and $39.8
million, respectively. Additionally, the incentive compensation
accrual associated with restricted stock units at December
31, 2007 was $7.8 million.

Phantom Stock
3.100

YUM! BRANDS, INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 2 (In Part): Summary of Significant Accounting Policies
Share-Based Employee Compensation
We account for share-based employee compensation in accordance with SFAS No. 123 (Revised 2004), “Share-Based
Payment” (“SFAS 123R”). SFAS 123R requires all sharebased payments to employees, including grants of employee
stock options and stock appreciation rights (“SARs”), to be
recognized in the financial statements as compensation cost
over the service period based on their fair value on the date
of grant. Compensation cost is recognized over the service
period on a straight-line basis for the fair value of awards that
actually vest.
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Note 18 (In Part): Other Compensation
and Benefit Programs
Executive Income Deferral Program (the “EID Plan”)
The EID Plan allows participants to defer receipt of a portion of their annual salary and all or a portion of their incentive compensation. As defined by the EID Plan, we credit
the amounts deferred with earnings based on the investment
options selected by the participants. These investment options are limited to cash, phantom shares of our Common
Stock, phantom shares of a Stock Index Fund and phantom shares of a Bond Index Fund. Additionally, the EID Plan
allows participants to defer incentive compensation to purchase phantom shares of our Common Stock at a 25% discount from the average market price at the date of deferral
(the “Discount Stock Account”). Deferrals to the Discount
Stock Account are similar to a restricted stock unit award in
that participants will generally forfeit both the discount and
incentive compensation amounts deferred to the Discount
Stock Account if they voluntarily separate from employment
during a vesting period that is two years. We expense the
intrinsic value of the discount and, beginning in 2006, the incentive compensation over the requisite service period which
includes the vesting period. Investments in cash, the Stock
Index fund and the Bond Index fund will be distributed in
cash at a date as elected by the employee and therefore are
classified as a liability on our Consolidated Balance Sheets.
We recognize compensation expense for the appreciation
or depreciation of these investments. As investments in the
phantom shares of our Common Stock can only be settled
in shares of our Common Stock, we do not recognize compensation expense for the appreciation or the depreciation, if
any, of these investments. Deferrals into the phantom shares
of our Common Stock are credited to the Common Stock
Account.
As of December 29, 2007, total deferrals to phantom
shares of our Common Stock within the EID Plan totaled
approximately 6.1 million shares. We recognized compensation expense of $9 million, $8 million and $4 million, including
discount amortization of $5 million, $5 million and $4 million,
in 2007, 2006 and 2005, respectively, for the EID Plan. These
expense amounts do not include the salary or bonus actually
deferred into Common Stock of $15 million, $17 million and
$13 million in 2007, 2006 and 2005, respectively.

DEPRECIATION EXPENSE
3.101 Paragraph 5 of APB Opinion No. 12, Omnibus
Opinion—1967, stipulates that both the amount of depreciation expense and method or methods of depreciation should
be disclosed in the financial statements or in notes thereto.
Paragraph 5 of Accounting Research Bulletin (ARB) No. 43,
Chapter 9C, Emergency Facilities: Depreciation, Amortization, and Income Taxes, defines depreciation accounting (the
process of allocating the cost of productive facilities over the
expected useful lives of the facilities) as a “system of accounting which aims to distribute the cost or other basic
value of tangible capital assets, less salvage (if any), over
the estimated useful life of the unit (which may be a group of
assets) in a systematic and rational manner. It is a process of
allocation, not of valuation.”

ATT-SEC 3.101

3.102 Under APB No. 20, Accounting Changes, a change
in depreciation method for previously recorded assets, such
as from double declining balance method to straight line
method, is accounted for as a change in accounting principle. Effective for fiscal years beginning after December 15,
2005 with early adoption permitted, SFAS No. 154, Accounting Changes and Error Corrections, replaces APB No. 20
and changes the requirements for the accounting for and
reporting of certain accounting changes including a change
in depreciation method. SFAS No. 154 requires that a change
in depreciation, amortization, or depletion method for longlived, non-financial assets be accounted for as a change
in accounting estimate effected by a change in accounting
principle. Changes in accounting estimate are accounted for
prospectively, not retrospectively as is required for changes
in accounting principle.
3.103 Table 3-14 summarizes the methods of depreciation
used to allocate the cost of productive facilities. Examples of
depreciation expense disclosures follow.
3.104
TABLE 3-14: DEPRECIATION METHODS

Straight-line .....................................
Declining-balance............................
Sum-of-the-years’-digits..................
Accelerated method—not
specified.......................................
Units-of-production..........................
Group/composite.............................

Number of Companies
2007
2006
2005
2004
594
592
592
586
13
16
14
16
4
5
4
6
24
20
11

27
23
9

30
24
10

32
22
8
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Straight-Line Method
3.105

ANALOGIC CORPORATION (JUL)
Consolidated Statements of Cash Flows
(In thousands)
Operating activities:
Income from continuing operations
Adjustments to reconcile net income to net cash provided by operating activities:
Deferred income taxes
Depreciation and amortization
Cumulative effect of change on accounting principle
Allowance for doubtful accounts and notes receivable
Gain on sale of BIR
Net (gain) loss on sale of SKY assets and property, plant, and equipment
Equity loss (gain) in unconsolidated affiliates
Equity loss in unconsolidated affiliates classified as research and product
development expense
Restructuring and asset impairment charges
Gain on sale of Cedara investment
Share-based compensation expense
Excess tax benefit from share-based compensation

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands)
1 (In Part): Summary of Significant Accounting Policies
Property, Plant, and Equipment
Property, plant, and equipment is recorded at cost and depreciated using the straight-line method over their estimated
useful lives. Leasehold improvements are amortized over the
shorter of their estimated useful lives or the term of the respective leases or the life of the improvements. Upon retirement or disposal, the cost of the asset disposed of and the
related accumulated depreciation are removed from the accounts and any gain or loss is reflected in the Company’s
Statements of Operations. Expenditures for maintenance
and repairs are charged to expense when incurred while the
costs of significant improvements, which extend the life of
the underlying asset, are capitalized.
The annual provisions for depreciation and amortization
have been computed in accordance with the following ranges
of estimated useful lives:
Buildings
Manufacturing equipment
Furniture, fixtures, and
computer equipment
Leasehold improvements
Motor vehicles

35 to 40 years
4 to 7 years
3 to 8 years
shorter of useful life or
the lease term
3 to 5 years

2007

2006

2005

$15,380

$ 4,720

$ 34,659

(2,806)
14,565
—
450
(4,036)
(80)
667

(7,405)
16,356
(120)
(116)
—
(14)
787

(5,671)
16,656
—
371
—
95
(283)

—
9,705
—
1,713
(477)

—
14,876
—
3,494
(363)

759
3,000
(43,829)
1,915
—

impaired, the impairment to be recognized in earnings equals
the amount by which the carrying value of the assets exceeds
their fair market value determined by either a quoted market
price, if any, or a value determined by utilizing a discounted
cash flow technique. If such assets are not impaired, but their
useful lives have decreased, the remaining net book value is
amortized over the revised useful life.
Property, plant, and equipment consisted of the following:
2007
Property, plant, and equipment:
Land and land improvements
Building and improvements
Leasehold and capital lease improvements
Manufacturing equipment
Furniture, fixtures, and computer
equipment
Motor vehicles
Less accumulated depreciation and
amortization

$

6,668
70,858
8,454
109,792

2006
$

6,452
69,235
7,264
112,380

51,009
1,665
248,446

49,630
1,506
246,467

(167,964)
$ 80,482

(164,614)
$ 81,853

Total depreciation of property, plant, and equipment was
$11,766, $11,809 and $12,776 for fiscal years 2007, 2006,
and 2005, respectively. The Company did not capitalize any
interest in fiscal years 2007, 2006, or 2005.

The Company reviews property, plant, and equipment for
impairment whenever events or changes in circumstances
indicate that the carrying amount of assets may not be recoverable. Recoverability of these assets is measured by comparison of their carrying amount to the future undiscounted
cash flows the assets are expected to generate over their remaining economic lives. If such assets are considered to be
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3.106

RYDER SYSTEM, INC. (DEC)
(In thousands)
Revenue
Operating expense (exclusive of items shown separately)
Salaries and employee-related costs
Subcontracted transportation
Depreciation expense
Gains on vehicle sales, net
Equipment rental
Interest expense
Miscellaneous income, net
Restructuring and other charges, net

2007
$6,565,995
2,776,999
1,410,388
950,500
815,962
(44,094)
93,337
160,074
(15,904)
13,269
6,160,531
$ 405,464

Earnings from continuing operations before income taxes

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Revenue Earning Equipment, Operating Property
and Equipment, and Depreciation
Revenue earning equipment, comprised of vehicles, and operating property and equipment are stated at cost inclusive
of vendor rebates. Revenue earning equipment and operating property and equipment under capital lease are stated at
the lower of the present value of minimum lease payments or
fair value. Vehicle repairs and maintenance that extend the
life or increase the value of a vehicle are capitalized, whereas
ordinary maintenance and repairs are expensed as incurred.
The cost of vehicle replacement tires and tire repairs are expensed as incurred. Direct costs incurred in connection with
developing or obtaining internal-use software are capitalized.
Costs incurred during the preliminary software development
project stage, as well as maintenance and training costs, are
expensed as incurred.
Leasehold improvements are depreciated over the shorter
of their estimated useful lives or the term of the related lease,
which may include one or more option renewal periods where
failure to exercise such options would result in an economic
penalty in such amount that renewal appears, at the inception of the lease, to be reasonably assured. During the term
of the lease, if a substantial additional investment is made
in a leased property, we re-evaluate our definition of lease
term to determine whether the investment, together with any

2006
$6,306,643
2,735,752
1,397,391
865,475
743,288
(50,766)
90,137
140,561
(11,732)
3,564
5,913,670
$ 392,973

2005
$5,740,847
2,587,733
1,262,160
638,319
740,415
(47,098)
87,324
120,474
(8,944)
3,376
5,383,759
$ 357,088

penalties related to non-renewal, would constitute an economic penalty in such amount that renewal appears, at the
time of the reevaluation, to be reasonably assured.
Provision for depreciation is computed using the straightline method on all depreciable assets. We periodically review
and adjust, as appropriate, the residual values and useful
lives of revenue earning equipment. Our review of the residual values and useful lives of revenue earning equipment,
is established with a long-term view considering historical
market price changes, current and expected future market
price trends, expected life of vehicles and extent of alternative uses.
We routinely dispose of used revenue earning equipment
as part of our FMS business. Revenue earning equipment
held for sale is stated at the lower of carrying amount or fair
value less costs to sell. For revenue earning equipment held
for sale, we stratify our fleet by vehicle type (tractors, trucks,
trailers), weight class, age and other relevant characteristics
and create classes of similar assets for analysis purposes.
Fair value is determined based upon recent market prices obtained from our own sales experience for sales of each class
of similar assets and vehicle condition. Reductions in the
carrying values of vehicles held for sale are recorded within
“Depreciation expense” in the Consolidated Statements of
Earnings. While we believe our estimates of residual values
and fair values of revenue earning equipment are reasonable, changes to our estimates of values may occur due to
changes in the market for used vehicles, the condition of the
vehicles, and inherent limitations in the estimation process.
Gains and losses on operating property and equipment
sales are reflected in “Miscellaneous income, net.”

8. Revenue Earning Equipment
2007

Full service lease
Commercial rental
Total
(1)

Estimated Useful
Lives
(In years)
3–12
4.5–10

Cost

Accumulated
Depreciation

$5,705,147
1,520,815
$7,225,962

$(2,047,951)
(676,614)
$(2,724,565)

2006
Net Book
Value(1)
Cost
(In thousands)
$3,657,196
$5,755,848
844,201
1,579,360
$4,501,397
$7,335,208

Accumulated
Depreciation

Net Book
Value(1)

$(2,076,328)
(749,548)
$(2,825,876)

$3,679,520
829,812
$4,509,332

Revenue earning equipment, net includes vehicles under capital leases of $19 million, less accumulated amortization of $6 million at
December 31, 2007, and $15 million, less accumulated amortization of $9 million at December 31, 2006. Amortization expense attributed
to vehicles under capital leases is combined with depreciation expense.
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Revenue earning equipment captioned as “full service lease”
and “commercial rental” is differentiated exclusively by the
service line in which the equipment is employed. Two core
service offerings of our FMS business segment are full service leasing and short-term commercial rental. Under a full
service lease, we provide customers with vehicles, maintenance, supplies (including fuel), ancillary services and related
equipment necessary for operation, while our customers exercise control of the related vehicles over the lease term (generally three to seven years for trucks and tractors and up
to ten years for trailers). We also provide short-term rentals,
which tend to be seasonal, to customers to supplement their
fleets during peak business periods.
At the end of 2007, we completed our annual review of the
residual values and useful lives of revenue earning equipment. The adjustment to the 2008 depreciation policy is not
significant. At the end of 2006 and 2005, we completed our
annual depreciation review of the residual values and useful
lives of our revenue earning equipment. Based on the results
of our analysis, we adjusted the residual values of certain
classes of our revenue earning equipment effective January
1, 2007 and 2006. These residual value changes increased
pre-tax earnings in 2007 by approximately $11 million compared to 2006 and increased pre-tax earnings in 2006 by
approximately $13 million compared to 2005.
At December 31, 2007 and 2006, the net carrying value of
revenue earning equipment held for sale was $81 million and
$101 million, respectively. Revenue earning equipment held
for sale is stated at the lower of carrying amount or fair value
less costs to sell. During 2007, 2006 and 2005, we reduced
the carrying value of vehicles held for sale by $42 million,
$24 million and $14 million, respectively. Reductions in the
carrying values of vehicles held for sale are recorded within
“Depreciation expense” in the Consolidated Statements of
Earnings.
9. Operating Property and Equipment
Estimated
Useful Lives
Land
Buildings and
improvements
Machinery and equipment
Other
Accumulated depreciation
Total

(In years)
—
10–40
3–10
3–10

2007

2006

(In thousands)
$ 124,537
$ 107,302
619,022
491,632
95,116
1,330,307
(811,579)
$ 518,728

602,534
482,177
85,505
1,277,518
(778,550)
$ 498,968

In September 2007, we completed the sale of a FMS property located in Nevada for $12 million in cash. In conjunction
with this sale, we entered into a lease agreement with the
purchaser to lease back the property until we relocate to another property. The terms of the leaseback met the criteria for
full gain recognition. For the year ended December 31, 2007,
the gain on the sale of the property of $10 million was included in “Miscellaneous income, net” in the accompanying
Consolidated Statements of Earnings.
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Accelerated Methods
3.107

HUBBELL INCORPORATED (DEC)
Consolidated Statement of Cash Flows
(Dollars in millions)
Cash flows from operating activities
Net income
Adjustments to reconcile net income
to net cash provided by operating
activities:
(Gain) Loss on sale of assets
Depreciation and amortization
Deferred income taxes
Non-cash special charges
Stock-based compensation

2007

2006

2005

$208.3

$158.1

$165.1

(0.7)
60.2
(3.7)
—
12.7

0.9
55.4
11.4
3.1
11.8

(5.4)
50.4
6.4
1.9
0.7

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Significant Accounting Policies
Property, Plant, and Equipment
Property, plant, and equipment values are stated at cost less
accumulated depreciation. Maintenance and repair expenditures are charged to expense when incurred. Property, plant
and equipment placed in service prior to January 1, 1999
are depreciated over their estimated useful lives, principally
using accelerated methods. Assets placed in service subsequent to January 1, 1999 are depreciated over their estimated
useful lives, using straight-line methods. Leasehold improvements are amortized over the shorter of their economic lives
or the lease term. Gains and losses arising on the disposal
of property, plant and equipment are included in Operating
Income in the Consolidated Statement of Income.
Note 8. Property, Plant, and Equipment
Property, plant, and equipment, carried at cost, is summarized as follows at December 31 (in millions):

Land
Buildings and improvements
Machinery, tools and equipment
Construction-in-progress
Gross property, plant, and equipment
Less accumulated depreciation
Net property, plant, and equipment

2007
$ 33.2
200.1
579.2
18.7
831.2
(504.1)
$ 327.1

2006
$ 30.9
166.9
526.2
65.7
789.7
(471.2)
$ 318.5

Depreciable lives on buildings range between 20–40 years.
Depreciable lives on machinery, tools, and equipment range
between 3–20 years. The Company recorded depreciation
expense of $43.1 million, $42.3 million and $42.7 million for
2007, 2006 and 2005, respectively.
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3.108

URS CORPORATION (DEC)
Consolidated Statements of Cash Flows
(In thousands)
Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash from operating activities:
Depreciation
Amortization of debt issuance costs
Amortization of intangible assets
Costs incurred for extinguishment of debt
Provision for doubtful accounts
Deferred income taxes
Stock-based compensation
Excess tax benefits from stock-based compensation
Minority interest in net income of consolidated subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Accounting Policies
Property and Equipment
Property and equipment are stated at cost. In the year assets
are retired or otherwise disposed of, the costs and related
accumulated depreciation are removed from the accounts
and any gain or loss on disposal is reflected in the Consolidated Statement of Operations and Comprehensive Income.
Depreciation is provided on the straight-line and the double
declining methods using estimated useful lives less residual value. Leasehold improvements are amortized over the
length of the lease or estimated useful life, whichever is less.
We capitalize our repairs and maintenance that extend the
estimated useful lives of property and equipment; otherwise,
repairs and maintenance are expensed. Whenever events or
changes in circumstances indicate that the carrying amount
of long-lived assets may not be recoverable, we compare the
carrying value to the fair value and recognize the difference
as an impairment loss.
Note 4. Property and Equipment
Property and equipment consisted of the following:
(In thousands)
Equipment
Construction and mining equipment
Furniture and fixtures
Leasehold improvements
Construction in progress
Land and improvements(1)
Accumulated depreciation and
amortization
Property and equipment at cost, net
(1)

2007
$ 294,084
198,883
49,401
59,125
6,553
584
608,630

2006
$ 259,215
12,378
44,328
47,431
8,897
—
372,249

(250,723)
$ 357,907

(209,107)
$ 163,142

We have included a parcel of land held for sale, valued at $13.0
million, in other assets and expect to sell the land within the next
year.

ATT-SEC 3.108

2007

2006

2005

$132,243

$113,012

$82,475

44,826
3,266
7,066
2,897
2,867
69,488
25,061
(8,359)
5,557

36,438
1,821
1,542
162
8,259
(8,708)
18,395
(6,045)
1,244

36,012
3,777
2,536
33,131
10,094
8,721
6,148
—
—

The majority of the property and equipment at cost are
pledged as collateral for our new Senior Credit Facility (“2007
Credit Facility”).
As of December 28, 2007 and December 29, 2006, we had
capitalized internal-use software development costs of $87.4
million and $67.8 million, respectively. We amortize the capitalized software costs using the straight-line method over
estimated useful lives ranging from three to ten years.
Property and equipment was depreciated by using the following estimated useful lives:

Equipment
Construction and mining equipment
Capital leases
Furniture and fixtures
Leasehold improvements(a)
(a)

Estimated Useful Lives
3–10 years
3–20 years
3–10 years
7–10 years
6 months–20 years

Leasehold improvements are amortized over the length of the
lease or estimated useful life, whichever is less.

Our depreciation expense related to property and equipment
for the years ended December 28, 2007, December 29, 2006,
and December 30, 2005 was $44.8 million, $36.4 million, and
$36.0 million, respectively.
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Units-of-Production Method
3.109

EXXON MOBIL CORPORATION (DEC)
Consolidated Statement of Cash Flows
(Millions of dollars)
Cash flows from operating activities
Net income
Accruing to ExxonMobil shareholders
Accruing to minority and preferred
interests
Adjustments for noncash transactions
Depreciation and depletion
Deferred income tax charges/(credits)
Postretirement benefits expense in
excess of/(less than) payments
Other long-term obligation provisions
in excess of/(less than) payments

2007

2006

2005

$40,610

$39,500

$36,130

1,005

1,051

799

12,250
124

11,416
1,717

10,253
(429)

(1,314)

(1,787)

254

1,065

(666)

398

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Accounting Policies
Property, Plant and Equipment (In Part)
Depreciation, depletion and amortization, based on cost less
estimated salvage value of the asset, are primarily determined under either the unit-of-production method or the
straight-line method, which is based on estimated asset
service life taking obsolescence into consideration. Maintenance and repairs, including planned major maintenance, are
expensed as incurred. Major renewals and improvements are
capitalized and the assets replaced are retired.
Interest costs incurred to finance expenditures during the
construction phase of multiyear projects are capitalized as
part of the historical cost of acquiring the constructed assets. The project construction phase commences with the
development of the detailed engineering design and ends
when the constructed assets are ready for their intended use.
Capitalized interest costs are included in property, plant and
equipment and are depreciated over the service life of the
related assets.
The Corporation uses the “successful efforts” method to
account for its exploration and production activities. Under
this method, costs are accumulated on a field-by-field basis with certain exploratory expenditures and exploratory dry
holes being expensed as incurred. Costs of productive wells
and development dry holes are capitalized and amortized on
the unit-of-production method.
The Corporation carries as an asset exploratory well costs
when the well has found a sufficient quantity of reserves to
justify its completion as a producing well and where the Corporation is making sufficient progress assessing the reserves
and the economic and operating viability of the project. Exploratory well costs not meeting these criteria are charged to
expense.
Acquisition costs of proved properties are amortized using a unit-of-production method, computed on the basis of
total proved oil and gas reserves. Significant unproved properties are assessed for impairment individually and valuation allowances against the capitalized costs are recorded
based on the estimated economic chance of success and

AICPA Accounting Trends & Techniques

the length of time that the Corporation expects to hold the
properties. The cost of properties that are not individually
significant are aggregated by groups and amortized over the
average holding period of the properties of the groups. The
valuation allowances are reviewed at least annually. Other
exploratory expenditures, including geophysical costs, other
dry hole costs and annual lease rentals, are expensed as
incurred.
Unit-of-production depreciation is applied to property,
plant and equipment, including capitalized exploratory drilling and development costs, associated with productive depletable extractive properties in the Upstream segment. Unitof-production rates are based on the amount of proved
developed reserves of oil, gas and other minerals that are
estimated to be recoverable from existing facilities using current operating methods. Additional oil and gas to be obtained through the application of improved recovery techniques is included when, or to the extent that, the requisite
commercial-scale facilities have been installed and the required wells have been drilled.
Under the unit-of-production method, oil and gas volumes
are considered produced once they have been measured
through meters at custody transfer or sales transaction points
at the outlet valve on the lease or field storage tank.
Production costs are expensed as incurred. Production involves lifting the oil and gas to the surface and gathering,
treating, field processing and field storage of the oil and gas.
The production function normally terminates at the outlet
valve on the lease or field production storage tank. Production costs are those incurred to operate and maintain the Corporation’s wells and related equipment and facilities. They
become part of the cost of oil and gas produced. These costs,
sometimes referred to as lifting costs, include such items as
labor costs to operate the wells and related equipment; repair
and maintenance costs on the wells and equipment; materials, supplies and energy costs required to operate the wells
and related equipment; and administrative expenses related
to the production activity.
8 (In Part): Property, Plant and Equipment and Asset
Retirement Obligations

(Millions of dollars)
Property, plant and
equipment
Upstream
Downstream
Chemical
Other
Total

2007
Cost

$178,712
65,841
24,081
11,706
$280,340

Net

$ 73,524
30,148
10,071
7,126
$120,869

2006
Cost

$163,087
62,392
22,197
11,608
$259,284

Net

$ 68,410
28,918
9,319
7,040
$113,687

In the Upstream segment, depreciation is on a unit-ofproduction basis, so depreciable life will vary by field. In
the Downstream segment, investments in refinery and lubes
basestock manufacturing facilities are generally depreciated
on a straight-line basis over a 25-year life and service station
buildings and fixed improvements over a 20-year life. In the
Chemical segment, investments in process equipment are
generally depreciated on a straight-line basis over a 20-year
life.
Accumulated depreciation and depletion totaled $159,471
million at the end of 2007 and $145,597 million at the end of
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2006. Interest capitalized in 2007, 2006 and 2005 was $557
million, $530 million and $434 million, respectively.

interest costs incurred during the period of construction of
plants and equipment.
10. Plants, Equipment and Facilities

Composite Method

2007
96.0
318.7
1,537.8
70.1
$2,022.6

Land and land improvements
Buildings
Machinery and equipment
Construction in progress
Plants, equipment and facilities, at cost

3.110

CYTEC INDUSTRIES INC. (DEC)

2006
88.9
288.8
1,451.8
66.0
$1,895.5

$

$

Consolidated Statements of Cash Flow
(Dollars in millions)
Earnings from continuing operations
Non cash items included in earnings
from continuing operations:
Depreciation
Amortization
Share-based compensation
Deferred income taxes
Write-off of acquired in-process
research and development
Amortization of write-up to fair value of
finished goods purchased in
acquisition
Gains on sales of assets
Gain on sale of assets held for sale
Asset impairment charges
Cumulative effect of accounting change
Other

2007
$206.5

2006
$195.2

2005
$58.9

100.9
44.7
12.9
27.2

111.2
41.6
13.4
15.9

110.8
36.5
2.5
(24.3)

—

—

37.0

—
—
(13.6)
1.4
—
1.9

—
—
(75.5)
29.3
1.9
(0.8)

20.8
(1.3)
—
—
—
(2.4)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Currencies in millions)
1 (In Part): Summary of Significant Accounting Policies
Depreciation
Depreciation is provided on either the straight-line or the
straight-line composite method. Assets acquired in conjunction with the Surface Specialties business (“Surface Specialties”) of UCB SA (“UCB”) and assets outside the United
States and Canada are depreciated on a straight-line basis
over the estimated useful lives of the assets. When these assets are retired or disposed of, the net book value of assets
are removed from the consolidated balance sheet and the
net gain or loss is included in the determination of earnings
from operations. Depreciation for the remainder of our assets in the United States and Canada is provided primarily
on a straight-line composite method over the estimated useful lives of various classes of assets, with rates periodically
reviewed and adjusted if necessary. When such depreciable
assets are sold or otherwise retired from service, unless a major change in the composition of an asset class has occurred,
their costs plus demolition costs less amounts realized on
sale or salvage are charged or credited to the accumulated
depreciation account. Expenditures for maintenance and repairs are charged to current operating expenses. Acquisitions, additions and betterments, either to provide necessary
capacity, improve the efficiency of production units, modernize or replace older facilities or to install equipment for
protection of the environment, are capitalized. We capitalize

ATT-SEC 3.110

The average composite depreciation rates utilized in the U.S.
and Canada, expressed as a percentage of the average depreciable property in service, were 4.6% in 2007, 4.9% in
2006 and 5.2% in 2005. Gross cost of the assets depreciated
under the composite method in the U.S. and Canada totaled
$1,214.6 and $1,152.5 as of December 31, 2007 and 2006,
respectively. Depreciation is calculated using the straight line
depreciation method for assets at the remainder of our locations with the estimated useful lives of these assets ranging
from 4 to 40 years.

Depletion
3.111

GREIF, INC. (OCT)
Consolidated Statements of Cash Flows
(Dollars in thousands)
Cash flows from operating
activities:
Net income
Adjustments to reconcile net
income to net cash provided by
operating activities:
Depreciation, depletion and
amortization
Asset impairments
Deferred income taxes
Gain on disposals of properties,
plants and equipment, net
Loss (gain) on timberland
disposals, net
Equity in earnings of affiliates,
net of dividends received, and
minority interests
Gain on insurance settlement
Loss on extinguishment of debt

2007

2006

2005

$156,368

$142,119

$104,656

102,295
1,108
(31,644)

90,488
8,326
12,302

95,098
6,408
23,146

(19,434)

(18,017)

(5,343)

648

(41,302)

(56,268)

1,723
—
23,479

1,936
(1,542)
—

544
—
—
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Properties, Plants and Equipment (In Part)
The Company owns timber properties in the southeastern
United States and in Canada. With respect to the Company’s United States timber properties, which consisted of
approximately 269,950 acres at October 31, 2007, depletion expense on timber properties is computed on the basis
of cost and the estimated recoverable timber. Depletion expense was $4.3 million, $3.6 million and $1.3 million in 2007,
2006 and 2005, respectively. The Company’s land costs are
maintained by tract. The Company begins recording premerchantable timber costs at the time the site is prepared for
planting. Costs capitalized during the establishment period
include site preparation by aerial spray, costs of seedlings,
planting costs, herbaceous weed control, woody release,
labor and machinery use, refrigeration rental and trucking
for the seedlings. The Company does not capitalize interest costs in the process. Property taxes are expensed as incurred. New road construction costs are capitalized as land
improvements and depreciated over 20 years. Road repairs
and maintenance costs are expensed as incurred. Costs after establishment of the seedlings, including management
costs, pre-commercial thinning costs and fertilization costs,
are expensed as incurred. Once the timber becomes merchantable, the cost is transferred from the pre-merchantable
timber category to the merchantable timber category in the
depletion block.
Merchantable timber costs are maintained by five product
classes, pine sawtimber, pine chip-n-saw, pine pulpwood,
hardwood sawtimber and hardwood pulpwood, within a “depletion block,” with each depletion block based upon a geographic district or subdistrict. Currently, the Company has
eleven depletion blocks. These same depletion blocks are
used for pre-merchantable timber costs. Each year, the Company estimates the volume of the Company’s merchantable
timber for the five product classes by each depletion block.
These estimates are based on the current state in the growth
cycle and not on quantities to be available in future years.
The Company’s estimates do not include costs to be incurred
in the future. The Company then projects these volumes to
the end of the year. Upon acquisition of a new timberland
tract, the Company records separate amounts for land, merchantable timber and pre-merchantable timber allocated as
a percentage of the values being purchased. These acquisition volumes and costs acquired during the year are added
to the totals for each product class within the appropriate depletion block(s). The total of the beginning, one-year growth
and acquisition volumes are divided by the total undepleted
historical cost to arrive at a depletion rate, which is then used
for the current year. As timber is sold, the Company multiplies
the volumes sold by the depletion rate for the current year to
arrive at the depletion cost.
The Company’s Canadian timber properties, which consisted of approximately 36,650 acres at October 31, 2007,
are not actively managed at this time, and therefore, no depletion expense is recorded.
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INCOME TAXES
PRESENTATION OF INCOME TAXES
3.112 SFAS No. 109, Accounting for Income Taxes, is the
authoritative pronouncement on accounting for and reporting income tax liabilities and expense. Paragraphs 41–49 of
SFAS No. 109 set forth standards for financial presentation
and disclosure of income tax liabilities and expense. Effective for fiscal years beginning after December 15, 2006 with
earlier application encouraged, FASB Interpretation No. 48,
Accounting for Uncertainty in Income Taxes, clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s financial statements. FIN No. 48 prescribes a morelikely-than-not recognition threshold and measurement
attribute for the financial statement recognition and measurement of a tax position taken or expected to be taken. In addition, FIN No. 48 provides guidance on derecognition, classification, disclosure and transition. Under FIN No. 48, tax
positions accounted for in accordance with SFAS No. 109
will be evaluated for recognition, derecognition, and measurement using consistent criteria. Finally, the disclosure provision of FIN No. 48 will provide more information about the
uncertainty in income tax assets and liabilities.
3.113 Table 3-15 summarizes the descriptive captions
used by the survey companies to identify income tax expense. Examples of income tax expense presentation and
disclosure follow.
3.114
TABLE 3-15: INCOME TAX EXPENSE
2007

2006

2005

2004

Other or no current year amount.........

587
6
2
595
5

589
7
2
598
2

589
8
1
598
2

588
8
1
597
3

Total Companies................................

600

600

600

600

Descriptive Terms
Income taxes........................................
Federal income taxes...........................
United States (U.S.) income taxes ......

ATT-SEC 3.114

P1: JyD
ACPA050-03-P02b

AICPA

AICPA-xml-v1.cls

October 18, 2008

394

11:17

Accounting Trends & Techniques

Expense Provision
3.115

AVERY DENNISON CORPORATION (DEC)
(In millions)
Net sales
Cost of products sold
Gross profit
Marketing, general and
administrative expense
Interest expense
Other expense, net
Income from continuing operations
before taxes
Taxes on income
Income from continuing operations

2007
$6,307.8
4,585.4
1,722.4

2006
$5,575.9
4,037.9
1,538.0

2005
$5,473.5
3,996.6
1,476.9

1,182.5
105.2
59.4

1,011.1
55.5
36.2

987.9
57.9
63.6

375.3
71.8
$ 303.5

435.2
76.7
$ 358.5

367.5
75.3
$ 292.2

“Accounting for Uncertainty in Income Taxes—an interpretation of FASB Statement No. 109.” FIN 48 requires a morelikely-than-not threshold for financial statement recognition
and measurement of tax positions taken or expected to be
taken in a tax return. The Company records a liability for
the difference between the benefit recognized and measured
pursuant to FIN 48 and tax position taken or expected to be
taken on the tax return. To the extent that the Company’s
assessment of such tax positions changes, the change in
estimate is recorded in the period in which the determination is made. The Company reports tax-related interest and
penalties as a component of income tax expense.
Note 11. Taxes Based On Income
Taxes based on income were as follows:

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(In millions)
Current
U.S. federal tax
State taxes
International taxes

Note 1 (In Part): Summary of Significant Accounting Policies
Taxes on Income
Deferred tax assets and liabilities reflect temporary differences between the amount of assets and liabilities for financial and tax reporting purposes. Such amounts are adjusted,
as appropriate, to reflect changes in tax rates expected to
be in effect when the temporary differences reverse. A valuation allowance is recorded to reduce the Company’s deferred
tax assets to the amount that is more likely than not to be
realized.
Pursuant to SFAS No. 109, “Accounting for Income Taxes,”
when establishing a valuation allowance, the Company considers future sources of taxable income such as “future reversals of existing taxable temporary differences, future taxable income exclusive of reversing temporary differences and
carryforwards” and “tax planning strategies.” SFAS No. 109
defines a tax planning strategy as “an action that: is prudent and feasible; an enterprise ordinarily might not take, but
would take to prevent an operating loss or tax credit carryforward from expiring unused; and would result in realization of
deferred tax assets.” In the event the Company determines
that the deferred tax assets will not be realized in the future,
the valuation adjustment to the deferred tax assets is charged
to earnings in the period in which the Company makes such
a determination. The Company has also acquired certain net
deferred tax assets with existing valuation allowances. If it is
later determined that it is more likely than not that the deferred
tax assets will be realized, the Company will release the valuation allowance to current earnings or adjust the purchase
price allocation, consistent with the manner of origination.
The Company calculates its current and deferred tax provision based on estimates and assumptions that could differ
from the actual results reflected in income tax returns filed
in subsequent years. Adjustments based on filed returns are
recorded when identified.
The amount of income taxes the Company pays is subject
to ongoing audits by federal, state and foreign tax authorities. The Company’s estimate of the potential outcome of any
uncertain tax issue is subject to management’s assessment
of relevant risks, facts, and circumstances existing at that
time, pursuant to Financial Interpretation No. 48 (“FIN 48”),

ATT-SEC 3.115

Deferred
U.S. federal tax
State taxes
International taxes
Taxes on income

2007

2006

2005

$ 23.9
1.3
80.8
106.0

$ (4.5)
4.7
73.8
74.0

$ 33.5
3.0
29.7
66.2

(15.4)
(1.7)
(17.1)
(34.2)
$ 71.8

12.1
1.1
(25.2)
(12.0)
$ 62.0

(11.5)
(5.2)
14.3
(2.4)
$ 63.8

The principal items accounting for the difference in taxes as
computed at the U.S. statutory rate, and as recorded, were
as follows:
(In millions)
Computed tax at 35% of income
from continuing operations
before taxes
Increase (decrease) in taxes
resulting from
State taxes, net of federal tax
benefit
Foreign earnings taxed at different
rates
Valuation allowance
Jobs Act repatriation of earnings
Tax credits
Tax contingencies and audit
settlements
Other items, net
Taxes on income from continuing
operations
Taxes on income from and gain on
sale of discontinued operations
Taxes on income

2007

2006

2005

$131.4

$152.3

$128.6

(1.2)

3.7

(3.0)

(117.1)
59.9
—
(4.4)

(54.7)
(5.2)
.1
(4.9)

(31.4)
(15.6)
13.5
(6.4)

.8
2.4

(8.1)
(6.5)

(9.0)
(1.4)

71.8

76.7

75.3

—
$ 71.8

(14.7)
$ 62.0

(11.5)
$ 63.8
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Consolidated income before taxes for U.S. and international
operations was as follows:

temporary differences that gave rise to the Company’s deferred tax assets and liabilities were as follows:

(In millions)
U.S.
International
Income from continuing operations
before taxes
Income (loss) from discontinued
operations before taxes
Income before taxes

(In millions)
Accrued expenses not currently deductible
Net operating losses and foreign tax credit
carryforwards
Capital loss carryforward
Postretirement and postemployment
benefits
Pension costs
Inventory reserves
Other
Valuation allowance
Total deferred tax assets
Depreciation and amortization
Repatriation accrual
Other liabilities
Total deferred tax liabilities
Total net deferred tax assets (liabilities)
from continuing operations
Net deferred tax assets from discontinued
operations
Total net deferred tax assets (liabilities)

2007
$ 19.8
355.5

2006
$117.0
318.2

2005
$100.2
267.3

375.3

435.2

367.5

—
$375.3

—
$435.2

(76.9)
$290.6

U.S. income taxes have not been provided on certain undistributed earnings of international subsidiaries of approximately $1.37 billion and $1.16 billion at years ended 2007
and 2006, respectively, because such earnings are considered to be reinvested indefinitely outside of the U.S., and it
is not practicable to estimate the amount of tax that may be
payable upon distribution. Deferred taxes have been accrued
for amounts that are not considered indefinitely reinvested.
The American Jobs Creation Act of 2004 (the “Jobs Act”),
enacted on October 22, 2004, provided for a temporary
85% dividends-received deduction on certain foreign earnings repatriated before December 31, 2005. The deduction
resulted in an approximate 5.25% federal tax rate on the
repatriated earnings. During the third quarter of 2005, the
Company’s Chief Executive Officer and Board of Directors
approved a domestic reinvestment plan as required by the
Jobs Act to repatriate $344 million of foreign earnings in fiscal 2005. The repatriation of earnings took place in the fourth
quarter of 2005, and resulted in a one-time incremental expense of $13.5 million.
Included in the effective tax rate on continuing operations is
the net impact from changes in certain valuation allowances,
in the amount of $59.9 million of expense and $5.2 million of
benefit for 2007 and 2006, respectively. Also, included in the
effective tax rate on continuing operations is the net impact
from several global tax audit settlements and closure of certain tax years, in the amount of $.8 million of expense and
$8.1 million of benefit for 2007 and 2006, respectively.
The income from discontinued operations in 2006 included
a $14.9 million tax benefit from the divestiture of the raised reflective pavement marker business. This tax benefit resulted
from the capital loss recognized from the sale of the business,
which was a stock sale. The capital loss was offset against
capital gains recognized in 2006 related to the sale of an investment, as well as carried back to capital gains recognized
in previous years.
Deferred income taxes reflect the temporary differences
between the amounts at which assets and liabilities are
recorded for financial reporting purposes and the amounts
utilized for tax purposes. The primary components of the

AICPA Accounting Trends & Techniques

2007
$ 57.9

2006
$ 32.6

210.7
15.1

69.4
3.6

50.7
11.9
10.2
6.5
(159.2)
203.8
(228.1)
(15.1)
(9.1)
(252.3)

49.6
18.3
8.2
5.4
(67.5)
119.6
(127.7)
(1.0)
—
(128.7)

$ (48.5)

$ (9.1)

—
$ (48.5)

—
$ (9.1)

Net operating loss carryforwards of foreign subsidiaries for
2007 and 2006 were $563.7 million and $175 million, respectively. The increase in 2007 is primarily attributable to $247
million of net operating losses resulting from the local statutory write down of certain investments in Europe and $98 million of Paxar net operating losses. Tax credit carryforwards
of both domestic and foreign subsidiaries for 2007 and 2006
totaled $28.7 million and $7.7 million, respectively. Foreign
net operating losses, if unused, of $29.8 million will expire
by 2011, and $40.9 million will expire after 2011. Net operating losses of $493 million can be carried forward indefinitely.
Tax credit carryforwards, if unused, of $3.8 million will expire
by 2010, $5.5 million will expire by 2016, and $12.2 million
will expire in 2017. Tax credit carryforwards of $7.2 million
can be carried forward indefinitely. The Company has established a valuation allowance for the net operating loss and
credit carryforwards not expected to be utilized. The valuation allowance for 2007 and 2006 is $159.2 million and
$67.5 million, respectively. The increase in 2007 is primarily attributable to the deferred tax assets and related valuation allowances resulting from a local statutory write down
of $56.5 million of certain investments in Europe and $34.9
million from the Paxar acquisition. The portion of valuation
allowance related to Accumulated Other Comprehensive Income (which, if subsequently reversed, would not impact the
effective tax rate), is $12.4 million for 2007 and $17.8 for
2006. The repatriation accrual for 2007 and 2006 is $15.1
million and $1 million, respectively. The increase in the repatriation accrual is primarily attributable to the Paxar acquisition. Generally, the subsequent reversal of amounts related
to the Paxar acquisition, including valuation allowances and
repatriation accruals, would not impact the effective tax rate.
The Company has been granted tax holidays in several
jurisdictions including China, Thailand and Bangladesh. The
tax holidays expire between 2008 and 2015. These tax holidays reduced the Company’s consolidated effective tax rate
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on continuing operations by less than 1% in both 2007 and
2006.
At the beginning of the first quarter of 2007 (December 31,
2006), the Company adopted the provisions of FIN 48. Upon
adoption of FIN 48, the Company recognized a decrease
of $2.9 million in the liability for unrecognized tax benefits,
which was accounted for as an increase to the beginning
balance of retained earnings. As of the date of adoption,
and after the impact of recognizing the decrease in liability noted above, the Company’s unrecognized tax benefits
totaled $38.2 million, including $26.2 million of unrecognized
tax benefits which, if recognized, would reduce the annual effective income tax rate. As a result of the Paxar acquisition,
there was a preliminary increase to unrecognized tax benefits
of $68.9 million which, if recognized, would impact the purchase price allocation for Paxar. On December 29, 2007, the
Company’s unrecognized tax benefits totaled $125 million,
including $28.6 million of unrecognized tax benefits which,
if recognized, would reduce the annual effective income tax
rate and $49.1 million of unrecognized tax benefits which, if
recognized, would be recorded as an adjustment to goodwill
under SFAS No. 141.
Where applicable, the Company recognizes potential accrued interest and penalties related to unrecognized tax benefits from its global operations in income tax expense. In
2007, the Company accrued $.7 million in potential interest
and penalties associated with uncertain tax positions. In conjunction with the adoption of FIN 48, the Company recognized $2.1 million of interest and penalties, which is included
as a component of the $38.2 million unrecognized tax benefit
noted above. To the extent interest and penalties are accrued
in the Company’s income tax expense, such amounts, if reversed, will reduce the effective income tax rate. As a result
of the Paxar acquisition, there was an increase of $6.5 million
of interest and penalties, included in the preliminary unrecognized tax benefits of $68.9 million noted above.
A reconciliation of the beginning and ending amount of
unrecognized tax benefits, excluding potential interest and
penalties associated with uncertain tax positions, is as
follows:
(In millions)
Balance as of December 30, 2006
Paxar balance as of June 15, 2007 (preliminary)
Additions based on tax positions related to the
current year
Additions for tax position of prior years
Reductions for tax positions of prior years
Changes in judgment
Settlements
Lapses of applicable statute
Changes due to translation of foreign currencies

2007
$ 36.1
61.0

Balance as of December 29, 2007(1)

$114.5

(1)

26.2
13.6
(7.5)
(9.6)
(9.7)
4.4

Excludes $10.5 of potential interest and penalties associated with
uncertain tax positions.

The amount of income taxes the Company pays is subject
to ongoing audits by taxing jurisdictions around the world.
The Company’s estimate of the potential outcome of any uncertain tax issue is subject to management’s assessment of
relevant risks, facts, and circumstances existing at that time.
The Company believes that it has adequately provided for
reasonably foreseeable outcomes related to these matters.
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However, the Company’s future results may include favorable
or unfavorable adjustments to its estimated tax liabilities in
the period the assessments are made or resolved, which may
impact the Company’s effective tax rate. With some exceptions, the Company and its subsidiaries are no longer subject
to income tax examinations by tax authorities for years prior
to 2003.
It is reasonably possible that within the next 12 months, the
Company may realize a decrease in its gross uncertain tax
positions of approximately $4 million, primarily as a result of
the expiration of relevant statutes of limitations. Furthermore,
the Company anticipates that it is reasonably possible that
additional payments in the range of $6 million to $8 million
will be made within the next 12 months.

3.116

CUMMINS INC. (DEC)
(Millions)
Net sales (includes related party
sales of $1,816, $1,431
and $1,213)
Cost of sales
Gross margin
Operating expenses and income
Selling and administrative expenses
Research and engineering expenses
Investee equity, royalty and other
income
Other operating income, net
Operating earnings
Interest income
Interest expense
Other income (expense), net
Earnings before income taxes and
minority interests
Provision for income taxes (Note 4)
Minority interests in earnings of
consolidated subsidiaries
Net earnings

2007

2006

2005

$13,048
10,492
2,556

$11,362
8,897
2,465

$9,918
7,874
2,044

1,296
329

1,153
321

1,003
278

205
22
1,158
36
58
33

140
—
1,131
47
96
1

131
—
894
24
109
(11)

1,169
381

1,083
324

798
216

44
715

32
$ 550

$

49
739

$

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Income Tax Accounting
We determine our income tax provision using the asset and
liability method. Under this method, deferred tax assets and
liabilities are recognized for the expected future tax consequences of temporary differences between the financial
statement carrying amounts of existing assets and liabilities
and their respective tax bases. We also recognize future tax
benefits associated with tax loss and credit carryforwards as
deferred tax assets. Our deferred tax assets are reduced by
a valuation allowance when, in the opinion of management, it
is more likely than not that some portion or all of the deferred
tax assets will not be realized. We measure deferred tax assets and liabilities using enacted tax rates in effect for the
year in which we expect to recover or settle the temporary
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differences. The effect of a change in tax rates on deferred
taxes is recognized in the period that the change is enacted.
We reduce our net tax assets for the estimated additional tax
and interest that may result from tax authorities disputing uncertain tax positions we have taken. During interim reporting
periods our income tax provision is based upon the estimated
annual effective tax rate of those taxable jurisdictions where
we conduct business.
Note 4. Income Taxes
The provision (benefit) for income taxes consists of the
following:
(Millions)
Current:
U.S. federal and state
Foreign
Total current
Deferred
U.S. federal and state
Foreign
Total deferred
Provision for income taxes

2007

2006

2005

$137
184
321

$ 73
112
185

$ 2
90
92

1
59
60
$381

128
11
139
$324

130
(6)
124
$216

A reconciliation of the income tax provision at the U.S. federal
income tax rate of 35 percent to the actual effective tax rate
is as follows:
(Millions)
Earnings before income taxes and
minority interests
U.S. earnings
Foreign earnings
U.S. federal statutory rate
State income tax, net of federal
effect
Research tax credits
Export tax benefits
Differences in rates and taxability of
foreign subsidiaries and joint
ventures
Foreign repatriation tax incentive
related to Jobs Act
Settlement of tax audits
All other, net
Effective tax rate

2007

$ 391
778
$1,169
35.0%

2006

$ 597
486
$1,083
35.0%

2005

$ 424
374
$ 798
35.0%

1.4
(1.3)
—

3.1
(1.4)
(1.4)

1.6
(1.7)
(2.5)

(2.4)

(2.4)

(2.5)

—
—
(0.1)
32.6%

—
(2.6)
(0.4)
29.9%

(2.0)
(1.0)
0.2
27.1%

Except for the U.K. group, we provide for the additional taxes
that would be due upon the dividend distribution of the earnings of our foreign subsidiaries and joint ventures assuming the full utilization of foreign tax credits. The unremitted
earnings of the U.K. group are considered to be permanently
reinvested and the determination of the deferred tax liability,
if any, that might be due should those earnings be distributed
is not practicable. Earnings before income taxes include equity earnings of foreign joint ventures of $118 million, $78
million and $75 million for the years ended December 31,
2007, 2006, and 2005, respectively. These equity earnings
are recorded net of foreign taxes. Additional U.S. income
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taxes of $18 million, $13 million and $7 million for the years
ended December 31, 2007, 2006 and 2005, respectively,
were provided for the additional U.S. taxes that will ultimately
be due upon the distribution of the foreign joint venture equity
earnings. The American Jobs Creation Act of 2004 (Jobs Act)
included a special one-year 85-percent dividend deduction
for qualifying dividends repatriated from foreign operations
in 2005. The application of these rules to foreign joint venture dividend repatriations of $71 million reduced our 2005
income tax provision by $16 million (2.0 percent).
The Jobs Act also repealed the U.S. export tax benefits
beginning in 2007 and phased the benefits down to 80 percent of their value in 2005 and 60 percent in 2006. The export
benefits are partially replaced with a new U.S. manufacturer’s
tax deduction which phases in one-third in 2005–2006, twothirds in 2007–2009 and 100 percent after 2009. The U.S.
manufacturer’s tax benefits were $2 million, $3 million and
$2 million for the years ended December 31, 2007, 2006,
and 2005, respectively.
Our 2006 income tax provision includes a $28 million
(2.6 percent) reduction in the second quarter due to the favorable resolution of tax uncertainties related to prior years,
and a $12 million (1.1 percent) increase in the first quarter for
the effect of new Indiana tax legislation.
Our 2005 income tax provision includes an $8 million
(1.0 percent) reduction due to the favorable resolution in the
fourth quarter of 2005 of prior year tax positions which had
been in dispute.
Carryforward tax benefits and the tax effect of temporary
differences between financial and tax reporting that give rise
to net deferred tax assets are as follows:
(Millions)
Deferred tax assets
U.S. state carryforward benefits
Foreign carryforward benefits
Employee benefit plans
Warranty and marketing expenses
Deferred research and development expenses
Other
Gross deferred tax assets
Valuation allowance
Total deferred tax assets
Deferred tax liabilities
Property, plant and equipment
Unremitted earnings of foreign subsidiaries
and joint ventures
Other
Total deferred tax liabilities
Net deferred tax assets

2007

2006

$ 23
16
257
247
97
71
711
(24)
687

$ 18
21
389
219
126
70
843
(26)
817

(59)

(64)

(77)
(8)
(144)
$ 543

(42)
(15)
(121)
$ 696

A valuation allowance is recorded to reduce the gross deferred tax assets to an amount we believe is more likely than
not to be realized. The valuation allowance decreased in 2007
by a net $2 million and in 2006 by a net $5 million. The valuation allowance is primarily attributable to the uncertainty
regarding the realization of a portion of the U.S. state and foreign net operating loss and tax credit carryforward benefits.
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The deferred income tax balances are classified in the
Consolidated Balance Sheets as follows:

future periods. A reconciliation of the beginning and ending
amount of unrecognized tax benefits is as follows:

(Millions)
Current assets
Long-term assets
Other liabilities and deferred revenue

(Millions)
Balance at January 1, 2007
Additions based on tax positions related to the current year
Reductions for tax positions of prior years
Balance at December 31, 2007

2007
$276
271
(4)
$543

2006
$277
433
(14)
$696

On January 1, 2007, we adopted FASB Interpretation (FIN)
No. 48, “Accounting for Uncertainty in Income Taxes—an interpretation of FASB Statement No. 109.” FIN 48 prescribes
a recognition threshold that a tax position is required to meet
before being recognized in the financial statements and provides guidance on derecognition, measurement, classification, interest and penalties, accounting in interim periods,
disclosure and transition rules. The adoption of FIN 48 resulted in an increase to our beginning balance retained earnings of $0.8 million and did not have any impact on our results
of operations. As of the adoption date, we had gross unrecognized tax benefits of $49 million. Of this total, $37 million,
if recognized, would favorably affect the effective tax rate in

$49
4
(4)
$49

Included in the December 31, 2007, balance is $35 million
related to tax positions that, if recognized, would favorably
affect the effective tax rate in future periods. Also, we had accrued interest expense related to the unrecognized tax benefits of $11 million as of December 31, 2007 ($9 million as of
the January 1, 2007, adoption of FIN 48). We recognize potential accrued interest and penalties related to unrecognized
tax benefits in income tax expense. During the year ending
December 31, 2007, we recognized approximately $2 million
in interest expense.
As a result of our global operations, we file income tax
returns in various jurisdictions including U.S. federal, U.S.
state, and foreign jurisdictions. We are routinely subject to examination by taxing authorities throughout the world, including Australia, Belgium, Brazil, Canada, China, France, India,
Mexico, the United Kingdom and the U.S. Our U.S. federal
income tax returns have been examined through 2004. With
few exceptions, major U.S. state and foreign jurisdictions are
no longer subject to income tax examinations for years before
2002. Various U.S. state and foreign tax audits are currently
underway; however, we do not expect any significant change
to our unrecognized tax benefits within the next year.

3.117

FIDELITY NATIONAL INFORMATION SERVICES, INC. (DEC)
(In thousands)
Processing and services revenues, including $119.5 million, $120.8
million and $87.6 million of revenues from related parties for the years
ended December 31, 2007, 2006 and 2005, respectively
Cost of revenues, including related party expense incurred of $2.3 million
for the year ended December 31, 2007
Gross profit
Selling, general, and administrative expenses, including expense incurred
(reimbursed) from related parties of $3.1 million, $(3.4) and $18.3 million for
the years ended December 31, 2007, 2006 and 2005, respectively
Research and development costs
Operating income
Other income (expense)
Interest income
Interest expense
Gain on sale of investment in Covansys
Other income (expense), net
Total other income (expense)
Earnings before income taxes, equity in earnings of unconsolidated entities,
minority interest, and discontinued operations
Provision for income taxes
Earnings before equity in earnings of unconsolidated entities, minority interest,
and discontinued operations

ATT-SEC 3.117

2007

2006

2005

$4,758,016

$4,042,163

$2,688,218

3,401,931
1,356,085

2,875,250
1,166,913

1,750,199
938,019

504,130
106,314
745,641

498,246
105,580
563,087

411,918
113,498
412,603

4,543
(228,340)
274,488
15,913
66,604

4,373
(192,819)
—
(69)
(188,515)

6,223
(126,778)
—
(4,237)
(124,792)

812,245
300,530

374,572
139,232

287,811
107,066

$ 511,715

$ 235,340

$ 180,745
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Section 3: Income Statement

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
3 (In Part): Summary of Significant Accounting Policies
Income Taxes
Through March 8, 2005, the Company’s operating results
were included in FNF’s Consolidated U.S. Federal and State
income tax returns. The provision for income taxes in the
Consolidated and Combined Statements of Earnings is made
at rates consistent with what the Company would have paid
as a stand-alone taxable entity in those periods. Beginning
on March 9, 2005, the Company became its own tax paying
entity. The Company recognizes deferred income tax assets
and liabilities for temporary differences between the financial
reporting basis and the tax basis of the Company’s assets
and liabilities and expected benefits of utilizing net operating loss and credit carryforwards. Deferred income tax assets
and liabilities are measured using enacted tax rates expected
to apply to taxable income in the years in which those temporary differences are expected to be recovered or settled. The
impact on deferred income taxes of changes in tax rates and
laws, if any, is reflected in the Consolidated and Combined
Financial Statements in the period enacted.

15) Income Taxes
Income tax expense (benefit) attributable to continuing operations for the years ended December 31, 2007, 2006 and
2005 consists of the following (in thousands):

Current provision (benefit)
Federal
State
Foreign
Total current provision
Deferred provision (benefit)
Federal
State
Foreign
Total deferred provision
Total provision for income taxes

2007

2006

2005

$240,122
37,853
4,620
$282,595

$102,067
20,641
4,922
$127,630

$ 62,183
12,440
(9,114)
$ 65,509

$ 14,766
(861)
4,030
17,935
$300,530

$ 8,421
765
2,416
11,602
$139,232

$ 22,827
3,172
15,558
41,557
$107,066

The provision for income taxes is based on pre-tax income from continuing operations, which is as follows (in
thousands):

United States
Foreign
Total

2007
$773,082
39,163
$812,245

2006
$350,249
24,323
$374,572

2005
$280,954
6,857
$287,811

Total income tax expense for the years ended December 31
was allocated as follows (in thousands):

Tax expense per statements of earnings
Tax expense on equity in earnings of unconsolidated subsidiaries
Tax expense attributable to discontinued operations
Unrealized gain (loss) on Covansys Warrants
Unrealized gain (loss) on interest rate swaps
Unrealized gain on other investments
Unrealized (loss) gain on foreign currency translation
Pension liability adjustment
Total income tax expense (benefit) allocated to other
comprehensive income
Tax benefit from exercise of stock options
Total income tax expense

2007
$300,530
503
29,812
(4,257)
(16,825)
98
9,696
(682)

2006
$139,232
3,296
10,918
6,457
(111)
—
(21)
(2,757)

2005
$107,066
3,191
9,019
(2,200)
2,000
—
—
(920)

(11,970)
(56,620)
$262,255

3,568
(31,212)
$125,802

(1,120)
—
$118,156

A reconciliation of the federal statutory income tax rate to the
Company’s effective income tax rate for the years ended December 31, 2007, 2006 and 2005 is as follows (in thousands):

Federal statutory income tax rate
State income taxes
Federal benefit of state taxes
Other
Effective income tax rate

AICPA Accounting Trends & Techniques

2007
35.0%
4.8
(1.7)
(1.1)
37.0%

2006
35.0%
5.7
(2.1)
(1.4)
37.2%

2005
35.0%
5.6
(2.1)
(1.3)
37.2%
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The significant components of deferred income tax assets
and liabilities at December 31, 2007 and 2006 consist of the
following (in thousands):

Deferred income tax assets:
Deferred revenue
Net operating loss carryforwards
Employee benefit accruals
Accruals and reserves
Allowance for doubtful accounts
Foreign tax credit carryforwards
Investment
Other
Total gross deferred income tax assets
Less valuation allowance
Total deferred income tax assets
Deferred income tax liabilities:
Amortization of goodwill and intangible
assets
Deferred contract costs
Depreciation
Investment
Other
Total deferred income tax liabilities
Net deferred income tax liability

2007

2006

$ 82,528
64,589
47,163
27,084
17,332
12,445
10,973
12,252
274,366
(12,826)
261,540

$ 78,322
42,085
63,333
29,448
10,562
12,746
—
6,661
243,157
(8,296)
234,861

410,169
90,553
26,074
—
9,618
536,414
$274,874

381,052
65,544
50,518
23,230
2,382
522,726
$287,865

Deferred income taxes have been classified in the consolidated balance sheets as of December 31, 2007 and 2006 as
follows (in thousands):

Current assets
Noncurrent liabilities
Net deferred income tax liability

2007
$120,098
394,972
$274,874

2006
$108,398
396,263
$287,865

Management believes that based on its historical pattern of
taxable income, the Company will produce sufficient income
in the future to realize its deferred income tax assets. A valuation allowance is established for any portion of a deferred
income tax asset if management believes it is more likely than
not that the Company will not be able to realize the benefits
or portion of a deferred income tax asset. Adjustments to the
valuation allowance will be made if there is a change in management’s assessment of the amount of deferred income tax
asset that is realizable.
As of December 31, 2007 and 2006 the Company had
income taxes receivable of $32.2 million and $1.8 million,
respectively.
At December 31, 2007 and 2006, the Company has federal,
state and foreign net operating loss carryforwards resulting
in deferred tax assets of $65.0 million and $42.0 million, respectively. The federal net operating losses result in deferred
tax assets at December 31, 2007 and 2006 of $13.6 million
and $17.5 million, respectively, which expire between 2019
and 2024. The Company anticipates fully utilizing these net
operating losses prior to expiration. The Company also has
state net operating loss carryforwards resulting in a deferred
tax asset of $5.3 million at December 31, 2007. The Company
has a full valuation allowance against this amount at December 31, 2007. The Company has foreign net operating loss
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carryforwards resulting in deferred tax assets at December
31, 2007 and 2006 of $45.6 million and $24.4 million, respectively. The Company has valuation allowances against these
net operating losses at December 31, 2007 and 2006 of $5.2
million and $6.0 million, respectively. At December 31, 2007
and 2006, the Company had foreign tax credit carryovers of
$12.4 million and $12.7 million, respectively, which expire between 2010 and 2025. As of December 31, 2007 and 2006,
the Company has a valuation allowance against $2.3 million of foreign tax credits that the Company’s management
believes it is more likely than not that it will not realize the
benefit.
As of January 1, 2005, the IRS selected the Company
to participate in the Compliance Assurance Process (CAP)
which is a real-time audit for 2005 and future years. The IRS
has completed its review for years 2002–2006 which resulted
in an immaterial adjustment for tax year 2004 related to a
temporary difference and no changes to any other tax year.
Tax years 2007 and 2008 are currently under audit by the IRS.
Currently management believes the ultimate resolution of the
2007 and 2008 examinations will not result in a material adverse effect to the Company’s financial position or results of
operations.
The Company provides for United States income taxes on
earnings of foreign subsidiaries unless they are considered
permanently reinvested outside the United States. At December 31, 2007, the cumulative earnings on which United States
taxes have not been provided for were $159.0 million. If these
earnings were repatriated to the United States, they would
generate foreign tax credits that could reduce the federal tax
liability associated with the foreign dividend.
The 2007 calendar year is the first year the Company is
required to adopt FASB Interpretation No. 48, Accounting
for Uncertainty in Income Taxes (“FIN 48”). As a result of the
adoption, the Company had no change to reserves for uncertain tax positions. Interest and penalties on accrued but
unpaid taxes are classified in the consolidated financial statements as income tax expense.
The following table reconciles the gross amounts of unrecognized gross tax benefits at the beginning and end of the
period (in thousands):
Gross Amount
Amounts of unrecognized tax benefits at
January 1, 2007
Decreases as a result of tax positions taken
in a prior period
Increases as a result of tax positions taken
in a prior period
Amount of unrecognized tax benefit at
December 31, 2007
Amount of decreases due to lapse of the
applicable statute of limitations
Amount of decreases due to change of position

$11,825
(3,749)
15,667
$23,743
$ (3,429)
$ (320)

Included in the balance of unrecognized tax benefits at December 31, 2007 are potential benefits of $5.4 million that,
if recognized, would affect the effective tax rate on income
from continuing operations.
The total amount of interest expense recognized in the consolidated and combined statements of earnings for unpaid
taxes is $1.4 million for the year ended December 31, 2007.
The total amount of interest and penalties recognized in the
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consolidated balance sheet is $8.4 million at December 31,
2007.
Due to the expiration of various statutes of limitation in the
next twelve months, an estimated $3 million of gross unrecognized tax benefits may be recognized during that twelve
month period.
The Company and its subsidiaries are subject to U.S. Federal income tax as well as income tax of multiple state and
foreign jurisdictions. The Company has been audited by the
IRS over recent years and examinations for all years prior
to 2007 have been closed or the statutes have expired. The
Company is currently under IRS audit for the 2007 and 2008
tax years. Substantially all material foreign income tax return
matters have been concluded through 2000. Substantially all
state income tax returns have been concluded through 2003.

Credit Provision

expected to reverse. The effect on deferred income taxes of
a change in tax rates is recognized in income in the period
when the change is enacted. The Company accounts for uncertain tax positions in accordance with Financial Accounting Standards Board Interpretation No. 48, “Accounting for
Uncertainty in Income Taxes”. Accordingly, the Company reports a liability for unrecognized tax benefits resulting from
uncertain tax positions taken or expected to be taken in a tax
return.
Note 3. Income Taxes
(Loss) income before taxes is as follows:
(In thousands)
U.S. operations
Non-U.S. operations

2007
$(286,826)
167,931
$(118,895)

2006
$150,354
88,980
$239,334

2005
$145,292
51,231
$196,523

The provision (benefit) for income taxes consists of:

3.118

2007
$2,619,171

2006
$2,256,889

2005
$2,061,249

(In thousands)
Current:
U.S. federal tax
State and local tax
Non-U.S. tax

1,776,157
390,150
18,912
(19,083)

1,525,633
—
—
—

1,418,662
—
—
—

Deferred:
U.S. federal tax
State and local tax
Non-U.S. tax

560,691
2,726,827
(107,656)

483,320
2,008,953
247,936

428,965
1,847,627
213,622

Provision (benefit) for
income taxes

6,259
(27,404)
9,906
(11,239)

4,939
(23,015)
9,474
(8,602)

2,372
(22,416)
2,945
(17,099)

(118,895)

239,334

196,523

(56,553)
$ (62,342)

73,447
$ 165,887

60,486
$ 136,037

CRANE CO. (DEC)
(in thousands)
Net sales
Operating costs and
expenses:
Cost of sales—operations
Asbestos charge
Environmental charge
Foundry restructuring
Selling, general and
administrative
Operating profit (loss)
Other income (expense):
Interest income
Interest expense
Miscellaneous—net
Income (loss) before
income taxes
Provision (benefit) for
income taxes
Net income (loss)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Significant Accounting Policies
Income Taxes
The Company accounts for income taxes in accordance with
Statement of Financial Accounting Standards No. 109, “Accounting for Income Taxes”, which requires an asset and liability approach for the financial accounting and reporting of
income taxes. Under this method, deferred income taxes are
recognized for the expected future tax consequences of differences between the tax bases of assets and liabilities and
their reported amounts in the financial statements. These balances are measured using the enacted tax rates expected to
apply in the year(s) in which these temporary differences are

AICPA Accounting Trends & Techniques

2007

2006

2005

$ 28,020
(77)
42,356
70,299

$37,164
5,265
25,969
68,398

$17,745
1,531
17,305
36,581

(124,684)
(96)
(2,072)
(126,852)

2,901
1,347
801
5,049

23,630
279
(4)
23,905

$ (56,553)

$73,447

$60,486

The reconciliation of the statutory U.S. federal rate to the
effective tax rate, is as follows:
(In thousands)
Statutory U.S. federal tax at 35%
Increase (reduction) from:
Non-U.S. taxes
State and local tax, net of
federal benefit
Valuation allowance on state
deferred tax assets
Federal benefit on export sales
U.S. domestic manufacturing
deduction
Foreign dividend, net of credits
Deferred taxes on earnings of
non-U.S. subsidiaries
Research and development
tax credit
Other
Provision (benefit) for income
taxes
Effective tax rate

2007
$(41,613)

2006
$83,767

2005
$68,783

(20,019)

(4,776)

(809)

(15,575)

4,003

3,169

15,463
(249)

295
(2,946)

(1,993)
(2,862)

(2,107)
5,040

—
(1,923)

—
(4,200)

10,400

—

—

(3,512)
(4,381)

(4,429)
(544)

(2,887)
1,285

$(56,553) $73,447
$60,486
47.6%
30.7%
30.8%
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Prior to 2007, the Company had not recorded deferred income taxes on the undistributed earnings of its non-U.S.
subsidiaries because of management’s intent to indefinitely
reinvest such earnings outside the U.S. In the fourth quarter
of 2007, management concluded that it no longer plans to
indefinitely reinvest all of its non-U.S. subsidiaries’ earnings
outside of the U.S. due to capital overseas in excess of current and projected future needs. As a result, the Company
recorded a deferred tax liability of $10.4 million during the
fourth quarter of 2007 to reflect the additional U.S. federal
and state income tax due upon the ultimate repatriation of
approximately $194.2 million of the previously undistributed
earnings of its non-U.S. subsidiaries.
Deferred taxes have not been provided on the remainder
of the non-U.S. subsidiaries’ undistributed earnings of approximately $29.5 million since these earnings have been,
and under current plans will continue to be, indefinitely reinvested outside the U.S. If these earnings were distributed in
the form of dividends or otherwise, the Company would be
subject to U.S. income taxes and foreign withholding taxes.
It is not practical to estimate the amount of taxes that would
be payable upon remittance of these earnings.
Tax benefits of $7.0 million in 2007, $13.2 million in 2006
and $3.4 million in 2005 associated with the exercise of employee stock options and other employee stock programs
were allocated to shareholders’ equity.

The components of deferred tax assets and liabilities included on the balance sheet are as follows:
(In thousands)
Deferred tax assets:
Asbestos-related liabilities
Tax loss and credit carryforwards
Environmental
Inventories
Postretirement benefits
Accrued bonus and stock-based
compensation
Insurance
Warranty
Compensated absences
Allowance for doubtful accounts
Other
Total
Less: valuation allowance on non-U.S.
and state deferred tax assets, tax loss
and credit carryforwards
Total deferred tax assets, net
Deferred tax liabilities:
Depreciation
Intangibles
Pension
Unremitted foreign earnings
Total deferred tax liabilities
Net deferred tax asset
Balance sheet classification:
Current deferred tax assets
Long-term deferred tax assets
Accrued liabilities
Long-term deferred tax liability
Net deferred tax asset

2007

2006

$270,380
29,073
10,084
14,971
7,119

$124,768
26,709
6,920
15,133
7,622

14,151
3,864
5,748
6,920
2,574
9,266
374,150

9,463
5,461
8,451
6,851
2,897
5,023
219,298

57,535
316,615

41,027
178,271

(34,408)
(33,346)
(16,080)
(10,400)
(94,234)
$222,381

(37,585)
(26,549)
(2,164)
—
(66,298)
$111,973

$ 34,414
220,370
(523)
(31,880)
$222,381

$ 32,895
171,164
(2,491)
(89,595)
$111,973

As of December 31, 2007, the Company had tax loss and
credit carryforwards that will expire, if unused, as follows (In
thousands):

Year of Expiration Tax Loss/Credit
2008–2011
After 2011
Indefinite
Total
Deferred tax asset on tax carryforward

U.S State
Credits
$1,582
2,555
3,750
$7,887
$5,127

U.S. State
Tax Losses
$ 27,079
168,062
—
$195,141
$ 9,005

Non-U.S.
Credits
$—
—
78
$78
$78

Non-U.S. Tax
Losses
$ 2,202
15,394
42,729
$60,325
$14,863

Total

$29,073

Of the total $29.1 million deferred tax asset for tax loss and
credit carryforwards at December 31, 2007, $25.4 million has
been offset by a valuation allowance because of the uncertainty of ultimately realizing these future tax benefits. In addition, the Company considers it unlikely that a portion of the
tax benefit related to various non-U.S. and state deferred tax
assets will be realized. Accordingly, a $32.1 million valuation
allowance has been established against these non-U.S. and
state deferred tax assets. As a result, the Company’s total
valuation allowance at December 31, 2007 is approximately
$57.5 million.
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As discussed in Note 1, Nature of Operations and Significant Accounting Policies, the Company adopted the
provisions of FIN 48 as of January 1, 2007. The Company
did not recognize a change in its liability for unrecognized
tax benefits as a result of its adoption of FIN 48. In accordance with paragraph 19 of FIN 48, the Company includes
both accrued interest related to unrecognized tax benefits
and statutory income tax penalties in its provision (benefit)
for income taxes.
A reconciliation of the total amounts of the Company’s unrecognized tax benefits, excluding interest and penalties, as
of January 1, 2007 and December 31, 2007 is as follows:
(In thousands)
Balance of liability as of January 1, 2007
Increase as a result of tax positions taken
prior to 2007
Decrease as a result of tax positions taken
prior to 2007
Increase as a result of tax positions taken
during 2007
Decrease as a result of settlements with
taxing authorities
Reduction as a result of a lapse of the
statute of limitations
Balance of liability as of December 31, 2007

$ 5,132

will decrease by approximately $0.3 million during the next
twelve months as a result of the closure of the aforementioned audits as well as the expiration of state statutes of
limitation on the assessment and collection of income taxes.

OPERATING LOSS AND TAX CREDIT
CARRYFORWARDS
3.119

Paragraph 48 of SFAS No. 109 states that amounts
and expiration dates of operating loss and tax credit carryforwards for tax purposes should be disclosed. Examples of
operating loss and tax credit carryforward disclosures follow.

579
(1,986)
1,353

3.120

AK STEEL HOLDINGS CORPORATION (DEC)

(358)
(318)
$ 4,402

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in millions)
Income Taxes

As of December 31, 2007, the total amount of unrecognized
tax benefits that, if recognized, would affect the Company’s
effective tax rate was approximately $4.3 million. The difference between this amount and the amount reflected in
the tabular reconciliation above relates to (1) the deferred
U.S. federal income tax benefit on unrecognized tax benefits related to U.S. state income taxes, (2) interest expense,
net of deferred federal, state and/or non-U.S. tax benefits,
and (3) unrecognized tax benefits established in purchase
accounting.
During the year ended December 31, 2007, the Company
recognized approximately $0.1 million of interest income related to unrecognized tax benefits in its consolidated statement of operations. At December 31, 2007, the Company
recognized approximately $0.5 million of interest expense related to unrecognized tax benefits in its consolidated balance
sheet.
The Company regularly assesses the potential outcomes
of both ongoing examinations and future examinations for
the current and prior years in order to ensure the Company’s
provision for income taxes is adequate. The Company believes that adequate accruals have been provided for all open
years.
The Company’s income tax returns are subject to examination by the Internal Revenue Service (“IRS”) as well as other
state and international taxing authorities. In May 2007, the
IRS completed its examination of the Company’s 2005 federal income tax return. Only the Company’s 2006 federal tax
return, which was filed in September 2007, has not yet been
examined by the IRS.
With few exceptions, the Company is no longer subject
to U.S. state and local or non-U.S. income tax examinations
by taxing authorities for years before 2003. At this time, the
Company is currently under audit by various state and nonU.S. taxing authorities. As of December 31, 2007, it is reasonably possible that the Company’s unrecognized tax benefits

AICPA Accounting Trends & Techniques

The Company adopted FASB Interpretation No. 48 (“FIN 48”),
“Accounting for Uncertainty in Income Taxes” which resulted
in a cumulative effect adjustment of $6.7 to retained earnings
as of January 1, 2007 to increase reserves for uncertain tax
positions. Upon adoption of FIN 48, and subsequently during
2007, the Company’s deferred tax assets and FIN 48 income
tax payable accounts were adjusted to reflect the impact of
reserving for uncertain tax positions. The ending deferred
balances reflect the adoption of the FIN 48 provisions.
As more fully explained in Note 4, the Company records
deferred tax assets, primarily related to amounts previously
expensed in the consolidated financial statements, which
become deductible in the tax return upon payment in the
future. These amounts include pension and other postretirement benefit reserves and other reserves which have been
accrued. To the extent the Company has regular and alternative minimum taxable income, it utilizes any existing regular
and alternative minimum tax net operating loss carryovers
to reduce its federal income tax liability. The Company files
income tax returns in various state and local tax jurisdictions, and to the extent that net operating loss carryovers
are available, the Company reduces its jurisdictional tax liability. Where state or local tax jurisdiction net operating loss
carryovers are not available or are limited, the Company pays
income taxes.
The tax losses and tax credit carryforwards may be used
to offset future taxable income, and their benefit is reflected
in the deferred tax assets. These deferred tax asset components are partially offset by deferred tax liabilities, primarily related to fixed assets which have been depreciated at
a faster rate for tax purposes than for financial reporting
purposes. In order to recognize fully the deferred tax asset, the Company must generate sufficient taxable income
to utilize its temporary differences and net operating loss
and tax credit carryforwards before they expire. The Company records a valuation allowance to reduce its deferred
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tax assets to an amount that is more likely than not to be
realized. The valuation allowance is regularly reviewed for
adequacy.
4 (In Part): Income Taxes
Significant components of the Company’s deferred tax assets and liabilities at December 31, 2007 and 2006 are as
follows:

Deferred tax assets:
Net operating loss and tax credit
carryforwards
Postretirement benefit reserves
Pension reserves
Other reserves
Inventories
Valuation allowance
Total deferred assets
Deferred tax liabilities:
Depreciable assets
Total deferred liabilities
Net asset

2007

2006

40.3
818.8
224.1
104.4
245.4
(18.1)
1,414.9

$ 151.6
892.6
299.6
74.6
236.3
(35.5)
1,619.2

$

(507.8)
(507.8)
$ 907.1

(534.7)
(534.7)
$1,084.5

The deferred taxes outlined above are the income tax impact of temporary differences. Temporary differences represent the cumulative taxable or deductible amounts recorded
in the consolidated financial statements in different years
than recognized in the tax returns. The postretirement benefit difference includes amounts expensed in the consolidated financial statements for healthcare, life insurance and
other postretirement benefits, which become deductible in
the tax return upon payment or funding in qualified trusts.
Other temporary differences represent principally various expenses accrued for financial reporting purposes which are
not deductible for tax reporting purposes until paid. The
inventory difference relates primarily to differences in the
LIFO reserve and tax overhead capitalized in excess of book
amounts. The depreciable assets temporary difference represents generally tax depreciation in excess of financial statement depreciation.
At December 31, 2007, the Company had $3.4 in regular
tax net operating loss carryforwards for federal tax purposes
expiring in 2008. The Company has fully utilized its unrestricted net operating loss carryforwards. As a result of limitations under Section 382, the Company can only claim an
annual deduction of approximately $0.5 for the losses expiring in 2008, with the remainder expiring unused. A valuation
reserve has been established in prior years for the estimated
unused portion of the net operating loss carryforwards expiring in 2008.
At December 31, 2007 the Company had Alternative Minimum Tax (“AMT”) net operating loss carryforwards of $3.3
which will expire in 2008 unless utilized. These losses are
subject to the same $0.5 annual Section 382 limit that applies
to the corresponding regular tax loss carryovers. In addition,
at December 31, 2007, the Company had unused AMT credit
carryforwards of $17.9, which may be used to offset future
regular income tax liabilities. These unused AMT credits can
be carried forward indefinitely.
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Significant components of the provision (benefit) for income taxes are as follows:

Continuing operations:
Current:
Federal
State
Foreign
Deferred:
Federal
State
Foreign
Total tax provision (benefit)
on continuing operations
Cumulative effect of
accounting change
Total tax provision (benefit)

2007

2006

2005

$ 51.8
12.4
6.3

$ (9.0)
0.7
3.8

$ 9.6
5.4
4.2

135.4
(2.3)
—

(11.7)
1.1
—

(10.3)
29.6
0.3

203.6

(15.1)

38.8

—
$203.6

—
$(15.1)

(0.9)
$37.9

The reconciliation of income tax on continuing operations
computed at the U.S. federal statutory tax rates to actual
income tax expense (benefit) is as follows:

Income (loss) at statutory rate
State and foreign tax expense (benefit)
Effect of state law changes to deferred
tax asset
Decrease in federal deferred tax asset
valuation allowance
Expired net operating loss carryovers
Medicare Part D Drug Reimbursement
Other permanent differences
Total tax expense (benefit) on
continuing operations

2007
$207.0
19.3

2006
$ (1.1)
—

2005
$13.3
6.9

(11.4)

5.7

32.6

(5.2)
5.2
(5.5)
(5.8)

(4.6)
0.6
(12.5)
(3.2)

(1.1)
1.0
(8.0)
(5.9)

$203.6

$(15.1)

$38.8

The reconciliation of income tax on cumulative effect of accounting change computed at the U.S. federal statutory tax
rates to actual income tax benefit is as follows:

Loss at statutory rate
State tax benefit
Total tax benefit on cumulative effect
of accounting change

2007
$—
—

2006
$—
—

2005
$(0.8)
(0.1)

$—

$—

$(0.9)

In July 2006, the FASB issued FASB Interpretation No. 48,
“Accounting for Uncertainty in Income Taxes” (“FIN 48”). FIN
48 clarifies the accounting for uncertainty in income taxes
recognized in an entity’s financial statements in accordance
with FAS 109, “Accounting for Income Taxes” and prescribes
a recognition threshold and measurement attributes for financial statement recognition and measurement of tax positions
taken or expected to be taken on a tax return. Additionally,
FIN 48 provides guidance on derecognition, classification,
interest and penalties, accounting in interim periods, disclosure and transition.
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The Company adopted the provisions of FIN 48 on January 1, 2007. The total amount of unrecognized tax benefits as
of the date of adoption was $34.6. As a result of the adoption
of FIN 48 the Company recorded $30.8 of unrecognized tax
benefits. The implementation of FIN 48 resulted in an unfavorable impact to retained earnings of $6.7. As of the date
of adoption, the balance of unrecognized tax benefits that, if
recognized, would affect the effective tax rate was $6.2, of
which $3.0 was added as a result of the implementation of
FIN 48.
A reconciliation of the change in unrecognized tax benefits
from January 1, 2007 to December 31, 2007 is as follows:

Balance at January 1, 2007
Increases/(decreases) for prior year tax positions
Increases/(decreases) for current year tax positions
Increases/(decreases) related to settlements
Increases/(decreases) related to statute lapse
Balance at December 31, 2007

Unrecognized
Tax Benefits
$34.6
(8.3)
33.0
(8.3)
(0.1)
$50.9

The Company recognizes interest and penalties accrued related to uncertain tax positions as a component of the income
tax expense. Accrued interest and penalties are included in
the related tax liability line in the consolidated balance sheet.
Upon adoption of FIN 48, the Company had total accrued
interest and penalties of $5.5. The Company accrued additional interest of $0.1 and reduced its penalty accrual by $0.7
during 2007, and in total, as of December 31, 2007, has recognized a liability for interest of $2.8 and penalties of $2.1.
Certain tax positions exist for which it is reasonably possible that the total amounts of unrecognized tax benefits will
significantly change within twelve months of December 31,
2007. The Company has filed an appeal with taxing authorities to resolve a state tax issue related to the Company’s
filing position for tax years prior to 2002. The resolution of
this issue, if concluded in the Company’s favor, is estimated
to reduce related unrecognized tax benefits within the next
twelve months by approximately $0.3 to $0.9.
The Company is subject to taxation by the United States
and by various state and foreign jurisdictions. The Company’s
tax years for 2005 and forward are subject to examination
by the tax authorities. Net operating losses carried forward
from prior years are subject to examination by tax authorities.
However, with a few exceptions, the Company is no longer
subject to federal, state, local or foreign examinations by tax
authorities for years before 2005.

3.121

CHESAPEAKE ENERGY CORPORATION (DEC)

and tax loss carryforwards which comprise deferred taxes
are as follows:
(In millions)
Deferred tax liabilities:
Oil and natural gas properties
Other property and equipment
Derivative instruments
Volumetric production payment
Deferred tax liabilities
Deferred tax assets:
Net operating loss carryforwards
Asset retirement obligation
Investments
Accrued liabilities
Percentage depletion carryforwards
Alternative minimum tax credits
Other
Deferred tax assets
Total deferred tax asset (liability)
Reflected in accompanying balance
sheets as:
Current deferred income tax asset
Current deferred income tax liability
Non-current deferred income tax liability
(a)

2007

2006

$(3,760)
(152)
(20)
(442)
(4,374)

$(3,259)
(106)
(398)
—
(3,763)

$ 170
91
33
6
11
61
37
409

$ 290
74
7
4
6
6
20
407

$(3,965)(a)

$(3,356)

$

$

1
—
(3,966)
$(3,965)

—
(39)
(3,317)
$(3,356)

In addition to the income tax expense of $890 million, activity during 2007 includes a net liability of $131 million related to acquisitions and deferred tax assets for $314 million related to derivative
instruments, $11 million related to investments, $20 million related to stock-based compensation, $56 million related to AMT
payments and $3 million related to the implementation of FIN 48.
In addition, the activity includes a reduction to deferred tax liabilities of $8 million related to state income tax payments and other
miscellaneous items. These items were not recorded as part of
the provision for income taxes.

As of December 31, 2007, we classified $1 million of deferred
tax assets as current that were attributable to the current
portion of derivative liabilities and other current temporary
differences. As of December 31, 2006, we classified $39 million of deferred tax liabilities as current that were attributable
to the current portion of derivative assets and other current
temporary differences.
At December 31, 2007, Chesapeake had federal income
tax net operating loss (NOL) carryforwards of approximately
$238 million and approximately $29 million of percentage depletion carryforwards. Additionally, we had $5 million of alternative minimum tax (AMT) NOL carryforwards available as
a deduction against future AMT income. The NOL carryforwards expire from 2019 through 2026. The value of these
carryforwards depends on the ability of Chesapeake to generate taxable income. In addition, for AMT purposes, only

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
5 (In Part): Income Taxes
Deferred income taxes are provided to reflect temporary differences in the basis of net assets for income tax and financial
reporting purposes. The tax-effected temporary differences

AICPA Accounting Trends & Techniques

ATT-SEC 3.121

P1: JyD
ACPA050-03-P02b

AICPA

AICPA-xml-v1.cls

October 18, 2008

406

11:17

Accounting Trends & Techniques

90% of AMT income in any given year may be offset by AMT
NOLs. A summary of our NOLs follows:
(In millions)
Expiration Date:
December 31, 2019
December 31, 2020
December 31, 2021
December 31, 2022
December 31, 2023
December 31, 2024
December 31, 2025
December 31, 2026
Total

NOL

AMT NOL

$ 17
1
17
36
126
5
22
14
$238

$—
—
—
—
2
1
—
2
$ 5

The ability of Chesapeake to utilize NOL carryforwards to reduce future federal taxable income and federal income tax
of Chesapeake is subject to various limitations under the Internal Revenue Code of 1986, as amended. The utilization of
such carryforwards may be limited upon the occurrence of
certain ownership changes, including the issuance or exercise of rights to acquire stock, the purchase or sale of stock
by 5% stockholders, as defined in the Treasury regulations,
and the offering of stock by us during any three-year period
resulting in an aggregate change of more than 50% in the
beneficial ownership of Chesapeake.
In the event of an ownership change (as defined for income
tax purposes), Section 382 of the Code imposes an annual
limitation on the amount of a corporation’s taxable income
that can be offset by these carryforwards. The limitation is
generally equal to the product of (i) the fair market value of
the equity of the company multiplied by (ii) a percentage approximately equivalent to the yield on long-term tax exempt
bonds during the month in which an ownership change occurs. In addition, the limitation is increased if there are recognized built-in gains during any post-change year, but only to
the extent of any net unrealized built-in gains (as defined in
the Code) inherent in the assets sold. Certain NOLs acquired
through various acquisitions are also subject to limitations.
The following table summarizes our net operating losses
as of December 31, 2007 and any related limitations:

(In millions)
Net operating loss
AMT net operating loss

Total
$238
$ 5

Limited
$27
$ 5

Annual
Limitation
$10
$ 1

As of December 31, 2007, we do not believe that an ownership change has occurred. Future equity transactions by
Chesapeake or by 5% stockholders (including relatively small
transactions and transactions beyond our control) could
cause an ownership change and therefore a limitation on the
annual utilization of NOLs.
In June 2006, the Financial Accounting Standards Board
(FASB) issued FASB Interpretation (FIN) No. 48, Accounting
for Uncertainty in Income Taxes—an interpretation of FASB
Statement No. 109. FIN 48 provides guidance for recognizing and measuring uncertain tax positions, as defined in
SFAS 109, Accounting for Income Taxes. FIN 48 prescribes
a threshold condition that a tax position must meet for any of
the benefit of the uncertain tax position to be recognized in
the financial statements. Guidance is also provided regarding de-recognition, classification and disclosure of these un-
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certain tax positions. FIN 48 was effective for fiscal years
beginning after December 15, 2006.
Chesapeake adopted the provisions of FIN 48 on January
1, 2007. As a result of the implementation of FIN 48, Chesapeake recognized a $7 million liability for accrued interest associated with uncertain tax positions which was accounted
for as a reduction in the January 1, 2007 balance of retained
earnings, net of tax. At the date of adoption, we had approximately $142 million of unrecognized tax benefits related to
alternative minimum tax (AMT) associated with uncertain tax
positions. As of December 31, 2007, the amount of unrecognized tax benefits related to AMT associated with uncertain tax positions was $133 million. If these unrecognized tax
benefits are disallowed and we are ultimately required to pay
additional AMT liabilities, any payments can be utilized as
credits against future regular tax liabilities. The uncertain tax
positions identified would not have a material effect on the
effective tax rate. At December 31, 2007, we had a liability of
$5 million for interest related to these same uncertain tax positions. Chesapeake recognizes interest related to uncertain
tax positions in interest expense. Penalties, if any, related to
uncertain tax positions would be recorded in other expenses.
A reconciliation of the beginning and ending balances of
unrecognized tax benefits is as follows:
(In millions)
Balance at January 1, 2007
Additions based on tax positions related
to the current year
Reductions for tax positions of prior years
Settlements
Balance at December 31, 2007

$142
64
(52)
(21)
$133

Chesapeake files income tax returns in the U.S. federal jurisdiction and various state and local jurisdictions. With few
exceptions, Chesapeake is no longer subject to U.S. federal,
state and local income tax examinations by tax authorities
for years prior to 2004. The Internal Revenue Service (IRS)
completed an examination of Chesapeake’s 2003 and 2004
U.S. income tax returns in September 2007. This examination resulted in an additional AMT liability of $9 million. This
AMT liability can be utilized as a credit against future regular
tax liabilities. The adjustments in the examination did not result in a material change to our financial position, results of
operations or cash flows.
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TAXES ON UNDISTRIBUTED EARNINGS

vested and it is not practicable to estimate the amount of tax
that may be payable upon distribution.

3.122 SFAS No. 109 requires, except in certain specified situations, that undistributed earnings of a subsidiary
included in consolidated income be accounted for as a temporary difference. If a deferred tax liability is not recognized,
paragraph 44 of SFAS No. 109 specifies what information
should be disclosed. Examples of disclosures concerning
undistributed earnings follow

3.124

CORN PRODUCTS INTERNATIONAL, INC (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 7. Income Taxes

3.123

THE BOEING COMPANY (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in millions)

Provisions are made for estimated US and foreign income
taxes, less credits that may be available, on distributions
from foreign subsidiaries to the extent dividends are anticipated. No provision has been made for income taxes on
approximately $735 million of undistributed earnings of foreign subsidiaries at December 31, 2007, as such amounts
are considered permanently reinvested.

Note 4 (In Part): Income Taxes
Significant components of our deferred tax assets, net of
deferred tax liabilities, at December 31 were as follows:

Retiree health care accruals
Inventory and long-term contract methods of
income recognition
Other employee benefits accruals
In-process research and development related
to acquisitions
Net operating loss, credit, and charitable
contribution carryovers (net of valuation
allowance of $20 and $2)
Pension asset
Customer and commercial financing
Unremitted earnings of non-U.S. subsidiaries
Other net unrealized losses
Net deferred tax assets(1)
(1)

2007
$2,581

2006
$3,257

209
1,476

640
1,473

108

124

275
(1,648)
(1,587)
(48)
(18)

319
(397)
(1,517)
(48)
37

$1,348

$3,888

Of the deferred tax asset for net operating loss and credit carryovers, $151 expires in years ending from December 31, 2008
through December 31, 2027 and $125 may be carried over indefinitely.

Net deferred tax assets at December 31 were as follows:
2007
$9,640
(8,272)
(20)
$1,348

Deferred tax assets
Deferred tax liabilities
Valuation allowance
Net deferred tax assets

•

•

•

•

•

2006
$12,174
(8,284)
(2)
$3,888

•

We have provided for U.S. deferred income taxes and foreign withholding tax in the amount of $48 on undistributed
earnings not considered permanently reinvested in our nonU.S. subsidiaries. We have not provided for U.S. deferred
income taxes or foreign withholding tax on the remainder
of undistributed earnings from our non-U.S. subsidiaries because such earnings are considered to be permanently rein-
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3.125

MPS GROUP, INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
7 (In Part): Income Taxes
Federal income taxes were not provided for income from foreign subsidiaries (except for Canada), since they are considered to be permanently invested. If these earnings were
remitted, foreign tax credits would substantially offset any
resulting federal income tax.

LONG-TERM CONTRACTS
3.126

Accounting and disclosure requirements for longterm contracts are discussed in ARB No. 43, Chapter 11, Government Contracts, ARB No. 45, Long-Term
Construction-Type Contracts, American Institute of Certified
Public Accountants (AICPA) Statement of Position (SOP) 811, Accounting for Performance of Construction-Type and
Certain Production-Type Contracts, and FASB’s Emerging Issues Task Force (EITF) Issue No. 00-21, Revenue Arrangements with Multiple Deliverables.

3.127

Table 3-16 shows that usually the percentage of
completion method or a modification of this method is
used to recognize revenue on long-term contracts. Of the
600 survey companies, 107 had long-term contracts. Of
the 76 companies using percentage-of-completion method
based on an input measurement, 43 companies used costto-cost to measure progress towards completion. Of the
43 companies using percentage of completion method
based on an output measurement, 27 used units-of-delivery
to measure progress towards completion. Examples of disclosure for long-term contracts follow.
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3.128
TABLE 3-16: METHOD OF ACCOUNTING FOR
LONG-TERM CONTRACTS
Number of Companies
2007
2006
2005
2004
Percentage-of-completion: input
based............................................
Percentage-of-completion: output
based............................................
Completed contract.........................

Note 10 (In Part): Inventories

76

81

84

77

Inventories consist of the following:

43
24

55
9

41
6

39
9

(Dollars in millions)
FIFO or average cost (which approximates
current costs):
Finished products
In-process
Raw materials and supplies

3.129

GOODRICH CORPORATION (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Significant Accounting Policies
Revenue and Income Recognition
For revenues not recognized under the contract method of
accounting, the Company recognizes revenues from the sale
of products at the point of passage of title, which is generally at the time of shipment. Revenues earned from providing maintenance service are recognized when the service is
complete.
For revenues recognized under the contract method of accounting, the Company recognizes sales and profits on each
contract in accordance with the percentage-of-completion
method of accounting, generally using the units-of-delivery
method. The Company follows the requirements of the American Institute of Certified Public Accountants Statement of
Position 81-1, “Accounting for Performance of ConstructionType and Certain Production-Type Contracts” (SOP 81-1).
The contract method of accounting involves the use of various estimating techniques to project costs at completion and
includes estimates of recoveries asserted against the customer for changes in specifications. These estimates involve
various assumptions and projections relative to the outcome
of future events, including the quantity and timing of product
deliveries. Also included are assumptions relative to future
labor performance and rates, and projections relative to material and overhead costs. These assumptions involve various
levels of expected performance improvements.
The Company re-evaluates its contract estimates periodically and reflects changes in estimates in the current period using the cumulative catch-up method. A significant
portion of the Company’s sales in the aerostructures business in the Nacelles and Interior Systems segment are under
long-term, fixed-priced contracts, many of which contain escalation clauses, requiring delivery of products over several
years and frequently providing the buyer with option pricing
on follow-on orders.
Included in Accounts Receivable at December 31, 2007
and 2006, were receivable amounts under contracts in
progress of $100.4 million and $90.6 million, respectively,
that represent amounts earned but not billable at the respec-
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tive Balance Sheet dates. These amounts become billable
according to their contract terms, which usually consider the
passage of time, achievement of milestones or completion
of the project. Of the $100.4 million at December 31, 2007,
$32.6 million is expected to be collected after December 31,
2008.

Less:
Reserve to reduce certain inventories
to LIFO basis
Progress payments and advances
Total

2007

2006

$ 331.0
1,039.0
483.2
1,853.2

$ 317.4
866.7
416.0
1,600.1

(49.5)
(28.1)
$1,775.6

(48.5)
(31.5)
$1,520.1

In-process inventory includes $515.4 million and $399 million as of December 31, 2007 and 2006, respectively, for
the following: (1) pre-production and excess-over-average
inventory accounted for under long-term contract accounting; and (2) engineering costs recoverable under long-term
contractual arrangements.
Note 17 (In Part): Contingencies
Other (In Part)
Aerostructures Long-Term Contracts
The Company’s aerostructures business in the Nacelles and
Interior Systems segment has several long-term contracts
in the pre-production phase including the Boeing 787 and
Airbus A350 XWB, and in the early production phase including the Airbus A380. These contracts are accounted for in
accordance with the provisions of SOP 81-1.
The pre-production phase includes design of the product to meet customer specifications as well as design of
the processes to manufacture the product. Also involved in
this phase is securing the supply of material and subcomponents produced by third party suppliers that are generally
accomplished through long-term supply agreements.
Contracts in the early production phase include excessover-average inventories, which represent the excess of current manufactured cost over the estimated average manufactured cost during the life of the contract.
Cost estimates over the lives of contracts are affected by
estimates of future cost reductions including learning curve
efficiencies. Because these contracts cover manufacturing
periods of up to 20 years or more, there is risk associated with
the estimates of future costs made during the pre-production
and early production phases. These estimates may be different from actual costs due to the following:
• ability to recover costs incurred for change orders and
claims;
• costs, including material and labor costs and related
escalation;

P1: JyD
ACPA050-03-P02c

AICPA

AICPA-xml-v1.cls

October 3, 2008

22:34

409

Section 3: Income Statement

• labor improvements due to the learning curve experience;
• anticipated cost productivity improvements related to
new manufacturing methods and processes;
• supplier pricing including escalation where applicable
and the supplier’s ability to perform;
• the cost impact of product design changes that frequently occur during the flight test and certification
phases of a program; and
• effect of foreign currency exchange fluctuations.
Additionally, total contract revenue is based on estimates of
future units to be delivered to the customer and sales price
escalation where applicable. There is a risk that there could
be differences between the actual units delivered and the
estimated total units to be delivered under the contract and
differences in actual sales escalation compared to estimates.
Changes in estimates could have a material impact on the
Company’s results of operations and cash flows.
Provisions for estimated losses on uncompleted contracts
are recorded to the extent total estimated costs exceed estimated contract revenues in the period such losses are determined.

when probable and reasonably estimable, which we generally determined to be when the contract is approximately
70% complete. We treat long-term construction contracts
that contain such a level of risk and uncertainty that estimation of the final outcome is impractical except to assure
that no loss will be incurred, as deferred profit recognition
contracts.
Our policy is to account for fixed-price contracts under the
completed-contract method if we believe that we are unable
to reasonably forecast cost to complete at start-up. Under
the completed-contract method, income is recognized only
when a contract is completed or substantially complete.
Variations from estimated contract performance could result in material adjustments to operating results for any fiscal
quarter or year. We include claims for extra work or changes
in scope of work to the extent of costs incurred in contract
revenues when we believe collection is probable.
The following amounts represent retainages on contracts:
(In thousands)
Retainages expected to be collected
in 2008
Retainages expected to be collected
after one year
Total Retainages

2007

2006

$107,397

$ 76,067

68,713
$176,110

67,617
$143,684

3.130

MCDERMOTT INTERNATIONAL, INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Contracts and Revenue Recognition
We generally recognize contract revenues and related costs
on a percentage-of-completion method for individual contracts or combinations of contracts based on work performed, man hours, or a cost-to-cost method, as applicable
to the product or activity involved. Some of our contracts
contain a risk-and-reward element, whereby a portion of total compensation is tied to the overall performance of several companies working under alliance arrangements. We
include revenues and related costs so recorded, plus accumulated contract costs that exceed amounts invoiced
to customers under the terms of the contracts, in contracts in progress. We include in advance billings on contracts billings that exceed accumulated contract costs and
revenues and costs recognized under the percentage-ofcompletion method. Most long-term contracts contain provisions for progress payments. We expect to invoice customers
for all unbilled revenues. We review contract price and cost
estimates periodically as the work progresses and reflect adjustments proportionate to the percentage-of-completion in
income in the period when those estimates are revised. For
all contracts, if a current estimate of total contract cost indicates a loss on a contract, the projected loss is recognized
in full when determined.
For contracts as to which we are unable to estimate the
final profitability except to assure that no loss will ultimately
be incurred, we recognize equal amounts of revenue and
cost until the final results can be estimated more precisely.
For these deferred profit recognition contracts, we recognize
revenue and cost equally and only recognize gross margin

AICPA Accounting Trends & Techniques

We have included in accounts receivable—trade retainages
expected to be collected in 2008. Retainages expected to be
collected after one year are included in other assets. Of the
long-term retainages at December 31, 2007, we anticipate
collecting $33.8 million in 2009, $24.8 million in 2010 and
$10.1 million in 2011.
Note 13 (In Part): Risks and Uncertainties
As of December 31, 2007, in accordance with the
percentage-of-completion method of accounting, we have
provided for our estimated costs to complete all of our ongoing contracts. However, it is possible that current estimates
could change due to unforeseen events, which could result
in adjustments to overall contract costs. The risk on fixedpriced contracts is that revenue from the customer does not
rise to cover increases in our costs. It is possible that current estimates could materially change for various reasons,
including, but not limited to, fluctuations in forecasted labor
productivity, pipeline lay rates or steel and other raw material prices. Increases in costs on our fixed-price contracts
could have a material adverse impact on our consolidated
results of operations, financial condition and cash flows. Alternatively, reductions in overall contract costs at completion
could materially improve our consolidated results of operations, financial condition and cash flows.
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3.131

PEROT SYSTEMS CORPORATION (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Revenue Recognition
We provide services to our customers under contracts that
contain various pricing mechanisms and other terms. The
fees under these arrangements are generally based on the
level of effort incurred in delivering the services, including
cost plus and time and materials fee arrangements, on a contracted fixed price for contracted services, or on a contracted
per-unit price for each unit of service delivered. These services generally fall into one of the following categories:
• Infrastructure services—include data center and systems management, Web hosting and Internet access,
desktop solutions, messaging services, program management, hardware maintenance and monitoring, network management, including VPN services, service
desk capabilities, physical security, network security,
risk management, and virtualization (the management
of leveraged computing environments). We typically
hire a significant portion of the customer’s staff that supported these functions prior to the transition of services.
We then apply our expertise and operating methodologies and utilize technology to increase the efficiency of
the operations, which usually results in increased operational quality at a lower cost. The term of our outsourcing contracts generally ranges between five and
ten years.
• Applications services—include services such as application development and maintenance, including the
development and maintenance of custom and packaged application software for customers, and application systems migration and testing, which includes
the migration of applications from legacy environments
to current technologies, as well as performing quality
assurance functions on custom applications. We also
provide other applications services such as application
assessment and evaluation, hardware and architecture
consulting, systems integration, and Web-based services. The term of our applications services contracts
varies based on the complexity of the services provided
and the customers’ needs.
• Business process services—include services such as
product engineering, claims processing, life insurance
policy administration, call center management, payment and settlement management, security, and services to improve the collection of receivables. In addition, business process services include engineering
support and other technical and administrative services
that we provide to the U.S. federal government. The
term of our business process services contracts generally ranges from month-to-month to five years.
• Consulting services—include services such as strategy
consulting, enterprise consulting, technology consulting, and research. The consulting services provided
to customers within our Industry Solutions and Government Services segments typically consist of customized, industry-specific business solutions provided
by associates with industry expertise. The consulting
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services provided within the Consulting and Application Solutions segment includes the implementation
of prepackaged software applications. Consulting services are typically viewed as discretionary services by
our customers, with the level of business activity depending on many factors, including economic conditions and specific customer needs. The term of our consulting contracts varies based on the complexity of the
services provided and the customers’ needs.
Within these four categories of services, our contracts include non-construction service deliverables, including infrastructure services and business process services, and
construction service deliverables, such as application development and implementation services.
Accounting for Revenue in Single-Deliverable Arrangements
Revenue for non-construction service deliverables is recognized as the services are delivered in accordance with SEC
Staff Accounting Bulletin No. 104, “Revenue Recognition,”
which provides that revenue should be recognized when persuasive evidence of an arrangement exists, the fee is fixed
or determinable, and collectibility is reasonably assured. Under our policy, persuasive evidence of an arrangement exists
when a final understanding between us and our customer exists as to the specific nature and terms of the services that we
are going to provide, as documented in the form of a signed
agreement between us and the customer.
Revenue for non-construction services priced under fixedfee arrangements is recognized on a straight-line basis over
the longer of the term of the contract or the expected service
period, regardless of the amounts that can be billed in each
period, unless evidence suggests that the revenue is earned
or our obligations are fulfilled in a different pattern. If we are
to provide a similar level of non-construction services each
period during the term of a contract, we would recognize
the revenue on a straight-line basis since our obligations are
being fulfilled in a straight-line pattern. If our obligations are
being fulfilled in a pattern that is not consistent over the term
of a contract, then we would recognize revenue consistent
with the proportion of our obligations fulfilled in each period.
In determining the proportion of our obligations fulfilled in
each period, we consider the nature of the deliverables we
are providing to the customer and whether the volumes of
those deliverables are easily measured, such as when we
provide a contractual number of full time equivalent associate
resources. If the amount of our obligations fulfilled in each
period is not easily distinguished by reference to the volumes
of services provided, then we would recognize revenue on a
straight-line basis.
Revenue for construction services that do not include a license to one of our software products is recognized in accordance with the provisions of AICPA Statement of Position No.
81-1, “Accounting for Performance of Construction-Type and
Certain Production-Type Contracts.” In general, SOP 81-1
requires the use of the percentage-of-completion method to
recognize revenue and profit as our work progresses, and we
primarily use hours incurred to date to measure our progress
toward completion. This method relies on estimates of total
expected hours to complete the construction service, which
are compared to hours incurred to date, to arrive at an estimate of how much revenue and profit has been earned to
date. Although we primarily measure our progress toward
completion using hours incurred to date, we may measure
our progress toward completion using costs incurred to date
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if the construction services involve a significant amount of
non-labor costs. Because these estimates may require significant judgment, depending on the complexity and length of
the construction services, the amount of revenue and profits
that have been recognized to date are subject to revisions. If
we do not accurately estimate the amount of hours or costs
required or the scope of work to be performed, or do not
complete our projects within the planned periods of time, or
do not satisfy our obligations under the contracts, then revenue and profits may be significantly and negatively affected
or losses may need to be recognized. Revisions to revenue
and profit estimates are reflected in income in the period in
which the facts that give rise to the revision become known.
Revenue for the sale of a license from our software products or the sale of services relating to a software license is
recognized in accordance with the provisions of AICPA Statement of Position No. 97-2, “Software Revenue Recognition.”
In general, SOP 97-2 addresses the separation and the timing of revenue recognition for software and software-related
services, such as implementation and maintenance services.
SOP 97-2 also requires the application of the percentageof-completion method as described in SOP 81-1 for those
software arrangements that require significant production,
modification, or customization of the software. As a result,
the accounting for revenue related to software arrangements
includes many of the estimates and significant judgments
discussed above.
Revenue for services priced under time and materials contracts and unit-priced contracts is recognized as the services
are provided at the contractual unit price.
Accounting for Revenue in Multiple-Deliverable
Arrangements
For those arrangements that include multiple deliverables,
we first determine whether each service, or deliverable,
meets the separation criteria of Financial Accounting Standards Board Emerging Issues Task Force Issue No. 00-21,
“Revenue Arrangements with Multiple Deliverables.” In general, a deliverable (or a group of deliverables) meets the separation criteria if the deliverable has standalone value to the
customer and if there is objective and reliable evidence of
the fair value of the remaining deliverables in the arrangement. Each deliverable that meets the separation criteria is
considered a separate “unit of accounting.” We allocate the
total arrangement consideration to each unit of accounting
based on the relative fair value of each unit of accounting.
The amount of arrangement consideration that is allocated
to a delivered unit of accounting is limited to the amount
that is not contingent upon the delivery of another unit of
accounting.
After the arrangement consideration has been allocated to
each unit of accounting, we apply the appropriate revenue
recognition method for each unit of accounting as described
previously based on the nature of the arrangement and the
services included in each unit of accounting. All deliverables
that do not meet the separation criteria of EITF 00-21 are
combined into one unit of accounting, and the most appropriate revenue recognition method is applied.
In arrangements for both non-construction and construction services, we may bill the customer prior to performing
services, which would require us to record deferred revenue.
In other arrangements, we may perform services prior to
billing the customer, which could require us to record unbilled
receivables or to defer the costs associated with either the
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non-construction or construction services, depending on the
terms of the arrangement and the application of the revenue
separation criteria of EITF 00-21.
In certain arrangements we may pay consideration to the
customer at the beginning of a contract as an incentive, which
is most commonly in the form of cash. This consideration
is recorded in other non-current assets on the consolidated
balance sheets and is amortized as a reduction to revenue
over the term of the related contract.
As a result of our adoption of EITF 00-21 in 2003, we recognized revenue of approximately $7 million, $5 million, and
$3 million during the years ended December 31, 2007, 2006,
and 2005, respectively, that were recognized prior to 2003
under our accounting for revenue prior to the adoption of
EITF 00-21 and were also included in the cumulative effect
of a change in accounting principle, which we recorded in
the first quarter of 2003.
Contract Costs
Costs to deliver services are expensed as incurred, with the
exception of setup costs and the cost of certain construction
and non-construction services for which the related revenue
must be deferred under EITF 00-21 or other accounting literature. We defer and subsequently amortize certain setup costs
related to activities that enable us to provide the contracted
services to customers. Deferred contract setup costs may
include costs incurred during the setup phase of a customer
arrangement relating to data center migration, implementation of certain operational processes, employee transition,
and relocation of key personnel. We amortize deferred contract setup costs on a straight-line basis over the lesser of
their estimated useful lives or the term of the related contract.
Useful lives range from three years up to a maximum of the
term of the related customer contract.
For a construction service in a single-deliverable arrangement, if the total estimated costs to complete the construction service exceed the total amount that can be billed under
the terms of the arrangement, then a loss would generally
be recorded in the period in which the loss first becomes
probable. For a construction service in a multiple-deliverable
arrangement, if the total estimated costs to complete the
construction service exceed the amount of revenue that is
allocated to the separate construction service unit of accounting (based on the relative fair value allocation, limited
to the amount that is not contingent), then the actual costs
incurred to complete the construction service in excess of
the allocated fair value would be deferred, up to the amount
of the relative fair value, and amortized over the remaining
term of the contract. A loss would generally be recorded on
a construction service in a multiple-deliverable arrangement
if the total costs to complete the service exceed the relative
fair value of the service.
Deferred contract costs are evaluated for realizability
whenever events or changes in circumstances indicate that
the carrying amount may not be realizable. Our evaluation
is based on the amount of non-refundable deferred revenue
that is related to the deferred contract costs and our projection of the remaining gross profits from the related customer contract. To the extent that the carrying amount of
the deferred contract costs is greater than the amount of
non-refundable deferred revenue and the remaining net gross
profits from the customer contract, a charge is recorded to
reduce the carrying amount to equal the amount of nonrefundable deferred revenue and remaining gross profits.
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3. Accounts Receivable
Accounts receivable, net, consisted of the following as of
December 31:
(In millions)
Amounts billed
Amounts to be invoiced
Recoverable costs and profits
Other
Allowance for doubtful accounts

2007
$310
161
7
12
(13)
$477

2006
$214
106
13
13
(8)
$338

With regard to amounts billed, allowances for doubtful accounts are provided based primarily on specific identification where less than full recovery of accounts receivable is
expected. Amounts to be invoiced represent revenue contractually earned for services performed that are invoiced to
the customer primarily in the following month. Recoverable
costs and profits represent amounts recognized as revenue
that have not yet been billed in accordance with the contract terms but are anticipated to be billed within one year.
Other accounts receivable primarily represents amounts to
be reimbursed by customers for the purchase of third party
products and services that are not recorded as revenue or
direct cost of services.
7 (In Part): Deferred Contract Costs, Net, and Other
Non-Current Assets
Deferred Contract Costs, Net
The balance of deferred contract costs, net, at December 31,
2007 and 2006, relate primarily to deferred contract setup
costs, which are amortized on a straight-line basis over the
lesser of their estimated useful lives or the term of the related
contract. Amortization expense for deferred contract setup
costs was $16 million, $11 million, and $5 million for the years
ended December 31, 2007, 2006, and 2005, respectively.
During the third quarter of 2006, we modified an existing
contract that included both construction services and nonconstruction services. The construction services related to
a software development and implementation project, which
was modified to eliminate the fixed-price development and
implementation deliverables in the original contract. Following the contract modification in September 2006, we impaired $44 million of the deferred contract costs.
Other Non-Current Assets (In Part)
Sales Incentives
In certain arrangements we may pay consideration to the
customer at the beginning of a contract as a sales incentive,
which is most commonly in the form of cash. This consideration is recorded in other non-current assets on the consolidated balance sheets and is amortized as a reduction to
revenue over the term of the related contract. Amortization
for sales incentives was $2 million, $3 million, and $3 million
for each of the years ended December 31, 2007, 2006, and
2005.
13. Customer Contract Terminations
In the fourth quarter of 2007, we received notice from a client
that it would end the current services agreements. As a re-
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sult, we realized contract termination-related revenue and
gross profit of approximately $59 million and $46 million, respectively, consisting of a contractually-obligated termination fee of $26 million and recognition of revenue and costs
that were previously deferred of $33 million and $13 million,
respectively.
In 2001, we entered into a long-term fixed-price IT
outsourcing contract with a customer that included various
non-construction services and a construction service,
which was an application development project. In 2003,
we recorded losses on this contract totaling approximately
$37 million, and we exited the contract. We completed the
services necessary to transition certain functions back to
the customer during the fourth quarter of 2003. In 2004, we
filed a claim in arbitration to recover amounts we believed
were due under this contract, and the other party filed
counterclaims. In the second quarter of 2005, we settled this
dispute, which resulted in a payment to us of approximately
$7 million and a reduction of liabilities of approximately $3
million, both of which were recorded as a reduction to direct
cost of services in 2005.
16 (In Part): Commitments and Contingencies
Federal Government Contracts
Despite the fact that a number of government projects for
which we serve as a contractor or subcontractor are planned
as multi-year projects, the U.S. government normally funds
these projects on an annual or more frequent basis. Generally, the government has the right to change the scope of,
or terminate, these projects at its discretion or as a result of
changes in laws or regulations that might affect our ability to
qualify to perform the projects. The termination or a reduction in the scope of a major government project could have
a material adverse effect on our results of operations and
financial condition.
Our federal government contract costs and fees are subject to audit by the Defense Contract Audit Agency (DCAA)
and other federal agencies. These audits may result in adjustments to contract costs and fees reimbursed by our federal
customers. The DCAA has completed audits of our contracts
through fiscal year 2004.
Contract-Related Contingencies
We have certain contingent liabilities that arise in the ordinary
course of providing services to our customers. These contingencies are generally the result of contracts that require
us to comply with certain level of effort or performance measurements, certain cost-savings guarantees, or the delivery
of certain services by a specified deadline.
Guarantees and Indemnifications (In Part)
We include warranty provisions in substantially all of our customer contracts in the ordinary course of business. These
provisions generally provide that our services will be performed in an appropriate and legal manner and that our products and other deliverables will conform in all material respects to specifications agreed between our customer and
us. Our obligations under these agreements may be limited
in terms of time or amount or both. In addition, we have
purchased and expect to continue to purchase errors and
omissions insurance policies, which are expected, in most
cases, to limit our financial exposure to claims covered by

P1: JyD
ACPA050-03-P02c

AICPA

AICPA-xml-v1.cls

October 3, 2008

22:34

Section 3: Income Statement

such policies. Because our obligations are conditional in nature and depend on the unique facts and circumstances involved in each particular matter, we record liabilities for these
arrangements only on a case by case basis when management determines that it is probable that a liability has been
incurred. As of December 31, 2007, we have no significant
liability recorded for warranty claims.

3.132

RAYTHEON COMPANY (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Revenue Recognition
We account for our contracts associated with the design,
development, manufacture, or modification of complex
aerospace or electronic equipment and related services, or
those otherwise within the scope of Chapter 11 of Accounting Research Bulletin No. 43, Government Contracts (ARB
No. 43) or Statement of Position 81-1, Accounting for Performance of Construction-Type and Certain Production-Type
Contracts (SOP 81-1), such as certain cost-plus service
contracts, using the percentage-of-completion accounting
method. Under this method, revenue is recognized based on
the extent of progress towards completion of the long-term
contract. We combine closely related contracts when all the
applicable criteria under SOP 81-1 are met. Similarly, we may
segment a project, which may consist of a single contract or
a group of contracts, with varying rates of profitability, only if
all the applicable criteria under SOP 81-1 are met.
We generally use the cost-to-cost measure of progress
for all of our long-term contracts unless we believe another method more clearly measures progress towards completion of the contract. Under the cost-to-cost measure of
progress, the extent of progress towards completion is measured based on the ratio of costs incurred-to-date to the total estimated costs at completion of the contract. Revenues,
including estimated earned fees or profits, are recorded as
costs are incurred. Incentive and award fees which are generally awarded at the discretion of the customer, as well as
penalties related to contract performance, are considered in
estimating profit rates. Estimates of award fees are based on
actual awards and anticipated performance. Incentive provisions which increase or decrease earnings based solely on
a single significant event are generally not recognized until
the event occurs. Such incentives and penalties are recorded
when there is sufficient information for us to assess anticipated performance. Our claims on contracts are recorded
only if it is probable that the claim will result in additional
contract revenue and the amounts can be reliably estimated.
Changes in estimates of contract sales, costs and profits are recognized using a cumulative catch-up, which recognizes in the current period the cumulative effect of the
changes on current and prior periods. A significant change
in one or more of these estimates could affect the profitability of one or more of our contracts. When estimates of total
costs to be incurred on a contract exceed total estimates of
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revenue to be earned, a provision for the entire loss on the
contract is recorded in the period the loss is determined.
To a much lesser extent, we also enter into contracts that
are not associated with the design, development, manufacture, or modification of complex aerospace or electronic
equipment and related services, or not otherwise within
the scope of ARB No. 43 or SOP 81-1. We account for
those contracts in accordance with the Securities and Exchange Commission’s Staff Accounting Bulletin No. 104,
Revenue Recognition (SAB 104), or other relevant revenue
recognition accounting literature. Revenue under such contracts is generally recognized upon delivery or as the service
is performed. Revenue on contracts to sell software is recognized in accordance with the requirements of Statement of
Position 97-2, Software Revenue Recognition. Revenue from
non-software license fees is recognized over the expected
life of the continued involvement with the customer. Royalty revenue is recognized when earned. Revenue generated
from fixed price service contracts not associated with the design, development, manufacture, or modification of complex
aerospace or electronic equipment is recognized as services
are rendered once persuasive evidence of an arrangement
exists, our price is fixed or determinable, and we have determined that collectibility is reasonably assured.
We apply the separation guidance in Emerging Issues Task
Force 00-21, Revenue Arrangements with Multiple Deliverables (EITF 00-21) for contracts with multiple deliverables.
Revenue arrangements with multiple deliverables are evaluated to determine if the deliverables should be divided into
more than one unit of accounting. For contracts with more
than one unit of accounting, we recognize revenue for each
deliverable based on the revenue recognition policies discussed above.
Contracts in Process
Contracts in process are stated at cost plus estimated profit,
but not in excess of estimated realizable value.
Deferred Contract Costs
Certain costs incurred in the performance of our U.S. government contracts are required to be recorded under GAAP
but are not currently allocable to contracts. Such costs are
deferred and primarily include a portion of our environmental
expenses, asset retirement obligations, certain restructuring
costs, deferred state income tax and workers’ compensation. At December 31, 2007 and December 31, 2006, the net
deferred contract costs were approximately $80 million and
$40 million, respectively. These costs are allocated to contracts when they are paid or otherwise agreed. We regularly
assess the probability of recovery of these costs. This assessment requires us to make assumptions about the extent
of cost recovery under our contracts and the amount of future
contract activity. If the level of backlog in the future does not
support the continued deferral of these costs, the profitability
of our remaining contracts could be adversely affected.
Pension and other postretirement costs are allocated to
our contracts as allowed costs based upon the U.S. Government Cost Accounting Standards (CAS). The CAS requirements for pension and other postretirement costs differ from
the financial accounting standards (FAS) requirements under U.S. GAAP. Given the inherent difficulty in matching individual expense and income items between the CAS and
FAS requirements to determine specific recoverability, we
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have not estimated the incremental FAS expense to be recoverable under our expected future contract activity, and
therefore have not deferred any FAS expense for pension
and other postretirement plans in 2005–2007. This resulted
in $259 million, $362 million and $448 million of incremental
expense reflected in our results of operations for 2007, 2006
and 2005, respectively, for the difference between CAS and
FAS requirements for our pension plans in those years.
Product Warranty (In Part)
Costs incurred under warranty provisions performed under long-term contracts using the cost-to-cost measure of
progress are accounted for as contract costs and are excluded from the table above, as the estimation of these costs
is an integral part of the determination of the pricing of these
long-term contracts.
Note 4. Contracts in Process
Contracts in process consisted of the following at December 31, 2007:
(In millions)
U.S. government end-use
contracts
Billed
Unbilled
Less progress payments
Other customers
Billed
Unbilled
Less progress payments
Total

Cost Type

Fixed Price

Total

$ 400
1,119
—
1,519

$ 286
6,096
(4,820)
1,562

$ 686
7,215
(4,820)
3,081

32
63
—
95
$1,614

417
825
(597)
645
$ 2,207

449
888
(597)
740
$ 3,821

Contracts in process consisted of the following at December
31, 2006:
(In millions)
U.S. government end-use
contracts
Billed
Unbilled
Less progress payments
Other customers
Billed
Unbilled
Less progress payments
Total

Cost Type

Fixed Price

Total

$ 605
860
—
1,465

$ 243
5,766
(4,566)
1,443

$ 848
6,626
(4,566)
2,908

36
23
—
59
$1,524

178
770
(315)
633
$ 2,076

214
793
(315)
692
$ 3,600

Note 5. Inventories
Inventories consisted of the following at December 31:
(In millions)
Finished goods
Work in process
Materials and purchased parts
Total

2007
$ 47
276
63
$386

2006
$ 91
229
56
$376

Inventories at the government and defense businesses include component parts, materials and in certain instances,
costs incurred in advance of contract award or funding. If
we determine that the contract award or funding is probable,
these precontract costs, excluding any start-up costs, are
capitalized into inventory. Capitalized precontract and other
deferred costs of $95 million and $84 million were included
in inventory as work in process at December 31, 2007 and
2006, respectively.
Note 12 (In Part): Commitments and Contingencies
Government contractors are subject to many levels of audit and investigation. Agencies that oversee contract performance include: the Defense Contract Audit Agency, the
Inspector General of the Department of Defense and other
departments and agencies, the Government Accountability
Office, the Department of Justice and Congressional Committees. The Department of Justice, from time to time, has
convened grand juries to investigate possible irregularities by
us. Individually and in the aggregate, these audits and investigations are not expected to have a material adverse effect
on our financial position, results of operations or liquidity.

DISCONTINUED OPERATIONS

The U.S. government has title to the assets related to unbilled
amounts on contracts that provide for progress payments.
Unbilled amounts are recorded under the percentage of completion method and are recoverable from the customer upon
shipment of the product, presentation of billings or completion of the contract. Included in unbilled at December 31,
2007 was $194 million which is expected to be collected
outside of one year.
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Billed and unbilled contracts in process include retentions arising from contractual provisions. At December 31,
2007, retentions were $65 million and are anticipated to be
collected as follows: $44 million in 2008 and the balance
thereafter.

3.133 Paragraphs 41–44 of SFAS No. 144, Accounting for
the Impairment or Disposal of Long-Lived Assets, set forth the
financial accounting and reporting requirements for discontinued operations of a component of an entity. A component
of an entity comprises operations and cash flows that can be
clearly distinguished, operationally and for financial reporting
purposes, from the rest of the entity. A component of an entity may be a reportable segment or operating segment (as
defined by SFAS No. 131, Disclosures about Segments of
an Enterprise and Related Information), a reporting entity (as
defined by SFAS No. 142, Goodwill and Other Intangible Assets), or an asset group (as defined by paragraph 4 of SFAS
No. 144).
3.134 SFAS No. 144 uses a single accounting model,
based on the framework established in SFAS No. 121,
Accounting for Impairment of Long-Lived Assets and for
Long-Lived Assets to Be Disposed Of, to account for all longlived assets to be disposed of (by sale, abandonment, or a
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distribution to owners). This includes asset disposal groups
meeting the criteria for presentation as a discontinued operation as specified in paragraph 43 of SFAS No. 144. A longlived asset group classified as held for sale shall be measured
at the lower of its carrying amount or fair value less cost to
sell. Additionally, in accordance with paragraph 37 of SFAS
No. 144, a loss shall be recognized for any write-down to fair
value less cost to sell. A gain shall be recognized for any subsequent recovery of cost. Lastly, a gain or loss not previously
recognized that results from the sale of the asset disposal
group should be recognized at the date of sale. Therefore,
discontinued operations are no longer measured on a net realizable value basis, and future operating losses are no longer
recognized before they occur.

3.136 Illustrations of transactions which should and should
not be accounted for as business segment disposals are
presented in FASB Accounting Standards—Current Text,
Section I14, Income Statement Presentation: Discontinued
Operations.

3.137 In 2007, 129 survey companies discontinued or
planned to discontinue the operations of a component of an
entity. 103 of the survey companies reported a gain or loss
recognized on the disposal of a component of an entity. 49 of
those survey companies presented the disposal gain or loss
on the face of the income statement. Examples of discontinued operations accounted for separately from continuing
operations follow.

3.135 The conditions for determining whether discontinued
operation treatment is appropriate and the required income
statement presentation are stated in paragraphs 42 and 43
of SFAS No. 144 as follows:
42. The results of operations of a component of an
entity that either has been disposed of or is classified as held for sale shall be reported in discontinued
operations in accordance with paragraph 43 if both of
the following conditions are met: (a) the operations and
cash flow of the component have been (or will be) eliminated from the ongoing operations of the enterprise
as a result of the disposal transaction and (b) the entity will not have any significant continuing involvement
in the operations of the component after the disposal
transaction.
43. In a period in which a component of an entity
either has been disposed of or is classified as held for
sale, the income statement of a business enterprise for
current and prior periods shall report the results of operations of the component, including any gain or loss
recognized in accordance with paragraph 37, in discontinued operations. The results of operations of a
component classified as held for sale shall be reported
in discontinued operations in the period(s) in which they
occur. The results of discontinued operations, less applicable income taxes (benefit), shall be reported as
a separate component of income before extraordinary
items and the cumulative effect of accounting changes
(if applicable). For example, the results of discontinued
operations may be reported in the income statement
of a business enterprise as follows:
Income from continuing
operations before income taxes
Provision for income taxes
Income from continuing
operations
Discontinued operations (Note—):
Loss from operations of
component X (including loss on
disposal of $—)
Income tax benefit
Loss on discontinued operations
Net income

$XXXX
XXX
$XXXX

$XXXX
XXXX
XXXX
$XXXX

A gain or loss recognized on the disposal shall be disclosed either on the face of the income statement or in
the notes to the financial statements.
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Business Component Disposals
3.138

KB HOME (NOV)
(In thousands)
Income (loss) from
continuing operations
before income taxes
Income tax benefit
(expense)
Income (loss) from
continuing operations
Income from discontinued
operations, net of
income taxes
Gain on sale of
discontinued
operations, net of
income taxes
Net income (loss)

2007

2006

2005

$(1,460,770)

$571,847

$1,201,534

46,000

(178,900)

(447,000)

(1,414,770)

392,947

754,534

47,252

89,404

69,178

438,104
$ (929,414)

—
$482,351

—
$ 823,712

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Basis of Presentation (In Part)
In July 2007, the Company sold its 49% equity interest in its
publicly traded French subsidiary, KBSA. Therefore, for the
years ended November 30, 2007, 2006 and 2005, the French
operations have been presented as discontinued operations
in the consolidated financial statements.
Note 19. Discontinued Operations
On July 10, 2007, the Company sold its 49% equity interest in
its publicly traded French subsidiary, KBSA. The sale generated total gross proceeds of $807.2 million and a pretax gain
of $706.7 million ($438.1 million, net of income taxes), which
was recognized in the third quarter of 2007. The sale was
made pursuant to the Share Purchase Agreement among
the Company, the Purchaser and the Selling Subsidiaries.
Under the Share Purchase Agreement, the Purchaser agreed
to acquire the 49% equity interest (representing 10,921,954
shares held collectively by the Selling Subsidiaries) at a price
of 55.00 euros per share. The purchase price consisted of
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50.17 euros per share paid by the Purchaser in cash, and a
cash dividend of 4.83 euros per share paid by KBSA.
As a result of the sale, the results of the French operations, which had previously been presented as a separate
reporting segment, are included in discontinued operations
in the Company’s consolidated statements of operations. In
addition, any assets and liabilities related to these discontinued operations are presented separately on the consolidated

2007
$911,841
(680,234)
(129,407)
102,200
1,199
—
(38,665)
4,118
68,852
(21,600)
$ 47,252

Revenues
Construction and land costs
Selling, general and administrative expenses
Operating income
Interest income
Interest expense, net of amounts capitalized
Minority interests
Equity in income of unconsolidated joint ventures
Income from discontinued operations before income taxes
Income tax expense
Income from discontinued operations, net of income taxes
The following is a summary of the assets and liabilities of
the French discontinued operations. The amounts presented
below were derived from historical financial information and
adjusted to exclude intercompany receivables and payables
between the French discontinued operations and the Company (in thousands):
2006
Assets
Cash
Receivables
Inventories
Investments in unconsolidated joint ventures
Goodwill
Other assets
Total assets
Liabilities
Accounts payable
Accrued expenses and other liabilities
Mortgages and notes payable
Minority interests
Total liabilities

balance sheets, and any cash flows related to these discontinued operations are presented separately in the consolidated statements of cash flows. All prior period information
has been reclassified to be consistent with the current period
presentation.
The following amounts related to the French operations
were derived from historical financial information and have
been segregated from continuing operations and reported
as discontinued operations (in thousands):

$

88,724
435,520
703,120
16,489
56,482
94,040
$1,394,375
$594,576
183,580
205,469
183,895
$1,167,520

The Company also had cumulative foreign currency translation adjustments of $63.2 million related to the French discontinued operations as of November 30, 2006 that were
included in stockholders’ equity.

2006
$ 1,623,709
(1,187,484)
(251,104)
185,121
643
(2,045)
(68,020)
10,505
126,204
(36,800)
$ 89,404

2005
$1,286,969
(933,371)
(215,121)
138,477
681
(2,529)
(54,052)
6,101
88,678
(19,500)
$ 69,178

3.139

CBRL GROUP, INC. (JUL)
(In thousands)
Income before income taxes
Provision for income taxes
Income from continuing
operations
Income from discontinued
operations, net of tax
Net income

2007
$116,481
40,498

2006
$140,355
44,854

2005
$160,321
54,958

75,983

95,501

105,363

86,082
$162,065

20,790
$116,291

21,277
$126,640

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands except share data)
1 (In Part): Description of the Business
CBRL Group, Inc. and its affiliates (collectively, in the Notes,
the “Company”) are principally engaged in the operation and
development in the United States of the Cracker Barrel Old
Country Store® (“Cracker Barrel”) restaurant and retail concept and, until December 6, 2006, the Logan’s Roadhouse®
(“Logan’s”) restaurant concept. The Company sold Logan’s
on December 6, 2006 (see Note 3). As a result, Logan’s
is classified as discontinued operations for all periods presented in the Consolidated Financial Statements.
3. Discontinued Operations
On October 12, 2006, the Company’s Board of Directors approved the terms under which management was authorized
to negotiate an agreement to sell Logan’s, and the Company determined that Logan’s met the criteria for classification as discontinued operations on that date. The decision
to sell Logan’s was the result of the Company’s decision to
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focus on the Cracker Barrel restaurant and retail concept
and to increase shareholder value. The definitive agreement
subsequently was entered into and announced on October
30, 2006. On December 6, 2006, we completed the sale of
Logan’s, for total consideration of approximately $485,000
after post-closing adjustments for working capital and capital expenditures as provided in the sale agreement. Total
consideration included the proceeds from a real estate saleleaseback transaction closed on December 1, 2006, the proceeds of which were distributed to the Company in satisfaction of intercompany indebtedness. The sale-leaseback

Revenues
Income before provision for income taxes from discontinued operations
Income tax provision
Income from discontinued operations, net of tax, before gain on sale of
Logan’s
Gain on sale of Logan’s, net of tax of $8,592
Income from discontinued operations, net of tax

consideration also included retention by the Company of
three Logan’s restaurant locations at which certain real estate
matters precluded their being included in the sale-leaseback
at that time. The Company leased these three properties to
Logan’s under terms and conditions consistent with the saleleaseback transaction.
The Company has reported the results of operations of Logan’s through December 5, 2006 as well as certain expenses
of the Company related to the divestiture of Logan’s through
August 3, 2007, and for the full period ended July 28, 2006
and July 29, 2005, as discontinued operations, which consist
of the following:
August 3, 2007
$154,529
7,450
2,279

July 28, 2006
$423,522
27,694
6,904

July 29, 2005
$376,682
33,244
11,967

5,171
80,911
$ 86,082

20,790
—
$ 20,790

21,277
—
$ 21,277

A reconciliation of the provision for income taxes from discontinued operations and the amount computed by multiplying the income before the provision for income taxes from
discontinued operations by the U.S. federal statutory rate of
35% was as follows:

Provision computed at federal statutory income tax rate
State and local income taxes, net of federal benefit
Employer tax credits for FICA taxes paid on employee tip income
Federal reserve adjustments
Other—net
Total income tax provision from discontinued operations

2007
$11,955
(621)
(478)
—
15
$10,871

2006
$9,693
(713)
(1,158)
(978)
60
$6,904

2005
$11,636
1,255
(989)
—
65
$11,967

In addition, the assets and liabilities of Logan’s are aggregated and disclosed as current assets and current liabilities
in the consolidated balance sheet as of July 28, 2006 as follows. No assets or liabilities of Logan’s are included in the
consolidated balance sheet as of August 3, 2007.

Cash and cash equivalents
Property held for sale
Receivables
Inventories
Prepaid expenses
Property and equipment, net
Goodwill
Other assets
Current assets of discontinued operations
Accounts payable
Other accrued expenses
Other long-term obligations
Deferred income taxes
Current liabilities of discontinued operations

AICPA Accounting Trends & Techniques

2006
$ 1,732
1,589
3,195
9,873
1,601
287,580
93,724
1,928
$401,222
$ 12,902
23,891
11,790
23,062
$ 71,645
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Adjustment of Gain/Loss Reported
in Prior Period
3.140

NASHUA CORPORATION (DEC)
(In thousands)
Net sales
Cost of products sold
Gross margin
Selling and distribution expenses
General and administrative expenses
Research and development expenses
Net loss on curtailment of pension and
postretirement plans
Loss from equity investment
Gain on sale of real estate
Impairment of intangible assets
Interest expense
Interest income
Change in fair value of interest rate swap
Other income
Income from continuing operations before
income taxes
Provision for income taxes
Income from continuing operations
Income from discontinued operations,
net of taxes
Net income

2007
$272,799
224,545
48,254
24,088
16,991
806

2006
$269,043
228,389
40,654
23,894
19,085
644

—
200
—
—
765
(179)
295
(1,196)

580
440
(8,976)
565
1,640
(23)
(106)
(1,181)

6,484
2,633
3,851

4,092
2,086
2,006

289
$ 4,140

1,593
$ 3,599

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 2 (In Part): Discontinued Operations
Discontinued operations include, among other items, the reimbursement of our legal cost paid related to the Cerion litigation which was concluded in the quarter ended March 30,
2007, the results of our toner and developer business, the
liquidation of an inactive foreign subsidiary and an environmental expense related to a former division for the year ended
December 31, 2006:
(In thousands)
Toner and developer:
Income, net of taxes
Gain on disposal, net of taxes
Toner and developer discontinued operations,
net of income taxes
Loss from environmental exposure, net of taxes
Gain from liquidation on foreign subsidiary, net
of income taxes
Gain from reimbursement of insurance
deductible, net of taxes
Income from discontinued operations, net
of income taxes

2007

2006

$ —
—

$ 91
1,330

—
—

1,421
(180)

—

352

289

—

$289

$1,593

In March 2007, we received $.5 million ($.3 million, net of
taxes) from our insurance provider for the reimbursement of
legal fees paid by us related to the Cerion litigation which
was dismissed by the courts.

ATT-SEC 3.140

We ceased operations of our toner and developer business, which was included in our former Imaging Supplies
segment, on March 31, 2006. Our toner and developer business employed approximately 70 people located primarily
at our facilities in Nashua and Merrimack, New Hampshire.
During 2006, we sold certain formulations and other assets
of the toner and developer business and we received net
proceeds of $4.1 million and recorded a gain of $1.3 million,
net of income taxes. We retained our resin product line which
was part of our former Imaging Supplies segment and is now
classified in the “all other” category.
Our exit of the toner and developer business resulted, in
part, from our strategy to exit non-strategic businesses. The
decision was also based on our assessment of risk related to
new technologies in color and chemical toners where we had
limited skill sets, increased cost of litigation and increases in
operating costs. Results of the toner and developer business are reported as discontinued operations for all periods
presented.
Income from the reimbursement of legal fees related to
the Cerion litigation for the year ended December 31, 2007
and the results of our toner and developer business, the liquidation of an inactive foreign subsidiary and environmental
expense of a former division for the year ended December
31, 2006 are summarized as follows:
(In thousands)
Net sales
Income before income taxes
Income taxes
Income from discontinued operations

2007
$ —
500
211
$289

2006
$7,459
2,802
1,209
$1,593

Our asset balance related to discontinued operations included in our consolidated balance sheets as of December
31, 2007 and 2006 was $1.5 million which was included in
other assets and consists primarily of our 37.1 percent interest in the Cerion Technologies Liquidating Trust, a trust
established pursuant to the liquidation of Cerion Technologies Inc., formerly a publicly held company. Cerion ceased
operations during the fourth quarter of 1998 and will liquidate
upon resolution of legal matters.
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CHARGES OR CREDITS SHOWN AFTER
INCOME TAX CAPTION
3.141

Table 3-17 indicates the nature of charges or credits, other than extraordinary items, positioned on an income statement after the caption for income taxes applicable to income from continuing operations. An example of
a charge/credit shown after the caption for income taxes applicable to income from continuing operations follows.

3.142 APB No. 20 requires that most changes in accounting principle be recognized by including in net income of the
period of the change the cumulative effect on prior periods of
changing to the new accounting principle. Under APB No. 20,
financial statements for prior periods included for comparative purposes should be presented as previously reported.
The amount of the cumulative effect and its related income
tax effect should be shown in the income statement between
the captions “extraordinary items” and “net income.” Additionally, presentation of per-share amounts for the cumulative
effect should be made either on the face of the income statement or in the related notes. Effective for fiscal years beginning after December 15, 2005 with early adoption permitted,
SFAS No. 154 replaces APB No. 20. SFAS No. 154 changes
the requirements for the accounting for and reporting of a
change in accounting principle.
SFAS No. 154 requires, unless impracticable or otherwise
specified by an applicable authoritative pronouncement, retrospective application to prior periods’ financial statements
of a change in accounting principle. Retrospective applica-

tion is the application of a different accounting principle to
prior accounting periods as if that principle had always been
used. More specifically, retrospective application involves the
following:
• Financial statements for each individual prior period
presented shall be adjusted to reflect the periodspecific effects of applying the new accounting
principle.
• The cumulative effect of the change on periods prior
to those presented shall be reflected in the carrying
amount of assets and liabilities as of the beginning of
the first period presented.
• An offsetting adjustment, if any, shall be made to the
opening balance of retained earnings (or other appropriate component of equity) for that period.

3.143
TABLE 3-17: CHARGES OR CREDITS SHOWN AFTER
INCOME TAX CAPTION
Number of Companies
2007
2006
2005
2004
142
130
110
103

Minority interest...............................
Equity in earnings or losses of
investees......................................
Cumulative effect of accounting
change..........................................
Distributions on trust preferred
securities......................................
Other................................................

44

42

39

37

3

53

54

26

1
4

—
2

—
3

1
2

3.144

CIRCUIT CITY STORES, INC. (FEB)
(Amounts in thousands except per share data)
Earnings from continuing operations before income taxes
Income tax expense
Net (loss) earnings from continuing operations
Earnings (loss) from discontinued operations, net of tax
Cumulative effect of change in accounting principles, net of tax
Net (loss) earnings
Weighted average common shares:
Basic
Diluted
(Loss) earnings per share:
Basic:
Continuing operations
Discontinued operations
Cumulative effect of change in accounting principles
Basic (loss) earnings per share
Diluted:
Continuing operations
Discontinued operations
Cumulative effect of change in accounting principles
Diluted (loss) earnings per share

AICPA Accounting Trends & Techniques

2007
$ 20,328
30,510
(10,182)
128
1,773
$ (8,281)

2006
$233,445
85,996
147,449
(5,350)
(2,353)
$139,746

2005
$ 96,965
36,396
60,569
1,089
—
$ 61,658

170,448
170,448

177,456
180,653

193,466
196,227

$

(0.06)
—
0.01
(0.05)

$

0.83
(0.03)
(0.01)
0.79

$

0.31
0.01
—
0.32

$

(0.06)
—
0.01
(0.05)

$

0.82
(0.03)
(0.01)
0.77

$

0.31
0.01
—
0.31
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EXTRAORDINARY ITEMS
3.145

APB Opinion No. 30, Reporting the Results of
Operations—Reporting the Effects of Disposal of a Segment
of a Business, and Extraordinary, Unusual and Infrequently
Occurring Events and Transactions, defines extraordinary
items as “events and transactions that are distinguished by
their unusual nature and by the infrequency of their occurrence,” and states that an event or transaction “should be
presumed to be an ordinary and usual activity of the reporting
entity, the effects of which should be included in income from
operations, unless the evidence clearly supports its classification as an extraordinary item as defined in this Opinion.”
APB Opinion No. 30 and related AICPA Accounting Interpretation, Reporting the Results of Operations, illustrate events
and transactions which should and should not be classified as extraordinary items. These examples are reprinted in
FASB Accounting Standards—Current Text, Section I17, Income Statement Presentation: Extraordinary Items. SFAS No.
4, Reporting Gains and Losses From Extinguishment of Debt,
specifies that material debt extinguishment gains and losses
be classified as extraordinary items. Under SFAS No. 4, all
gains and losses from extinguishment of debt were required
to be aggregated and, if material, classified as an extraordinary item, net of related income tax effect. SFAS No. 145,
Rescission of FASB Statements No. 4, 44, and 64, Amendment of FASB Statement No. 13, and Technical Corrections,
rescinds SFAS No. 4. Since the issuance of SFAS No. 4,
the use of debt extinguishment has become part of the risk
management strategy of many companies. SFAS No. 145
stipulates that only debt extinguishments, which meet the
criteria in APB Opinion No. 30 for classification as extraordinary items, are classified as extraordinary.

3.146 SFAS No. 141 (Revised), Business Combinations,
amends APB Opinion No. 30 regarding those items that shall
be recognized as extraordinary items regardless of whether
the unusual nature and infrequently occurring criteria are met.
SFAS No. 141(Revised) applies prospectively to business
combinations for which the acquisition date is on or after
the beginning of the first annual reporting period beginning
on or after December 15, 2008. As originally issued, SFAS
No. 141 treats “negative goodwill,” defined as the remaining
excess of fair value of acquired net assets over cost, as an
extraordinary item regardless of whether the unusual nature
and infrequent occurrence criteria are met. In contrast, SFAS
No. 141 (Revised) treats “negative goodwill” as resulting from
a bargain purchase business combination in which the total
acquisition-date fair value of the identifiable net assets acquired exceeds the fair value of the consideration transferred
plus any noncontrolling interest in the acquiree, and is to be
recognized in earnings as a gain. Additionally, SFAS No. 141
(Revised) deletes “negative goodwill” from the list of those
items that shall be treated as extraordinary items regardless
of whether the unusual nature and infrequently occurring criteria are met. No examples of business combination presentations under SFAS No. 141(Revised) are provided as early
adoption is prohibited.

ATT-SEC 3.145

3.147

Table 3-18 shows the nature of items classified as
extraordinary by the survey companies. An example of the
presentation and disclosure of an extraordinary item follows.

3.148
TABLE 3-18: EXTRAORDINARY ITEMS
2007

2006

2005

2004

Nature
Negative goodwill.................................
Expropriation........................................
Other.....................................................

1
1
2

3
—
1

2
—
3

2
—
2

Total Extraordinary Items .................

4

4

5

4

Number of Companies
Presenting extraordinary items............
Not presenting extraordinary items......

4
596

4
596

5
595

4
596

Total Companies................................

600

600

600

600
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Expropriation
3.149

VERIZON COMMUNICATIONS INC. (DEC)
(Dollars in millions, except per share amounts)
Income before provision for income taxes, discontinued operations,
extraordinary item and cumulative effect of accounting change
Provision for income taxes
Income before discontinued operations, extraordinary item and cumulative
effect of accounting change
Income from discontinued operations, net of tax
Extraordinary item, net of tax
Cumulative effect of accounting change, net of tax
Net Income

2007

2006

2005

$ 9,492
(3,982)

$ 8,154
(2,674)

$ 8,448
(2,421)

5,510
142
(131)
—
$ 5,521

5,480
759
—
(42)
$ 6,197

6,027
1,370
—
—
$ 7,397

Basic earnings per common share(1)
Income before discontinued operations, extraordinary item and cumulative
effect of accounting change
Income from discontinued operations, net of tax
Extraordinary item, net of tax
Cumulative effect of accounting change, net of tax
Net income
Weighted-average shares outstanding (in millions)

$ 1.90
.05
(.05)
—
$ 1.91
2,898

$ 1.88
.26
—
(.01)
$ 2.13
2,912

$ 2.18
.50
—
—
$ 2.67
2,766

Diluted earnings per common share(1)
Income before discontinued operations, extraordinary item and cumulative
effect of accounting change
Income from discontinued operations, net of tax
Extraordinary item, net of tax
Cumulative effect of accounting change, net of tax
Net income
Weighted-average shares outstanding (in millions)

$ 1.90
.05
(.05)
—
$ 1.90
2,902

$ 1.88
.26
—
(.01)
$ 2.12
2,938

$ 2.16
.49
—
—
$ 2.65
2,817

(1)

Total per share amounts may not add due to rounding.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 2 (In Part): Discontinued Operations, Extraordinary
Item and Other Dispositions

the tender offers as well as $96 million of dividends declared
and paid subsequent to the MOU. Based upon our investment balance in CANTV, we recorded an extraordinary loss
of $131 million, including taxes of $38 million.

Extraordinary Item
Compañı́a Anónima Nacional Teléfonos de
Venezuela (CANTV)
In January 2007, the Bolivarian Republic of Venezuela (the
Republic) declared its intent to nationalize certain companies, including CANTV. On February 12, 2007, we entered
into a Memorandum of Understanding (MOU) with the Republic, which provided that the Republic offer to purchase
all of the equity securities of CANTV, including our 28.5%
interest, through public tender offers in Venezuela and the
United States. Under the terms of the MOU, the prices in the
tender offers would be adjusted downward to reflect any dividends declared and paid subsequent to February 12, 2007.
During the second quarter of 2007, the tender offers were
completed and Verizon received an aggregate amount of approximately $572 million, which included $476 million from

AICPA Accounting Trends & Techniques
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EARNINGS PER SHARE

ended December 31, 2005, as if the Company had applied
the fair value recognition provisions of SFAS 123(R).

3.150 The reporting and disclosure requirements for earnings per share are stated in SFAS No. 128, Earnings Per
Share, paragraphs 36–42. Examples of earnings per share
presentations follow.

3.151

BOWNE & CO. (DEC)
(In thousands, except per
share information)
Income from continuing
operations
Discontinued operations:
Gain on sale of subsidiaries,
net of tax
Loss from discontinued
operations, net of tax
Net loss from discontinued
operations
Net income (loss)
Earnings per share from
continuing operations:
Basic
Diluted
Loss per share from
discontinued operations:
Basic
Diluted
Total earnings (loss) per share:
Basic
Diluted

2007

2006

2005

$27,327

$ 12,236

$ 150

—

3,831

671

(223)

(17,835)

(1,425)

(223)
$27,104

(14,004)
$ (1,768)

(754)
$ (604)

$ 0.97
0.90

$

$ 0.00
0.00

0.39
0.39

(0.01)
(0.01)

(0.45)
(0.45)

(0.02)
(0.02)

0.96
0.89

(0.06)
(0.06)

(0.02)
(0.02)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Income (loss) from continuing operations:
As reported
Deduct: Total stock-based employee compensation
expense determined under fair value based method
for all awards, net of related pro forma tax effects
Pro forma loss from continuing operations
As reported income per share from continuing operations:
Basic
Diluted
Pro forma loss per share from continuing operations:
Basic
Diluted
Loss from discontinued operations:
As reported
Deduct: Total stock-based employee compensation
expense determined under fair value based method
for all awards, net of related pro forma tax effects
Pro forma loss from discontinued operations
As reported loss per share from discontinued operations:
Basic
Diluted
Pro forma loss per share from discontinued operations:
Basic
Diluted
Net loss:
As reported
Deduct: Total stock-based employee compensation
expense determined under fair value based method
for all awards, net of related pro forma tax effects
Pro forma net loss
As reported loss per share:
Basic
Diluted
Pro forma loss per share:
Basic
Diluted

$ 150
(1,199)
$(1,049)
$ 0.00
0.00
(0.03)
(0.03)
(754)
—
(754)
(0.02)
(0.02)
(0.02)
(0.02)
(604)
(1,199)
(1,803)
(0.02)
(0.02)
(0.05)
(0.05)

Note 1 (In Part): Summary of Significant Accounting Policies

Earnings (Loss) per Share

Stock-Based Compensation (In Part)
Prior to the adoption of SFAS 123(R), the Company accounted for stock options using the intrinsic method prescribed by Accounting Principles Board (“APB”) Opinion No.
25, “Accounting for Stock Issued to Employees,” (“APB 25”).
In accordance with APB 25 no share-based employee compensation cost related to stock options was reflected in the
results of operations, as all options granted under those plans
had an exercise price equal to the market value of the underlying common stock on the date of grant. The following
table illustrates the effect on income from continuing operations, income per share from continuing operations, loss
from discontinued operations, loss per share from discontinued operations, net loss, and loss per share for the year

Shares used in the calculation of basic earnings per share
are based on the weighted-average number of shares outstanding and includes deferred stock units. Shares used in
the calculation of diluted earnings per share are based on
the weighted-average number of shares outstanding and
deferred stock units adjusted for the assumed exercise
of all potentially dilutive stock options and other stock-based
awards outstanding. Basic and diluted earnings per share
are calculated by dividing the net income by the weightedaverage number of shares outstanding during each period.
The weighted-average diluted shares outstanding for the
years ended December 31, 2007, 2006 and 2005 excludes
the dilutive effect of approximately 308,935, 737,585 and
861,350 stock options, respectively, since such options have
an exercise price in excess of the average market value of the
Company’s common stock during the respective periods. In
accordance with EITF Issue No. 04-08, “The Effect of Contingently Convertible Instruments on Diluted Earnings per
Share”, (“EITF 04-08”) the weighted-average diluted shares
outstanding for the year ended December 31, 2007, includes
the effect of 4,058,445 shares that could be issued upon
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the conversion of the Company’s convertible subordinated
debentures under certain circumstances, and the numerator
used in the calculation of diluted earnings per share was increased by an amount equal to the interest cost, net of tax,
on the convertible subordinated debentures of $2,306. The
weighted-average diluted shares outstanding for the years
ended December 31, 2006 and 2005 excludes the effect of
the shares that could be issued upon the conversion of the
Company’s convertible subordinated debentures, since the
effect of EITF 04-08 are anti-dilutive to the earnings per share
calculation for those years.

The following table sets forth the basic and diluted average
share amounts:

Average shares
outstanding—basic
Potential dilutive effect of
stock-based awards
Potential dilutive effect of
shares issued to settle the
convertible subordinated
debentures
Average shares
outstanding—diluted

2007

2006

2005

28,160,707

31,143,466

34,250,598

822,333

307,355

448,501

4,058,445

—

—

33,041,485

31,450,821

34,699,099

3.152

BRISTOL-MYERS SQUIBB COMPANY (DEC)
(Dollars and shares in millions,
except per share data)
Net earnings from continuing operations
Discontinued operations:
Earnings, net of taxes
Gain on disposal, net of taxes
Net earnings
Earnings per common share
Basic:
Net earnings from continuing operations
Discontinued operations:
Earnings, net of taxes
Gain on disposal, net of taxes
Net earnings per common share
Diluted:
Net earnings from continuing operations
Discontinued operations:
Earnings, net of taxes
Gain on disposal, net of taxes
Net earnings per common share
Average common shares outstanding
Basic
Diluted

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Accounting Policies
Earnings per Share
Basic earnings per common share are computed using the
weighted-average number of shares outstanding during the
year. Diluted earnings per common share are computed using the weighted-average number of shares outstanding during the year plus the incremental shares outstanding assuming the exercise of dilutive stock options, restricted stock and
convertible instruments.

AICPA Accounting Trends & Techniques

2007
$1,968

2006
$1,422

2005
$2,842

197
—
197
$2,165

163
—
163
$1,585

145
13
158
$3,000

$ 1.00

$ 0.73

$ 1.45

0.10
—
$ 1.10

0.08
—
$ 0.81

0.07
0.01
$ 1.53

$ 0.99

$ 0.73

$ 1.44

0.10
—
$ 1.09

0.08
—
$ 0.81

0.07
0.01
$ 1.52

1,970
1,980

1,960
1,963

1,952
1,983

Note 6. Earnings per Share
The numerator for basic earnings per share is net earnings
available to common stockholders. The numerator for diluted earnings per share is net earnings available to common stockholders with interest expense added back for the
assumed conversion of the convertible debt into common
stock. The denominator for basic earnings per share is the
weighted-average number of common stock outstanding
during the period. The denominator for diluted earnings per
share is weighted-average shares outstanding adjusted for
the effect of dilutive stock options and assumed conversion
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of the convertible debt into common stock. The computations for basic and diluted earnings per common share were
as follows:

Basic:
Net earnings from continuing operations
Discontinued operations
Earnings, net of taxes
Gain on disposal, net of taxes
Net earnings
Basic earnings per share:
Average common shares outstanding—basic
Net earnings from continuing operations
Discontinued operations
Earnings, net of taxes
Gain on disposal, net of taxes
Net earnings per common share
Diluted:
Net earnings from continuing operations
Interest expense on conversion of convertible debt, net of taxes(a)
Net earnings from continued operations used for diluted earnings
per common share calculation
Discontinued operations
Earnings, net of taxes
Gain on disposal, net of taxes
Net earnings
Diluted earnings per share:
Average common shares outstanding
Conversion of convertible debt(a)
Incremental shares outstanding assuming the exercise/vesting of
dilutive stock options/restricted stock
Average common shares outstanding—diluted
Net earnings from continuing operations
Discontinued operations
Earnings, net of taxes
Gain on disposal, net of taxes
Net earnings per common share
(a)

2007

2006

2005

$1,968

$1,422

$2,842

197
—
$2,165

163
—
$1,585

145
13
$3,000

1,970
$ 1.00

1,960
$ 0.73

1,952
$ 1.45

0.10
—
$ 1.10

0.08
—
$ 0.81

0.07
0.01
$ 1.53

$1,968
—

$1,422
—

$2,842
22

1,968

1,422

2,864

197
—
$2,165

163
—
$1,585

145
13
$3,022

1,970
—

1,960
—

1,952
29

10
1,980
$ 0.99

3
1,963
$ 0.73

2
1,983
$ 1.44

0.10
—
$ 1.09

0.08
—
$ 0.81

0.07
0.01
$ 1.52

In 2007 and 2006, the 29 million weighted-average shares issuable, as well as $ 38 million and $ 35 million, respectively, of interest expense,
net of tax, on the assumed conversion of convertible debt, were not included in the diluted earnings per share calculation because they
were anti-dilutive.

Weighted-average shares issuable upon the exercise of stock
options, which were not included in the diluted earnings per
share calculation because they were anti-dilutive, were 107
million in 2007, 164 million in 2006 and 156 million in 2005,
respectively.
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3.153

MOLSON COORS BREWING COMPANY (DEC)
(In thousands, except per share data)
Income from continuing operations
Loss from discontinued operations, net of tax
Income before cumulative effect of change in accounting principle
Cumulative effect of change in accounting principle, net of tax
Net income
Other comprehensive income, net of tax:
Foreign currency translation adjustments
Unrealized (loss) gain on derivative instruments
Realized loss (gain) reclassified to net income
Pension and other postretirement benefit adjustments
Comprehensive income
Basic income (loss) per share:
From continuing operations
From discontinued operations
Cumulative effect of change in accounting principle
Basic net income per share
Diluted income (loss) per share:
From continuing operations
From discontinued operations
Cumulative effect of change in accounting principle
Diluted net income per share
Weighted average shares—basic
Weighted average shares—diluted
(1)

2007
$ 514,874
(17,682)
497,192
—
$ 497,192

2006(1)
$373,556
(12,525)
361,031
—
$361,031

2005(1)
$230,446
(91,826)
138,620
(3,676)
$134,944

795,060
(3,428)
2,933
(6,614)
$1,285,143

157,207
18,347
(4,605)
131,126
$663,106

122,971
(19,276)
(8,404)
(6,203)
$224,032

$

$

$

$
$

2.88
(0.10)
—
2.78

2.84
(0.10)
—
$
2.74
178,681
181,437

$
$

2.17
(0.07)
—
2.10

2.16
(0.08)
—
$ 2.08
172,166
173,312

$

1.45
(0.58)
(0.02)
0.85

$

1.44
(0.57)
(0.03)
$ 0.84
158,806
160,072

Share and per share amounts have been adjusted from previously reported amounts to reflect a 2-for-1 stock split issued in the form of a
stock dividend effective October 3, 2007.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
10. Earnings per Share
Basic net income per common share was computed using the weighted average number of shares of common
stock outstanding during the period. Diluted net income per
share includes the additional dilutive effect of our potentially dilutive securities, which include certain stock options,

AICPA Accounting Trends & Techniques

stock-only stock appreciation rights, restricted stock units,
deferred stock units, performance shares, and limited stock
appreciation rights (“LOSAR”). The dilutive effect of options,
LOSARs, SOSARs, RSUs and DSUs, are calculated using the
treasury stock method. Diluted net income per share could
also be impacted by our convertible debt and related warrants outstanding if they were in the money.
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The following summarizes the effect of dilutive securities
on diluted EPS:

Net income
Weighted average shares for basic EPS
Effect of dilutive securities:
Options, LOSARs and SOSARs
RSUs and DSUs
Weighted average shares for diluted EPS
Basic income (loss) per share:
From continuing operations
From discontinued operations
Cumulative effect of the change in accounting principle
Basic income per share
Diluted income (loss) per share:
From continuing operations
From discontinued operations
Cumulative effect of the change in accounting principle
Diluted income per share
Dividends per share
(1)

2007
$497,192
178,681

2006(1)
$361,031
172,166

2005(1)
$134,944
158,806

2,487
269
181,437

1,018
128
173,312

994
272
160,072

$

$
$

$
$

2.88
(0.10)
—
2.78

$

$

2.84
(0.10)
—
2.74
0.64

$

$
$

2.17
(0.07)
—
2.10
2.16
(0.08)
—
2.08
0.64

$

$
$

$
$

1.45
(0.58)
(0.02)
0.85
1.44
(0.57)
(0.03)
0.84
0.64

Share and per share amounts have been adjusted from previously reported amounts to reflect a 2-for-1 stock split issued in the form of a
stock dividend effective October 3, 2007.

Our calculation of weighted average shares includes all four
classes of our outstanding stock: Class A and Class B Common, and Class A and Class B Exchangeable. Exchangeable
shares are the equivalent of common shares, by class, in all
respects. All classes of stock have in effect the same dividend
rights and share equitably in undistributed earnings. Class A
shareholders receive dividends only to the extent dividends
are declared and paid to Class B shareholders.
The following anti-dilutive securities were excluded from
the computation of the effect of dilutive securities on earnings
per share for the following periods:

(2)

Options, SOSARs and RSUs
PSUs—2.1 million, 1.5 million outstanding at December 30, 2007 and December 31, 2006,
respectively(3)
Shares issuable upon assumed conversion of the 2.5% Convertible Senior Notes to issue
Class B common shares, 10.5 million at December 30, 2007(4)
Warrants to issue Class B common shares, 10.5 million at December 30, 2007(4)
(1)
(2)
(3)
(4)

2007

2006(1)

2005(1)

141

8,091

7,972

2,094

1,529

—

5,741
5,741
13,717

—
—
9,620

—
—
7,972

Share and per share amounts have been adjusted from previously reported amounts to reflect a 2-for-1 stock split issued in the form of a
stock dividend effective October 3, 2007.
Exercise prices exceed the average market price of the common shares or are anti-dilutive due to the impact of the unrecognized compensation cost on the calculation of assumed proceeds in the application of the treasury stock method.
All necessary conditions required to be satisfied have not been met.
As discussed in Note 13, we issued $575 million of senior convertible notes in June 2007. The impact of a net share settlement of the
conversion amount at maturity will begin to dilute earnings per share when our stock price reaches $54.76. The impact of stock that could
be issued to settle share obligations we could have under the warrants we issued simultaneously with the convertible notes issuance will
begin to dilute earning per share when our stock price reaches $70.09. The potential receipt of MCBC stock from counterparties under our
purchased call options when and if our stock price is between $54.76 and $70.09 would be anti-dilutive and excluded from any calculations
of earnings per share.
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3.154

NEWELL RUBBERMAID INC. (DEC)
(Amounts in millions, except per share data)
Income from continuing operations
Loss from discontinued operations, net of tax
Net income
Weighted average shares outstanding:
Basic
Diluted
Per common share:
Basic:
Income from continuing operations
Loss from discontinued operations
Net income
Diluted:
Income from continuing operations
Loss from discontinued operations
Net income

2007
$479.2
(12.1)
$467.1

2006
$470.7
(85.7)
$385.0

2005
$ 406.3
(155.0)
$ 251.3

276.0
286.1

274.6
275.5

274.4
274.9

$ 1.74
(0.04)
$ 1.69

$ 1.71
(0.31)
$ 1.40

1.48
(0.56)
$ 0.92

$ 1.72
(0.04)
$ 1.68

$ 1.71
(0.31)
$ 1.40

$

1.48
(0.56)
$ 0.91

2007

2006

2005

$479.2
(12.1)
$467.1

$470.7
(85.7)
$385.0

$ 406.3
(155.0)
$ 251.3

$479.2
14.2
493.4
(12.1)
$481.3

$470.7
—
470.7
(85.7)
$385.0

$ 406.3
—
406.3
(155.0)
$ 251.3

276.0
1.8
8.3
286.1

274.6
0.9
—
275.5

274.4
0.5
—
274.9

$ 1.74
(0.04)
$ 1.69

$ 1.71
(0.31)
$ 1.40

1.48
(0.56)
$ 0.92

$ 1.72
(0.04)
$ 1.68

$ 1.71
(0.31)
$ 1.40

$

$

Note 14. Earnings per Share
The calculation of basic and diluted earnings per share for
the years ended December 31 is shown below (in millions,
except per share data):

Numerator for basic earnings per share:
Income from continuing operations
Loss from discontinued operations
Net income for basic earnings per share
Numerator for diluted earnings per share:
Income from continuing operations
Effect of convertible preferred securities, net of tax(1)
Income from continuing operations for diluted earnings per share
Loss from discontinued operations
Net income for diluted earnings per share
Denominator:
Denominator for basic earnings per share—weighted-average shares
Dilutive securities(2)
Convertible preferred securities(1)
Denominator for diluted earnings per share
Basic earnings (loss) per share:
Earnings from continuing operations
Loss from discontinued operations
Earnings per share
Diluted earnings (loss) per share:
Earnings from continuing operations
Loss from discontinued operations
Earnings per share
(1)

(2)

$

1.48
(0.56)
$ 0.91

The convertible preferred securities are anti-dilutive for 2006 and 2005, and therefore have been excluded from diluted earnings per share.
Had the convertible preferred securities been included in the diluted earnings per share calculation, net income would be increased by $14.2
million and $14.4 million for 2006 and 2005, respectively. Weighted average shares outstanding would have increased by 8.3 million shares
and 8.4 million shares for 2006 and 2005, respectively.
Dilutive securities include “in the money options” and restricted stock awards. The weighted-average shares outstanding for 2007, 2006
and 2005 exclude the effect of approximately 9.5 million, 11.1 million and 9.6 million stock options, respectively, because such options were
anti-dilutive.
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Section 4: Comprehensive Income
PRESENTATION IN ANNUAL REPORT
4.04
4.01

Statement of Financial Accounting Standards (SFAS)
No. 130, Reporting Comprehensive Income, requires that a
full set of general-purpose financial statements report comprehensive income and its components. Comprehensive income includes net income, foreign currency items, defined
benefit postretirement plan adjustments, changes in the fair
value of certain derivatives, and unrealized gains and losses
on certain investments in debt and equity securities. If an entity has only net income, it is not required to report comprehensive income. SFAS No. 130 encourages reporting comprehensive income in either a combined statement of income
and comprehensive income or in a separate statement of
comprehensive income.

4.02 SFAS No. 130 also states that an enterprise shall disclose the amount of income tax expense or benefit allocated
to each component of other comprehensive income (including reclassification adjustments), either on the face of the
statement in which those components are displayed or in
the notes thereto.

4.03

Table 4-1 shows the statement in which comprehensive income and the related tax effect was presented.

TABLE 4-1: COMPREHENSIVE INCOME—REPORTING
STATEMENT
2007

2006

2005

2004

488

485

478

485

76

75

77

68

20
584
16

21
581
19

24
579
21

22
575
25

600

600

600

600

133

149

119

89

167
17
317

130
19
298

114
15
248

137
11
237

74

75

75

68

39
9
122

66
10
151

62
11
148

65
9
142

No comprehensive income reported....

145
584
16

132
581
19

183
579
21

196
575
25

Total Companies................................

600

600

600

600

Reporting format:
Included in statement of changes
in stockholders’ equity...................
Separate statement of
comprehensive income.................
Combined statement of income
and comprehensive income..........
No comprehensive income reported....
Total Companies................................
Tax effect disclosure in any statement:
Amount of tax effect allocated to
each component............................
Amount of tax effect allocated to
some, but not all, components......
Total amount of tax effect.................
Tax effect disclosure in notes:
Amount of tax effect allocated to
each component............................
Amount of tax effect allocated to
some, but not all, components......
Total amount of tax effect.................
Tax effect not disclosed in any
statement.......................................
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4.05 Table 4-2 summarizes the titles used to describe comprehensive income.

4.06 Examples of comprehensive income reported in a
statement of changes in stockholders’ equity, in a separate statement of comprehensive income, and in a combined
statement of income and comprehensive income follow.
4.07
TABLE 4-2: COMPREHENSIVE INCOME—REPORTING
STATEMENT TITLE
2007

2006

2005

2004

73
16
3
1
3
96

69
15
2
2
8
96

71
21
3
2
4
101

56
23
4
1
6
90

388

393

394

398

No comprehensive income reported....

100
488
16

92
485
19

84
478
21

87
485
25

Total Companies................................

600

600

600

600

Comprehensive income reported
in a statement of income and
comprehensive income, or in a
statement of comprehensive income
Comprehensive income....................
Comprehensive income (loss)...........
Comprehensive loss.........................
Comprehensive earnings..................
Other title..........................................
Comprehensive income reported
in a statement of changes in
stockholders’ equity
Statement title does not refer to
comprehensive income.................
Statement title does refer to
comprehensive income.................
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Included in Statement of Changes in Stockholders’ Equity
4.08

AMPCO-PITTSBURGH CORPORATION (DEC)
Consolidated Statements of Shareholders’ Equity
Common Stock
Stated
Capital
$ 9,747

(In thousands, except per share amounts)
Balance January 1, 2005
Comprehensive income:
Net income 2005
Other comprehensive income(a)
Comprehensive income
Issuance of common stock
Cash dividends ($0.40 per share)
Balance December 31, 2005

Retained
Earnings
$34,163

Accumulated
Other
Comprehensive
Loss(a)
$(19,597)

15,036
1,412

Comprehensive income:
Net income 2006
Other comprehensive income(a)
Comprehensive income
Issuance of common stock
Adjustment to initially apply SFAS No. 158, net of income
taxes of $10,691
Cash dividends ($0.40 per share)
Balance December 31, 2006

20

222

$ 9,767

$104,426

(3,906)
$45,293

$(18,185)

16,635
2,659
70

1,002
(17,529)

$ 9,837

Adjustment to adopt FIN 48
Comprehensive income:
Net income 2007
Other comprehensive income(a)
Comprehensive income
Issuance of common stock including excess tax
benefits of $3,184
Cash dividends ($0.60 per share)
Balance December 31, 2007
(a)

Additional
Paid-In
Capital
$104,204

$105,428

(3,934)
$57,994

$(33,055)

65
7,478

$10,177

6,469
$111,897

(6,057)
$91,233

15,036
1,412
16,448
242
(3,906)
$141,301
16,635
2,659
19,294
1,072
(17,529)
(3,934)
$140,204
65

39,231

340

Total
$128,517

$(25,577)

39,231
7,478
46,709
6,809
(6,057)
$187,730

The following table summarizes the components of other comprehensive income and accumulated other comprehensive loss, net of income
tax where appropriate:
Foreign
Currency
Translation
Adjustments

Minimum
Pension
Liability

$ 6,155
—
(3,422)

$(22,631)
—
1,207

Balance at December 31, 2005
Reclassification adjustments
Changes in 2006
Adjustment to initially apply SFAS
No. 158, net of income taxes of
$10,691
Reclassification as a result of
applying SFAS No. 158

2,733
—
5,600

Balance at December 31, 2006
Reclassification adjustments
Changes in 2007
Balance at December 31, 2007

$ 8,607

Balance at January 1, 2005
Reclassification adjustments
Changes in 2005

AICPA Accounting Trends & Techniques

Derivatives

Unrealized
Holding Gains
on Securities

Accumulated
Other
Comprehensive
Loss

—
—
—

$(3,387)
(131)
3,802

$ 266
(84)
40

$(19,597)
(215)
1,627

(21,424)
—
(1,384)

—
—
—

284
(1,346)
(218)

222
(175)
182

(18,185)
(1,521)
4,180

—

—

(17,529)

—

—

(17,529)

—

22,808

(22,808)

—

—

—

8,333
—
274

—
—
—

(40,337)
750
7,801

(1,280)
915
(2,226)

229
(94)
58

(33,055)
1,571
5,907

—

$(31,786)

$(2,591)

$ 193

$(25,577)

$

Unrecognized
Components of
Employee
Benefit Plans
$
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4.09

THE E.W. SCRIPPS COMPANY (DEC)
Consolidated Statements of Comprehensive Income and Shareholders’ Equity

(In thousands, except share data)
As of December 31, 2004
Comprehensive income:
Net income
Unrealized gains (losses) on investments, net
of tax of $1,841
Adjustment for losses (gains) in income, net of
tax of ($224)
Change in unrealized gains (losses) on
investments
Minimum pension liability, net of tax of $58
Currency translation adjustment, net of tax of
($186)
Total comprehensive income
Dividends: declared and paid—$.43 per share
Repurchase 750,000 Class A Common shares
Compensation plans, net: 1,293,634 shares
issued; 68,580 shares repurchased; 2,500
shares forfeited
Tax benefits of compensation plans
As of December 31, 2005
Comprehensive income:
Net income
Unrealized gains (losses) on investments, net
of tax of ($3,244)
Adjustment for losses (gains) in income, net of
tax of $6
Change in unrealized gains (losses) on
investments
Minimum pension liability, net of tax of ($1,397)
Currency translation adjustment, net of
tax of $196
Total comprehensive income
Adjustment to initially apply FAS 158, net of
tax of $22,210
Adoption of FAS 123(R)
Dividends: declared and paid—$.47 per share
Convert 100,000 Voting Shares to Class A
shares
Repurchase 1,400,000 Class A Common
shares
Compensation plans, net: 1,363,966 shares
issued; 80,015 shares repurchased; 3,616
shares forfeited
Tax benefits of compensation plans
As of December 31, 2006

Common
Stock
$1,632

Additional
Paid-In
Capital
$320,359

Stock
Compensation
$(4,090)

Retained
Earnings
$1,787,221

Accumulated
Other
Comprehensive
Income (Loss)
$(9,001)

249,153

(8)

(1,786)

13

34,481
10,362
$363,416

$1,637

249,153
(3,423)

(3,423)

417

417

(3,006)
(55)

(3,006)
(55)

(100)
(70,352)
(35,028)

(100)
245,992
(70,352)
(36,822)

$1,930,994

41,778
10,362
$2,287,079

7,284
$ 3,194

$(12,162)

353,220

3,194

(14)

(3,776)

13

61,371
7,227
$431,432

$1,636

Total
Shareholders’
Equity
$2,096,121

353,220
5,696

5,696

(11)

(11)

5,685
2,180

5,685
2,180

45,282

45,282
406,367

(38,493)

(38,493)

(3,194)

$

(76,806)

(76,806)

(61,533)

(65,323)

$2,145,875

61,384
7,227
$2,581,435

$ 2,492

(continued)
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(In thousands, except share data)
As of December 31, 2006

Common
Stock
$1,636

Additional
Paid-In
Capital
$431,432

Stock
Compensation
$

Comprehensive income:
Net income (loss)
Unrealized gains (losses) on investments, net
of tax of $3,519
Adjustment for losses (gains) in income, net of
tax of $19
Change in unrealized gains (losses) on
investments
Amortization of prior service costs, actuarial
losses, and transition obligations, net of tax
of ($862)
Actuarial adjustment of prior service costs,
actuarial losses, and transition obligations,
net of tax of $3,524
Equity in investee’s adjustments for FAS 158,
net of tax of ($2,641)
Currency translation adjustment, net of
tax of ($1,185)
Total comprehensive income (loss)
Fin 48 transition adjustment
Dividends: declared and paid—$.54 per share
Repurchase 1,300,000 Class A Common
shares
Compensation plans, net: 804,571 shares
issued; 56,407 shares repurchased; 1,600
shares forfeited
Tax benefits of compensation plans
As of December 31, 2007

Retained
Earnings
$2,145,875

Accumulated
Other
Comprehensive
Income (Loss)
$ 2,492

Total
Shareholders’
Equity
$2,581,435

(1,621)

(13)

(4,170)

7

43,957
3,836
$475,055

$1,630

$

(1,621)
(6,218)

(6,218)

(35)

(35)

(6,253)

(6,253)

2,326

2,326

(9,514)

(9,514)

4,378

4,378

8,399
(30,869)
(88,205)

8,399
(2,285)
(30,869)
(88,205)

(53,332)

(57,515)

$1,971,848

43,964
3,836
$2,450,361

$ 1,828

4.10

MUELLER INDUSTRIES, INC. (DEC)
Consolidated Statements of Stockholders’ Equity
2007
(In thousands)
Common stock:
Balance at beginning of year
Balance at end of year
Additional paid-in capital:
Balance at beginning of year
Issuance of shares under incentive stock option
plans
Stock-based compensation
Income tax benefit from exercise of stock options
Balance at end of year

Shares
40,092
40,092

$
$

2006
Amount

Shares

401
401

40,092
40,092

$
$

2005
Amount

Shares

401
401

40,092
40,092

Amount
$
$

401
401

$256,906

$252,889

$252,931

(105)
2,737
73
$259,611

(1,324)
4,276
1,065
$256,906

(1,033)
—
991
$252,889
(continued)
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(In thousands)
Retained earnings:
Balance at beginning of year
Adjustment to prior year retained earnings
due to the adoption of FIN 48
Net income
Dividends and other
Balance at end of year

Shares

2007

Accumulated other comprehensive income
(loss):
Foreign currency translation
Minimum pension liability adjustment, net of
tax of $(1,165) and $339
Change in fair value of derivatives, net of
tax of $(166), $199, $(201)
Net actuarial gain on pension and
post-retirement obligations, net of tax
of $(7,116)
Other, net
Total other comprehensive income (loss)
Balance at beginning of year
Adjustment to initially apply SFAS No. 158,
net of tax of $1,526
Balance at end of year

2006
Amount

Shares

2005
Amount

Shares

Amount

$386,038

$253,433

$175,537

(2,154)
115,475
(14,825)
$484,534

—
148,869
(16,264)
$386,038

—
92,542
(14,646)
$253,433

$ 4,606

$ 17,778

$ (10,122)

—

7,108

(2,141)

285

(355)

330

14,170
244
19,305
12,503

—
—
24,531
(8,848)

—
—
(11,933)
3,085

—
$ 31,808

(3,180)
$ 12,503

—
$ (8,848)

Separate Statement of Comprehensive Income
4.11

THE DOW CHEMICAL COMPANY (DEC)
Consolidated Statements of Comprehensive Income
(In millions)
Net income available for common stockholders
Other comprehensive income (loss), net of tax (tax amounts shown
below for 2007, 2006, 2005)
Unrealized gains (losses) on investments:
Unrealized holding gains (losses) during the period (net of tax
of $42, $30, $(7))
Less: Reclassification adjustments for net amounts included
in net income (net of tax of $(22), $(16), $(6))
Cumulative translation adjustments (net of tax of $5, $(39), $(29))
Minimum pension liability adjustments (net of tax of $–, $657, $26)
Defined benefit pension plans:
Prior service cost arising during period (net of tax of $(53))
Net gain arising during period (net of tax of $630)
Less: Amortization of prior service cost included in net periodic
pension costs (net of tax of $5)
Less: Amortization of net loss included in net periodic pension costs
(net of tax of $67)
Net gains (losses) on cash flow hedging derivative instruments
(net of tax of $14, $(39), $8)
Total other comprehensive income (loss)
Comprehensive income

ATT-SEC 4.11

2007
$2,887

2006
$3,724

2005
$4,515

70

61

(21)

(41)
735
—

(30)
651
1,147

(9)
(964)
45

(88)
1,150

—
—

—
—

14

—

—

127

—

—

98
2,065
$4,952

(88)
1,741
$5,465

(23)
(972)
$3,543
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4.12

THE WASHINGTON POST COMPANY (DEC)
Consolidated Statements of Comprehensive Income
(In thousands)
Net income
Other comprehensive income (loss)
Foreign currency translation adjustments
Change in net unrealized gain on available-for-sale securities
Pension and other postretirement plan adjustments
Less reclassification adjustment for realized gains included in net income
Income tax (expense) benefit related to other comprehensive income (loss)
Comprehensive income

2007
$288,607

2006
$324,459

2005
$314,344

26,653
115,269
42,777
(394)
184,305
(67,330)
116,975
$405,582

17,650
64,858
—
(19,560)
62,948
(18,997)
43,951
$368,410

(8,834)
(15,014)
—
(13,085)
(36,933)
10,964
(25,969)
$288,375

2007

2006

2005

$1,059.6
880.4
142.4
—
15.8
(1.5)
4.2
26.7
44.6
—
(17.9)
(4.1)
(13.8)

$995.4
820.1
134.1
14.3
33.4
(3.1)
3.7
0.3
39.8
0.6
(40.1)
(7.7)
(32.4)

$1,009.2
827.8
135.2
312.0
10.7
2.8
1.5
(277.8)
32.8
0.5
(311.1)
(4.4)
(306.7)

0.3

(4.4)

(5.2)

(2.0)
$ (15.5)

(2.8)
$ (39.6)

(2.4)
$ (314.3)

Combined Statement of Net Income and Comprehensive Income
4.13

CHESAPEAKE CORPORATION (DEC)
Consolidated Statements of Operations
(In millions, except per share data)
Operations:
Net sales
Cost of products sold
Selling, general and administrative expenses
Goodwill impairment charge
Restructuring expenses, asset impairments and other exit costs
(Gain) loss on divestitures
Other income, net
Operating income (loss)
Interest expense, net
Loss on extinguishment of debt
Loss from continuing operations before taxes
Income tax benefit
Loss from continuing operations
Income (loss) from discontinued operations, net of income tax expense
of $0.1, $0.0 and $0.1
Loss on disposal of discontinued operations, net of income tax expense
of $1.6, $0.0 and $0.0
Net loss

(continued)
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(In millions, except per share data)
Net loss

2007
$(15.5)

2006
$(39.6)

2005
$(314.3)

$ (0.71)
(0.09)
$ (0.80)

$ (1.67)
(0.37)
$ (2.04)

$ (15.81)
(0.39)
$ (16.20)

$ (0.71)
(0.09)
$ (0.80)

$ (1.67)
(0.37)
$ (2.04)

$ (15.81)
(0.39)
$ (16.20)

$(15.5)

$(39.6)

$(314.3)

51.0
12.1
1.5
$ 49.1

27.1
40.2
4.8
$ 32.5

(3.1)
(76.9)
(5.8)
$(400.1)

2007
$2,844.3

2006
$2,789.8

2005
$2,582.1

1,837.9
554.9
73.4
115.4
14.5
3.4
2,599.5
244.8
14.3
4.0
(17.5)
245.6
76.1
$ 169.5

1,754.8
542.0
84.9
130.1
12.6
12.5
2,536.9
252.9
11.8
2.7
(22.8)
244.6
78.4
$ 166.2

1,583.0
530.1
76.9
126.1
21.2
21.2
2,358.5
223.6
12.4
(1.4)
(21.2)
213.4
90.8
$ 122.6

$

$

$

Basic earnings per share:
Loss from continuing operations
Discontinued operations, net of income taxes
Basic loss per share
Diluted earnings per share:
Loss from continuing operations
Discontinued operations, net of income taxes
Diluted loss per share
Comprehensive income:
Net loss
Other comprehensive income:
Pension and other postretirement benefit adjustments (net of deferred
taxes of $17.1, $15.6 and $1.4)
Foreign currency translation
Change in fair market value of derivatives
Comprehensive income (loss)

4.14

CONVERGYS CORPORATION (DEC)
Consolidated Statements of Income and Comprehensive Income
(Amounts in millions)
Revenues
Operating costs and expenses:
Costs of providing services and products sold
Selling, general and administrative expenses
Research and development costs
Depreciation
Amortization
Restructuring charges
Total costs and expenses
Operating income
Equity in earnings of Cellular Partnerships
Other income/(expense), net
Interest expense
Income before income taxes
Income taxes
Net Income
Other comprehensive income, net of tax:
Foreign currency translation adjustments
Change related to pension liability (net of tax of ($0.9), ($0.6) and $15.2)
Unrealized gain/(loss) on hedging activities (net of tax of ($17.3), $1.3 and $9.3)
Total comprehensive income
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12.9
1.6
32.1
$ 216.1

5.5
1.1
(2.2)
$ 170.6

5.9
(28.1)
(14.0)
$ 86.4
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TAX EFFECT DISCLOSURE
4.15

AT&T INC. (DEC)
Consolidated Statements of Stockholders’ Equity
2007
(Dollars and shares in millions except
per share amounts)
Common stock
Balance at beginning of year
Issuance of shares
Balance at end of year
Capital in excess of par value
Balance at beginning of year
Issuance of shares
Stock-based compensation
Balance at end of year
Retained earnings
Balance at beginning of year
Net income ($1.94, $1.89 and $1.42 per share)
Dividends to stockholders ($1.47, $1.35 and $1.30 per share)
Adoption of FIN 48
Other
Balance at end of year
Treasury shares
Balance at beginning of year
Purchase of shares
Issuance of shares
Balance at end of year
Additional minimum pension liability adjustment
Balance at beginning of year
Required adjustments, net of tax $6 and $(17)
Adoption of FAS 158
Balance at end of year
Accumulated other comprehensive income (loss), net of tax
Balance at beginning of year
Foreign currency translation adjustments,
net of taxes of $10, $9 and $27
Net unrealized gains (losses) on securities:
Unrealized gains, net of taxes of $35, $7 and $3
Less reclassification adjustment realized in net income,
net of taxes of $(19), $(4) and $(30)
Net unrealized gains (losses) on cash flow hedges:
Unrealized gains (losses), net of taxes of $(38), $2 and $(1)
Less reclassification adjustment realized in net income,
net of taxes of $9, $8 and $3
Defined benefit postretirement plans
Net actuarial gains and prior service cost arising during
period, net of taxes of $3,411
Amortization of net actuarial loss and prior service benefit
included in net income, net of taxes of $125
Other
Other comprehensive income
Adoption of FAS 158, net of tax
Balance at end of year
Total comprehensive income
Net income
Additional minimum pension liability adjustments per above
Other comprehensive income per above
Total comprehensive income
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2006

2005

Shares

Amount

Shares

Amount

Shares

Amount

6,495
—
6,495

$ 6,495
—
$ 6,495

4,065
2,430
6,495

$ 4,065
2,430
$ 6,495

3,433
632
4,065

$ 3,433
632
$ 4,065

(256)
(267)
72
(451)

$ 91,352
225
61
$ 91,638

$27,499
63,637
216
$91,352

$13,350
14,087
62
$27,499

$ 30,375
11,951
(8,945)
(50)
(34)
$ 33,297

$29,106
7,356
(6,079)
—
(8)
$30,375

$28,806
4,786
(4,480)
—
(6)
$29,106

$ (7,368)
(10,390)
2,075
$(15,683)
$

(188)
(84)
16
(256)

$ (5,406)
(2,678)
716
$ (7,368)

(132)
(76)
20
(188)

$ (4,535)
(1,843)
972
$ (5,406)

—
—
—
—

$ (218)
10
208
$
—

$ (190)
(28)
—
$ (218)

$ (5,314)

$ (356)

$ (360)

19

17

50

65

13

5

(35)

(8)

(56)

(71)

2

(1)

17

15

7

4,734

—

—

206
(1)
4,934
—
$ (380)

—
2
41
(4,999)
$ (5,314)

—
(1)
4
—
$ (356)

$ 11,951
—
4,934
$ 16,885

$ 7,356
10
41
$ 7,407

$ 4,786
(28)
4
$ 4,762

$
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4.16

LUFKIN INDUSTRIES, INC. (DEC)
Consolidated Statements of Shareholders’ Equity & Comprehensive Income

(Thousands of dollars,
except share data)
Balance, Jan. 1, 2005
Comprehensive income:
Net earnings
Other comprehensive income,
net of tax:
Foreign currency translation
adjustments
Other comprehensive income
Total comprehensive income
Cash dividends
Exercise of stock options
Balance, Dec. 31, 2005
Comprehensive income:
Net earnings
Other comprehensive income,
net of tax:
Foreign currency translation
adjustments
Total comprehensive income
Initial application of FAS 158:
Defined benefit pension plans
Defined benefit postretirement
plans
Total initial application of
FAS 158:
Cash dividends
Stock-based compensation
Exercise of stock options
Balance, Dec. 31, 2006
Comprehensive income:
Net earnings
Other comprehensive income,
net of tax:
Foreign currency translation
adjustments
Defined benefit pension plans
Defined benefit
post-retirement plans
Total comprehensive income
Cash dividends
Treasury stock purchases
Stock-based compensation
Exercise of stock options
Balance, Dec. 31, 2007

ATT-SEC 4.16

Common
Stock
Shares, Net
of Treasury
13,980,680

Common
Stock
$14,472

Capital in
Excess
of Par
$19,488

Retained
Earnings
$177,374

Treasury
Stock
$ (5,075)

44,544

Comprehensive
Income
$

Accumulated
Other
Comprehensive
Income (Loss)
$ 2,673

44,544

(727)
(727)
$43,817

44,544

(727)
(727)

(5,491)
744,686
14,725,366

653
$15,125

12,217
$31,705

$216,427

951
$ (4,124)

72,994

$

$ 1,946

72,994

1,012
$74,006

Total
$208,932

(5,491)
13,821
$261,079
72,994

1,012

1,012

(5,758)
1,329
(4,429)
(9,223)
202,259
14,927,625

198
$15,323

2,908
3,560
$38,173

$280,198

41
$ (4,083)

74,211

$

$ (1,471)

74,211

74,211

5,057
6,979

5,057
6,979

5,057
6,979

504
$86,751

504

504

$11,069

(13,094)
(27,497)
3,682
6,671
$384,653

(13,094)
(500,000)
211,281
14,638,906

(27,497)
211
$15,534

3,682
6,460
$48,315

$341,315

$(31,580)

(4,429)
(9,223)
2,908
3,799
$328,140

$
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
11 (In Part): Other Comprehensive Income
The following table illustrates the related tax effect allocated
to each component of other comprehensive income:
(Thousands of dollars)
2005
Foreign currency translation adjustments
Other comprehensive income
2006
Foreign currency translation adjustments
Initial application of FAS 158:
Defined benefit pension plans:
Net prior service cost
Net loss
Net transition asset
Total defined benefit pension plans
Defined benefit postretirement plans:
Net gain
Total defined benefit postretirement plans
Other comprehensive income
2007
Foreign currency translation adjustments
Defined benefit pension plans:
Amortization of net prior service cost
Amortization of net loss
Amortization of net transition asset
Net gain arising during period
Total defined benefit pension plans
Defined benefit postretirement plans:
Amortization of net gain
Net gain arising during period
Total defined benefit postretirement plans
Other comprehensive income

Pre-Tax
Amount

Tax (Expense)/
Benefit

Net
Amount

$ (727)
$ (727)

$
$

—
—

$ (727)
$ (727)

$ 1,012

$

—

$ 1,012

(7,294)
(3,129)
1,565
(8,858)

2,553
1,095
(548)
3,100

(4,741)
(2,034)
1,017
(5,758)

2,046
2,046
$ (5,800)

(717)
(717)
$ 2,383

1,329
1,329
$ (3,417)

$ 5,057

$

—

$ 5,057

566
102
(926)
11,265
11,007

(207)
(37)
339
(4,123)
(4,028)

359
65
(587)
7,142
6,979

(227)
1,022
795
$16,859

83
(374)
(291)
$(4,319)

(144)
648
504
$12,540

4.17

OCCIDENTAL PETROLEUM CORPORATION (DEC)
Consolidated Statements of Comprehensive Income
(In millions)
Net income
Other comprehensive income (loss) items:
Foreign currency translation adjustments(a)
Derivative mark-to-market adjustments(b)
Pension and postretirement adjustments(c)
Reclassification of realized gains(d)
Unrealized gains on securities(e)
Other comprehensive (loss) income, net of tax
Comprehensive income
(a)
(b)
(c)
(d)

(e)

2007
$5,400

2006
$4,191

2005
$5,293

14
(182)
(13)
(217)
99
(299)
$5,101

5
88
(3)
(59)
177
208
$4,399

(13)
(330)
(1)
(463
279
(528)
$4,765

Net of tax of $0, $0 and $13 in 2007, 2006 and 2005, respectively.
Net of tax of $103, $50 and $188 in 2007, 2006 and 2005, respectively.
Net of tax of $8, $1 and $0 in 2007, 2006 and 2005, respectively.
Net of tax of $124, $34 and $264 in 2007, 2006 and 2005, respectively. Amounts represent the recognition of the 2007 gain on the sale of
the remaining Lyondell Chemical Company (Lyondell) shares, the 2006 gain on the partial sale of Lyondell shares and the 2005 gain due to
Valero Energy Corporation’s (Valero) acquisition of Premcor, Inc. (Premcor) and the subsequent sale of the Valero shares.
Net of tax of $56, $102 and $165 in 2007, 2006 and 2005, respectively.
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COMPONENTS OF OTHER
COMPREHENSIVE INCOME
4.18

SFAS No. 130 requires that items included in other
comprehensive income shall be classified based on their
nature. For example, under existing pronouncements, other
comprehensive income shall be classified separately into foreign currency items, defined benefit postretirement plan adjustments, changes in fair value of derivatives, and unrealized
gains and losses on certain debt and equity securities.

4.19 SFAS No. 130 also requires that adjustments shall be
made to avoid double counting, in comprehensive income,
items that are displayed as part of net income for a period
that also had been displayed as part of other comprehensive
income in that period or earlier periods. For example, gains
on investment securities that were realized and included in
net income of the current period, that also had been included
in other comprehensive income as unrealized holding gains
in the period in which they arose, must be deducted through
other comprehensive income of the period in which they are
included in net income to avoid including them in comprehensive income twice. These adjustments are called reclassification adjustments. An enterprise may display reclassification
adjustments on the face of the financial statement in which
comprehensive income is reported or it may disclose them
in the notes to the financial statements.
4.20

Table 4-3 lists the components of other comprehensive income disclosed by survey companies in the statement used to present comprehensive income for the period
reported.

4.21

Examples showing the presentation of components
of other comprehensive income follow.

4.22
TABLE 4-3: OTHER COMPREHENSIVE INCOME—
COMPONENTS
Cumulative translation adjustments.....
Defined benefit postretirement plan
adjustments.......................................
Changes in fair value of derivatives.....
Unrealized losses/gains on certain
investments.......................................
Other.....................................................
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2007
476

2006
485

2005
495

2004
490

460
318

444
321

403
331

395
325

254
7

263
6

263
5

270
3
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Cumulative Translation Adjustments
4.23

ANDREW CORPORATION (SEP)
Consolidated Statements of Change in Shareholders’ Equity

(Dollars in thousands)
Balance at September 30, 2004

Redeemable
Convertible
Preferred Stock
$ 6,021

Common
Stock
$1,610

Additional
Paid-In
Capital
$666,746

(6,021)

1
14

3,667
5,849

Repurchase of shares
Stock purchase and option plans
Preferred stock conversion
Preferred stock dividends
Foreign currency translation adjustments
Net income
Comprehensive income
Balance at September 30, 2005
Repurchase of shares
Stock purchase and option plans
Foreign currency translation adjustments
Realized foreign currency translation
adjustments
Net loss
Comprehensive loss
Balance at September 30, 2006
Repurchases of shares
Stock purchase and option plans
Foreign currency translation adjustments
Realized foreign currency translation
adjustments
Net loss
Comprehensive loss
Adoption of Statement of Financial
Accounting Standard 158
Balance at September 30, 2007

Treasury
Stock
$ (1,579)
(18,140)
1,918
158

(232)
7,357
38,858
$

—

$1,625

$676,262

$ 19,720

$ 870,588

$(17,643)

Total
$1,517,123
(18,140)
5,586
—
(232)
7,357
38,858
46,215
$1,550,552

(39,373)
3,757

8,606

(39,373)
12,363
19,512

19,512
(1,489)
(34,290)
$

—

$1,625

$684,868

$ 37,743

$ 836,298

$(53,259)

(1,489)
(34,290)
(16,267)
$1,507,275

(20,425)
7,465

6,742

(20,425)
14,207
63,434

63,434
(340)

(340)
(162,822)
(99,728)

(162,822)

$

—

$1,625

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Foreign Currency Translation (In Part)
The functional currency of the company’s foreign operations
is predominantly the applicable local currency. Accounts of
foreign operations are translated into U.S. dollars using yearend exchange rates for assets and liabilities and average
monthly exchange rates for revenue and expense accounts.
Adjustments resulting from translation are included in accumulated other comprehensive income (loss), a separate component of shareholders’ equity. Gains and losses resulting
from foreign currency transactions are included in determining net income (loss). Net foreign exchange losses resulting
from foreign currency transactions that are included in other
expense, net were $1.6 million, $4.0 million, and $4.9 million
for fiscal 2007, 2006, and 2005, respectively. Included in the
foreign exchange loss in fiscal 2007 and 2006 were gains of
$0.3 million and $1.5 million, respectively, for the liquidation

AICPA Accounting Trends & Techniques

Accumulated
Other
Comprehensive
Retained
Income (Loss)
Earnings
$ 12,363 $ 831,962

$691,610

(18,791)
$ 82,046

$ 673,476

$(66,219)

(18,791)
$1,382,538

of foreign subsidiaries for amounts previously carried in accumulated other comprehensive income. The unrealized gain
on foreign exchange contracts was $1.4 million and $0.1 million as of September 30, 2007 and 2006, respectively.
Accumulated Other Comprehensive Income (Loss)
The components of accumulated other comprehensive income (loss) were as follows:
(Dollars in thousands)
Foreign currency translation adjustments
Pension liability, net of tax of $5,498 and $0
Total accumulated other comprehensive
income

2007
$100,837
(18,791)

2006
$37,743
—

$ 82,046

$37,743
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4.24

TECH DATA CORPORATION (JAN)
Consolidated Statement of Shareholders’ Equity

(In thousands)
Balance—January 31, 2005
Issuance of common stock for
benefit plans and stock options
exercised, including related tax
benefit of $1,460
Purchase of treasury stock, at cost
Issuance of treasury stock for benefit
plans and stock options exercised,
including related tax benefit of
$1,174
Comprehensive income (loss)
Balance—January 31, 2006
Purchase of treasury stock, at cost
Issuance of treasury stock for benefit
plans and equity-based awards
exercised, including related tax
benefit of $2,680
Contribution of treasury stock to
401(k) savings plan
Stock-based compensation expense
Comprehensive (loss) income
Balance—January 31, 2007
Purchase of treasury stock, at cost
Issuance of treasury stock for benefit
plans and equity-based awards
exercised, including related tax
benefit of $1,078
Contribution of treasury stock to
401(k) savings plan
Stock-based compensation expense
Adjustment for the cumulative effect
of prior years of the adoption of
FIN 48
Comprehensive income
Balance—January 31, 2008
(1)

Common Stock
Shares
Amount
58,984
$88

Additional
Paid-In
Capital
$724,562

Treasury
Stock
$
—

Retained
Earnings
$911,797

Accumulated
Other
Comprehensive
Income (Loss)(1)
$291,024

Total
Shareholders’
Equity
$1,927,471

255
—

1
—

8,001
—

—
(127,027)

—
—

—
—

8,002
(127,027)

—
—
59,239

—
—
$89

(3,108)
—
$729,455

14,426
—
$(112,601)

—
26,586
$938,383

—
(86,043)
$204,981

11,318
(59,457)
$1,760,307

—

—

—

(80,093)

—

—

(80,093)

—

—

(5,123)

32,986

—

—

27,863

—
—
—
59,239

—
—
—
$89

73
7,973
—
732,378

2,080
—
—
$(157,628)

—
—
(96,981)
$841,402

—
—
81,498
$286,479

2,153
7,973
(15,483)
$1,702,720

—

—

—

(100,019)

—

—

(100,019)

—

—

(4,970)

18,590

—

—

13,620

—
—

—
—

64
10,287

2,097
—

—
—

—
—

2,161
10,287

—
—
59,239

—
—
$89

—
—
$737,759

—
—
$(236,960)

(1,075)
108,269
$948,596

—
184,758
$471,237

(1,075)
293,027
$1,920,721

The Company’s accumulated other comprehensive income (loss) is comprised exclusively of changes in the Company’s cumulative foreign
currency translation adjustment account.

ATT-SEC 4.24

P1: JyD
ACPA050-04-P02

AICPA

AICPA-xml-v1.cls

October 6, 2008

15:39

443

Section 4: Comprehensive Income

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Foreign Currency Translation
Income and expense accounts of foreign operations are
translated at weighted average exchange rates during the
year. Assets and liabilities of foreign operations that operate in a local currency environment are translated to U.S.
dollars at the exchange rates in effect at the balance sheet
date, with the related translation gains or losses reported as
components of accumulated other comprehensive income in
shareholders’ equity.
Comprehensive Income (Loss)
Comprehensive income (loss) is defined as the change in
equity (net assets) of a business enterprise during a period
from transactions and other events and circumstances from
non-owner sources, and is comprised of “net income (loss)”

and “other comprehensive income (loss).” The Company’s
other comprehensive (loss) income is comprised exclusively
of changes in the Company’s currency translation adjustment
account (“CTA account”), including income taxes attributable
to those changes.
Comprehensive income (loss), net of taxes, for the years
ended January 31, 2008, 2007 and 2006 is as follows:
(In thousands)
Comprehensive income (loss):
Net income (loss)
Change in CTA(1)
Total
(1)

2008

2007

2006

$108,269
184,758
$293,027

$(96,981)
81,498
$(15,483)

$ 26,586
(86,043)
$(59,457)

Net of income tax benefit of $5.6 million for the year ended January 31, 2008. There was no income tax effect in fiscal years 2007
or 2006.

Accumulated comprehensive (loss) income includes $23.0
million of income taxes at January 31, 2008 and $28.6 million
of income taxes at both January 31, 2007 and 2006.

Defined Benefit Postretirement Plan Adjustments
4.25

POTLATCH CORPORATION (DEC)
Consolidated Statements of Operations and Comprehensive Income
(Dollars in thousands)
Net earnings
Other comprehensive income (loss), net of tax:
Defined benefit pension and other postretirement employee benefits:
Net loss arising during the period, net of tax of $(3,324), $—, and $—
Prior service credit arising during the period, net of tax of $2,001, $—and $—
Amortization of actuarial loss included in net periodic cost, net of tax
of $4,031, $—and $—
Amortization of prior service credit included in net periodic cost,
net of tax of $(536), $—and $—
Pre SFAS 158—Minimum pension liability adjustment, net of income
tax benefit of $—, $—and $(441)
Other comprehensive income (loss), net of tax
Comprehensive income

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 12 (In Part): Savings, Pension and Other Postretirement
Employee Benefit Plans
Substantially all of our employees are eligible to participate in 401(k) savings plans and are covered by noncontributory defined benefit pension plans. These include both
company-sponsored and multi-employer plans. In 2007,
2006 and 2005, we made matching 401(k) contributions
on behalf of employees of $6.0 million, $5.4 million and
$5.1 million, respectively. We also provide benefits under
company-sponsored defined benefit retiree health care and
life insurance plans, which cover certain salaried and hourly
employees. Most of the retiree health care plans require

AICPA Accounting Trends & Techniques

2007
$56,432

2006
$139,110

2005
$32,964

(5,200)
3,131

—
—

—
—

6,305

—

—

(837)

—

—

—
3,399
$59,831

—
—
$139,110

(720)
(720)
$32,244

retiree contributions and contain other cost sharing features.
The retiree life insurance plans are primarily noncontributory.
In September 2006, the FASB issued SFAS No. 158, which
requires a company that is a business entity and sponsors
one or more single-employer defined benefit plans to:
• Recognize the funded status of a benefit plan—
measured as the difference between plan assets at
fair value (with limited exceptions) and the benefit
obligation—in its statement of financial position. For
a pension plan, the benefit obligation is the projected
benefit obligation; for any other postretirement employee benefit plan, such as a retiree health care plan,
the benefit obligation is the accumulated postretirement
employee benefit obligation.
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• Recognize as a component of “other comprehensive
income, net of tax,” the gains or losses and prior service costs or credits that arise during the period but are
not recognized as components of net periodic benefit
cost pursuant to SFAS No. 87, “Employers’ Accounting
for Pensions,” or SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other Than Pensions.”
Amounts recognized in “accumulated other comprehensive income (loss),” including the gains or losses,
prior service costs or credits, and the transition asset
or obligation remaining from the initial application of
Statements 87 and 106, are adjusted as they are subsequently recognized as components of net periodic
benefit cost pursuant to the recognition and amortization provisions of those Statements.
• Measure defined benefit plan assets and obligations as
of the date of the employer’s fiscal year-end statement
of financial position (with limited exceptions).
• Disclose in the notes to financial statements additional
information about certain effects on net periodic benefit cost for the next fiscal year that arise from delayed

recognition of the gains or losses, prior service costs or
credits, and transition asset or obligation.
This Statement amends SFAS No. 87, SFAS No. 88, “Employers’ Accounting for Settlements and Curtailments of Defined
Benefit Pension Plans and for Termination Benefits,” SFAS
No. 106, SFAS No. 132 (revised 2003), “Employers’ Disclosures about Pensions and Other Postretirement Benefits,”
and other accounting literature. Upon initial application of
this Statement and thereafter, a company should continue to
apply the provisions in Statements 87, 88 and 106 in measuring plan assets and benefit obligations as of the date of its
statement of financial position and in determining the amount
of net periodic benefit cost.
As required by SFAS No. 158, we recognized on our Consolidated Balance Sheets at December 31, 2007 and 2006,
the funded status of our defined benefit pension and other
postretirement employee benefit plans. Retrospective application of the provisions of Statement 158 was not permitted.
We use a December 31 measurement date for our benefit
plans, and as a result, the measurement date provisions of
SFAS No. 158 had no effect on us. The change in benefit obligation, change in plan assets and funded status for
company-sponsored benefit plans are as follows:

(Dollars in thousands)
Benefit obligation at beginning of year
Service cost
Interest cost
Plan amendments
Actuarial gains
Special termination benefits
Medicare Part D subsidies received
Benefits paid
Benefit obligation at end of year
Fair value of plan assets at beginning of year
Actual return on plan assets
Employer contribution
Benefits paid
Fair value of plan assets at end of year
Funded status at end of year

Pension Benefit Plans
2007
2006
$608,496
$616,551
12,007
12,166
34,267
33,278
—
822
(1,092)
(13,085)
487
—
—
—
(41,679)
(41,236)
612,486
608,496
704,568
629,579
34,444
96,763
1,670
19,462
(41,679)
(41,236)
699,003
704,568
$ 86,517
$ 96,072

Amounts recognized in the consolidated balance sheets:
Noncurrent assets
Current liabilities
Noncurrent liabilities
Net amount recognized

$108,435
(1,744)
(20,174)
$ 86,517

$118,355
(1,725)
(20,558)
$ 96,072

Other Postretirement
Employee Benefit Plans
2007
2006
$ 288,633
$ 333,400
2,494
2,797
15,289
16,077
(5,803)
—
(17,687)
(46,720)
—
—
1,487
1,277
(22,531)
(18,198)
261,882
288,633
5
3
2
2
—
—
—
—
7
5
$(261,875)
$(288,628)
$

—
(20,093)
(241,782)
$(261,875)

$

—
(19,395)
(269,233)
$(288,628)

Amounts recognized (pre-tax) in Accumulated Other Comprehensive Loss consist of:

(Dollars in thousands)
Net loss
Prior service cost (credit)
Net amount recognized

ATT-SEC 4.25

Pension Benefit Plans
2007
2006
$127,795
$106,127
14,130
16,320
$141,925
$122,447

Other Postretirement
Employee Benefit Plans
2007
2006
$ 67,706
$ 91,186
(20,035)
(18,466)
$ 47,671
$ 72,720
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The accumulated benefit obligation for all defined benefit
pension plans was $589.7 million and $583.3 million at December 31, 2007, and 2006, respectively.
Information as of December 31 for certain pension plans
included above with accumulated benefit obligations in excess of plan assets were as follows:
(Dollars in thousands)
Projected benefit obligation
Accumulated benefit obligation
Fair value of plan assets

2007
$21,918
21,198
—

2006
$22,283
21,221
—

Pre-tax components of Net Periodic Cost (Benefit) and other
amounts recognized in Other Comprehensive Income were
as follows:
Net Periodic Cost (Benefit)

(Dollars in thousands)
Service cost
Interest cost
Expected return on plan assets
Amortization of prior service cost (credit)
Amortization of actuarial loss
Special termination benefits
Net periodic cost (benefit)
Other changes in plan assets and benefit obligations
recognized in other comprehensive income:
Net loss (gain)
Prior service credit
Amortization of prior service (cost) credit
Amortization of actuarial loss
Total recognized in other comprehensive loss (income)
Total recognized in net periodic cost (benefit) and other
comprehensive loss (income)

AICPA Accounting Trends & Techniques

Pension Benefit Plans
2007
2006
2005
$ 12,007
$ 12,166
$ 10,677
34,267
33,278
33,421
(62,419)
(61,295)
(61,669)
2,190
2,068
2,100
5,216
5,675
1,350
487
—
—
$ (8,252)
$ (8,108)
$(14,121)

Other Postretirement
Employee Benefit Plans
2007
2006
2005
$ 2,494
$ 2,797
$ 2,778
15,289
16,077
18,211
—
—
—
(3,563)
(2,576)
(2,576)
5,120
7,913
11,233
—
—
—
$ 19,340
$24,211
$29,646

$ 26,884
—
(2,190)
(5,216)
19,478

$

—
—
—
—
—

$(18,360)
(5,132)
3,563
(5,120)
(25,049)

$

$ 11,226

$ (8,108)

$(14,121)

$ (5,709)

$24,211

—
—
—
—
—

$

—
—
—
—
—

$

—
—
—
—
—

$29,646

ATT-SEC 4.25

P1: JyD
ACPA050-04-P02

AICPA

AICPA-xml-v1.cls

October 6, 2008

446

15:39

Accounting Trends & Techniques

4.26

TELEFLEX INCORPORATED (DEC)
Consolidated Statements of Changes In Shareholders’ Equity

(Dollars and shares
in thousands,
except per share)
Balance at
December 26, 2004
Net income
Cash dividends ($0.97
per share)
Financial instruments
marked to market,
net of tax of $1,213
Cumulative translation
adjustment
Minimum pension
liability adjustment,
net of tax of $375
Comprehensive
income
Shares issued under
compensation plans
Deferred
compensation
Purchases of treasury
stock
Balance at
December 25, 2005
Net income
Cash dividends
($1.105 per share)
Financial instruments
marked to market,
net of tax of $753
Cumulative translation
adjustment
Minimum pension
liability adjustment,
net of tax of $4,256
Comprehensive
income
Adoption of SFAS No.
158, net of tax of
$10,514
Shares issued under
compensation plans
Deferred
compensation
Purchases of treasury
stock
Balance at
December 31, 2006

Shares

Dollars

Additional
Paid In
Capital

40,450

$40,450

$173,013

Common Stock

Retained
Earnings

Accumulated
Other
Comprehensive
Income

Shares

$839,838

$ 57,608

26

Treasury Stock
Dollars

Total

Comprehensive
Income

$ (1,176) $1,109,733

138,817

138,817

(39,320)

(39,320)

$138,817

(944)

(944)

(944)

(47,076)

(47,076)

(47,076)

(2,974)

(2,974)

(2,974)
$ 87,823

673

41,123

673

$41,123

31,537

$204,550

$939,335

$ 6,614

(32)

1,376

33,586

82

(3,230)

(3,230)

690

(46,518)

(46,518)

766

$ (49,548) $1,142,074

139,430

139,430

(44,096)

(44,096)

$139,430

1,234

1,234

1,234

47,468

47,468

47,468

(8,117)

(8,117)

(8,117)
$180,015

(17,164)
241

41,364

241

$41,364

19,059

$223,609

$1,034,669

$ 30,035

(17,164)
(38)

2,497

21,797

(9)

347

347

1,627

(93,552)

(93,552)

2,346

$(140,256) $1,189,421
(continued)
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(Dollars and shares
in thousands,
except per share)
Balance at
December 31, 2006

Shares

Dollars

Additional
Paid In
Capital

41,364

$41,364

$223,609

Common Stock

Retained
Earnings

Accumulated
Other
Comprehensive
Income

Shares

$1,034,669

$ 30,035

2,346

Net income
Cash dividends
($1.245 per share)
Financial instruments
marked to market,
net of tax of $5,011
Cumulative translation
adjustment (“CTA”)
Reclassification of
CTA to gain
Pension liability
adjustment, net of
tax of $1,020

Treasury Stock
Dollars

Total

Comprehensive
Income

$(140,256) $1,189,421

146,484

146,484

$146,484

(48,929)

(48,929)
(8,176)

(8,176)

(8,176)

73,199

73,199

73,199

(50,898)

(50,898)

(50,898)

12,759

12,759

12,759

Comprehensive
income
Shares issued under
compensation plans
Adoption of FIN
No. 48
Deferred
compensation
Balance at
December 31, 2007

$173,368
430

430

28,973

(6)

221

29,624

(14,171)

(14,171)

(474)
41,794

$41,794

$252,108

3
$1,118,053

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands, except per share)
Note 10 (In Part): Shareholders’ Equity
Accumulated other comprehensive income at year end consisted of the following:
(Dollars in thousands)
Financial instruments marked to market,
net of tax
Cumulative translation adjustment
Defined benefit pension and
postretirement plans, net of tax
Accumulated other comprehensive
income

2007
$ (8,925)
95,958

2006
$

$ 56,919

2,343

4

(470)

$(140,031) $1,328,843

The parent Company and certain subsidiaries provide
medical, dental and life insurance benefits to pensioners and
survivors. The associated plans are unfunded and approved
claims are paid from Company funds.

•

•

•

•

•

•

Summarized information on the Company’s pension and
postretirement benefit plans, measured as of year end, and

(749)
73,657

(30,114)

(42,873)

$ 56,919

$ 30,035

Note 13 (In Part): Pension and Other Postretirement Benefits
The Company has a number of defined benefit pension and
postretirement plans covering eligible U.S. and non-U.S. employees. The defined benefit pension plans are noncontributory. The benefits under these plans are based primarily on
years of service and employees’ pay near retirement. The
Company’s funding policy for U.S. plans is to contribute annually, at a minimum, amounts required by applicable laws
and regulations. Obligations under non-U.S. plans are systematically provided for by depositing funds with trustees or
by book reserves.
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the amounts recognized in the consolidated balance sheet
and in accumulated other comprehensive income were as
follows:
Pension
(Dollars in thousands)
Benefit obligation, beginning of year
Service cost
Interest cost
Amendments
Actuarial loss
Currency translation
Benefits paid
Medicare Part D reimbursement
Acquisitions
Divestitures
Projected benefit obligation, end of year
Fair value of plan assets, beginning of year
Acquisition
Divestitures
Actual return on plan assets
Contributions
Benefits paid
Currency translation
Fair value of plan assets, end of year
Funded status, end of year

2007
Over Funded
$
—
1,200
1,497
—
(8,215)
—
(1,023)
—
95,698
—
89,157
—
116,647
—
(3,247)
—
(1,023)
—
112,377
$ 23,220

Other Benefits

2007
2006
Under Funded
$233,399
$207,145
3,101
3,332
12,068
11,784
—
765
(17,157)
11,294
3,350
7,574
(8,344)
(8,468)
—
—
6,548
—
(23,564)
(27)
209,401
233,399
161,837
144,436
575
—
(4,075)
—
3,294
12,101
17,145
10,990
(8,344)
(8,468)
526
2,778
170,958
161,837
$ (38,443)
$ (71,562)

2007

2006

$ 28,465
578
1,950
—
150
—
(2,651)
241
18,470
(1,500)
45,703
—
—
—
—
—
—
—
—
$(45,703)

$ 26,110
311
1,490
1,102
1,478
—
(2,194)
168
—
—
28,465
—
—
—
—
—
—
—
—
$(28,465)

Amounts recognized in the consolidated balance sheet:
Pension
(Dollars in thousands)
Prepaid benefit cost
Payroll and benefit-related liabilities
Pension and postretirement benefit liabilities
Accumulated other comprehensive income

2007
$ 23,220
(1,924)
(36,519)
37,670
$ 22,447

Other Benefits
2006
$ 1,158
(1,920)
(70,800)
55,384
$(16,178)

2007
—
(3,312)
(42,391)
10,458
$(35,245)

$

2006
—
(2,074)
(26,391)
12,997
$(15,468)

$

Amounts recognized in accumulated other comprehensive
income:
Pension

(Dollars in thousands)
Balance at December 25, 2005
Record FAS 87 liability
Adoption of SFAS No. 158
Balance at December 31, 2006
Reclassification adjustments related to
components of net periodic benefit cost
recognized during the period:
Net amortization and deferral
Curtailment
Amounts arising during the period:
Divestiture
Actuarial changes in benefit obligation
Impact of currency translation
Balance at December 31, 2007

ATT-SEC 4.26

Prior Service
Cost (Credit)
$ —

Transition
Obligation
$ —

Net (Gain)
or Loss
$
—

(417)
(417)

987
987

54,814
54,814

Deferred
Taxes
$(10,783)
(4,598)
(5,278)
(20,659)

30
(301)

2
—

(2,438)
—

897
112

—
—
36
$(652)

(989)
—
—
$ —

(1,785)
(12,269)
—
$ 38,322

1,035
4,516
(13)
$(14,111)

Minimum
Pension
Liability
$ 28,375
12,328
(40,703)
—

Accumulated Other
Comprehensive
Income, Net of Tax
$17,592
7,730
9,403
34,725

—
—
—
—
—
—
—

(1,509)
(189)

$

(1,739)
(7,753)
23
$23,558
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Other Benefits

(Dollars in thousands)
Balance at December 25, 2005
Adoption of SFAS No. 158
Balance at December 31, 2006
Reclassification adjustments related to
components of Net Periodic Benefit Cost
recognized during the period:
Net amortization and deferral
Curtailment
Amounts arising during the period:
Divestiture
Actuarial changes in benefit obligation
Balance at December 31, 2007

Prior Service
Cost (Credit)
$ —
1,570
1,570

Transition
Obligation
$ —
1,292
1,292

Net (Gain)
or Loss
$
—
10,135
10,135

Deferred
Taxes
$
—
(4,849)
(4,849)

Minimum
Pension
Liability
$—
—
—

Accumulated Other
Comprehensive
Income, Net of Tax
$ —
8,148
8,148

(172)
—

(217)
(61)

(738)
—

420
23

—
—

(707)
(38)

—
$1,398

—
$1,014

(1,500)
149
$ 8,046

560
(56)
$(3,902)

—
—
$—

(940)
93
$6,556

Changes in Fair Value of Derivatives
4.27

APACHE CORPORATION (DEC)
Statement of Consolidated Shareholders’ Equity

(In thousands)
Balance at December 31, 2004
Comprehensive income (loss):
Net income
Commodity hedges, net of
income tax benefit of
$128,990
Comprehensive income

Retained
Earnings
$4,017,339

Treasury
Stock
$(97,325)

Accumulated
Other
Comprehensive
Income (Loss)
$(129,482)

—

2,623,730

—

—

2,623,730

—

—

—

—

(236,126)

(236,126)

—
—
—
—
—
—

—
—
1,303
—
—
—

—
—
21,125
2,736
40,528
143

(5,680)
(118,526)
—
—
—
—

—
—
—
7,561
—
—

—
—
—
—
—
—

(5,680)
(118,526)
22,428
10,297
40,528
143

$98,387

$210,623

$6,516,863

$(89,764)

$(365,608)

$10,541,215

Series B
Preferred
Stock
$98,387

Common
Stock
$209,320

$2,623,730

—

—

(236,126)

—

Comprehensive
Income

Paid-In
Capital
$4,106,182

Total
Shareholders’
Equity
$ 8,204,421

$2,387,604

Cash dividends:
Preferred
Common ($.36 per share)
Common shares issued
Treasury shares issued, net
Compensation expense
Other
Balance at December 31, 2005

$4,170,714

(continued)
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(In thousands)
Balance at December 31, 2005
Comprehensive income (loss):
Net income
Post retirement, net of income
tax benefit of $2,816
Commodity hedges, net of
income tax expense of
$187,162
Comprehensive income

Accounting Trends & Techniques

Treasury
Stock
$ (89,764)

Accumulated
Other
Comprehensive
Income (Loss)
$(365,608)

Total
Shareholders’
Equity
$10,541,215

2,552,451

—

—

2,552,451

—

—

—

(6,116)

(6,116)

—

—

—

—

340,392

340,392

—
—
—

—
—
1,742

—
—
54,917

(5,680)
(165,059)
—

—
—
—

—
—
—

(5,680)
(165,059)
56,659

—
—
—

—
—
—

1,968
42,085
111

—
—
2

(166,967)
—
(8)

—
—
—

(164,999)
42,085
105

$98,387

$212,365

$4,269,795 $ 8,898,577

$(256,739)

$ (31,332)

$13,191,053

$2,812,358

—

—

—

2,812,358

—

—

2,812,358

6,333

—

—

—

—

—

6,333

6,333

(495,212)

—

—

—

—

—

(495,212)

(495,212)

—
—
—

—
—
961

—
—
48,144

(5,680)
(199,401)
—

—
—
—

—
—
—

(5,680)
(199,401)
49,105

—
—
—
—

—
—
—
—

1,834
48,816
—
(1,440)

—
—
(48,502)
240

18,475
—
—
—

—
—
—
—

20,309
48,816
(48,502)
(1,200)

$98,387

$213,326

$4,367,149 $11,457,592

$(238,264)

$(520,211)

$15,377,979

Series B
Preferred
Stock
$98,387

Common
Stock
$210,623

$2,552,451

—

—

—

(6,116)

—

—

340,392

—

Comprehensive
Income

Balance at December 31, 2006

Comprehensive income
Cash dividends:
Preferred
Common ($.60 per share)
Common shares issued
Treasury shares purchased,
net
Compensation expense
FIN 48 adoption
Other
Balance at December 31, 2007

$2,323,479

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Derivative Instruments and Hedging Activities
Apache periodically enters into derivative contracts to manage its exposure to foreign currency risk and commodity price
risk. These derivative contracts, which are generally placed
with major financial institutions that the Company believes
are minimal credit risks, may take the form of forward contracts, futures contracts, swaps or options. The oil and gas
reference prices, upon which the commodity derivative contracts are based, reflect various market indices that have a
high degree of historical correlation with actual prices received by the Company for its oil and gas production.
Apache accounts for its derivative instruments in accordance with SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities,” as amended. SFAS No. 133
establishes accounting and reporting standards requiring

ATT-SEC 4.27

Paid-In
Retained
Capital
Earnings
$4,170,714 $ 6,516,863

$2,886,727

Cash dividends:
Preferred
Common ($.50 per share)
Common shares issued
Treasury shares purchased,
net
Compensation expense
Other
Comprehensive income (loss):
Net income
Post retirement, net of income
tax expense of $4,896
Commodity hedges, net of
income tax benefit of
$272,865

15:39

that all derivative instruments, other than those that meet
the normal purchases and sales exception, be recorded on
the balance sheet as either an asset or liability measured
at fair value (which is generally based on information obtained from independent parties). SFAS No. 133 also requires that changes in fair value be recognized currently in
earnings unless specific hedge accounting criteria are met.
Hedge accounting treatment allows unrealized gains and
losses on cash flow hedges to be deferred in other comprehensive income. Realized gains and losses from the Company’s oil and gas cash flow hedges, including terminated
contracts, are generally recognized in oil and gas production revenues when the forecasted transaction occurs. Realized gains and losses on foreign currency cash flow hedges
are generally recognized in lease operating expense when
the forecasted transaction occurs. Gains and losses from
the change in fair value of derivative instruments that do not
qualify for hedge accounting are reported in current period income as “Other” under Revenue and Other in the Statement
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of Consolidated Operations. If at any time the likelihood of
occurrence of a hedged forecasted transaction ceases to
be “probable,” hedge accounting under SFAS No. 133 will
cease on a prospective basis and all future changes in the fair
value of the derivative will be recognized directly in earnings.
Amounts recorded in other comprehensive income prior to
the change in the likelihood of occurrence of the forecasted
transaction will remain in other comprehensive income until
such time as the forecasted transaction impacts earnings.
If it becomes probable that the original forecasted production will not occur, then the derivative gain or loss would be
reclassified from accumulated other comprehensive income
into earnings immediately. Hedge effectiveness is measured
at least quarterly based on the relative changes in fair value
between the derivative contract and the hedged item over

time, and any ineffectiveness is immediately reported under Revenues and Other in the Statement of Consolidated
Operations.
3. Hedging and Derivative Instruments
The Company is exposed to fluctuations in crude oil and natural gas prices on the majority of its worldwide production.
Management believes it is prudent to manage the variability
in cash flows on a portion of its crude oil and natural gas
production. The Company utilizes various types of derivative
financial instruments to manage fluctuations in cash flows resulting from changes in commodity prices. Derivative instruments typically entered into by the Company, and designated
as cash flow hedges, are swaps and options.
As of December 31, 2007, the total outstanding positions
of Apache’s natural gas and crude oil cash flow hedges were
as follows:

Costless Collars

Production Period
2008
2009
2010
2011
2012

Instrument Type
US gas collars
Canadian gas collars
Oil collars
US gas collars
Canadian gas collars
Oil collars
US gas collars
Oil collars
Oil collars
Oil collars

Total Volumes
89,670,000 MMBtu
32,940,000 GJ
12,261,000 Bbl
14,600,000 MMBtu
29,200,000 GJ
7,861,000 Bbl
1,350,000 MMBtu
5,464,000 Bbl
2,917,000 Bbl
910,000 Bbl

Weighted Average
Floor/Ceiling
$ 7.24 / 10.28
6.66 / 10.44
63.18 / 76.47
7.06 / 9.91
6.58 / 10.22
59.38 / 72.65
7.17 / 10.58
61.15 / 75.10
63.12 / 76.42
64.00 / 76.55

Fair Value
Asset/(Liability)
(In thousands)
$ 36,029
19,859
(217,201)
(4,418)
6,865
(131,727)
(612)
(72,270)
(33,509)
(9,939)

Total Volumes
4,574,500 Bbl
549,500 Bbl
2,182,250 Bbl
3,436,250 Bbl
2,926,000 Bbl
1,086,000 Bbl

Weighted Average
Fixed-Price
$70.05
$74.32
$71.98
$71.79
$71.34
$71.34

Fair Value
Asset/(Liability)
(In thousands)
$(103,223)
$ (6,817)
$ (28,836)
$ (43,775)
$ (36,609)
$ (13,292)

Fixed Price Swaps

Production Period
2008
2009
2010
2011
2012
2013

Instrument Type
Fixed-price oil swap
Fixed-price oil swap
Fixed-price oil swap
Fixed-price oil swap
Fixed-price oil swap
Fixed-price oil swap

A costless collar is an option position established by selling
a call and purchasing a put. The call establishes a maximum
price (ceiling) and the put establishes a minimum price (floor)
that will be received for volumes under contract. The fixedprice swaps establish a set price the Company will receive
for volumes under contract.
U.S. natural gas prices in the table above represent a
weighted average of several contracts entered into on a per
million British thermal units (MMBtu) basis and are settled
against a combination of indices, including NYMEX Henry
Hub, Panhandle Eastern Pipe Line and Houston Ship Channel. The Canadian natural gas prices in the table above represent a weighted average of AECO Index prices. These gas
collars are entered into on a per gigajoule (GJ) basis, are converted to U.S. dollars utilizing a December 31, 2007 exchange
rate, and are settled against the AECO Index. Crude oil prices

AICPA Accounting Trends & Techniques

in the table above primarily represent a weighted average of
NYMEX Cushing Index prices on contracts entered into on a
per barrel (Bbl) basis. These crude oil contracts are settled
primarily against the NYMEX Cushing index.
The contracts entered into by the Company are valued using actively quoted prices and quotes obtained from reputable third-party financial institutions. The Company has
exposure to credit risk to the extent the counterparty to
the contract is unable to meet its settlement commitment.
Apache actively monitors the creditworthiness of each counterparty and assesses the impact, if any, on the Company’s
derivative positions. In addition, the Company may exercise
its right to net realized gains against realized losses when
settling its swap and options positions with a counterparty.
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A reconciliation of the components of accumulated other
comprehensive income (loss) in the Statement of Consolidated Shareholders’ Equity related to Apache’s commodity
derivative activity is presented in the table below:
(In thousands)
Unrealized gain (loss) on derivatives
at December 31, 2006
Net losses realized into earnings
Net change in derivative fair value
Unrealized gain (loss) on derivatives
at December 31, 2007

Gross

After Tax

$ 129,325
32,635
(800,712)

$ 83,534
19,965
(515,177)

$(638,752)

$(411,678)

Differences between the fair values and the unrealized loss on
derivatives before income taxes recognized in accumulated
other comprehensive income (loss) are related to premiums,
recognition of unrealized gains and losses on certain derivatives that did not qualify for hedge accounting and hedge
ineffectiveness. Based on market prices as of December 31,
2007, the Company recorded an unrealized loss in other comprehensive income of $639 million ($412 million after tax).
Unrealized gains and losses on these commodity hedges will
fluctuate significantly and will ultimately be realized in future
earnings contemporaneously with the related sales of natural
gas and crude oil production applicable to specific hedges.
Of the $639 million estimated unrealized loss on derivatives at
December 31, 2007, approximately $264 million ($169 million
after tax) applies to the next 12 months; however, estimated
and actual amounts are likely to vary materially as a result of
changes in market conditions. These contracts, designated
as hedges, qualified and continue to qualify for hedge accounting in accordance with SFAS No. 133, as amended.

4.28

COHERENT, INC. (SEP)
Consolidated Statements of Stockholders’ Equity

(In thousands)
Balances, October 2, 2004
Components of
comprehensive income:
Net income
Translation adjustment, net of
tax
Unrealized loss on available
for sale securities, net of tax
Net gain on derivative
instruments, net of tax
Total comprehensive income
Issuance of stock options in
exchange for services
Amortization, issuance and
forfeitures of restricted stock
Stock-based compensation
expense for fixed awards
Amortization of deferred
stock-based compensation
expense
Sales of shares under
Employee Stock Option Plan
Sales of shares under
Employee Stock Purchase
Plan
Tax benefit of Employee Stock
Option Plan
Collection of notes receivable
Balances, October 1, 2005

Common
Stock
Shares
30,392

Common
Stock Par
Value
$302

Add.
Paid-In
Capital
$333,362

Deferred
Stock
Comp.
$(1,623)

Notes Rec.
From Stock
Sales
$(758)

Accum. Other
Comp. Income
(Loss)
$37,695

Retained
Earnings
$219,726

Total
$588,704

—

—

—

—

—

—

38,414

38,414

—

—

—

—

—

(5,402)

—

(5,402)

—

—

—

—

—

(287)

—

(287)

—

—

—

—

—

8

—

8
32,733

—

—

96

—

—

—

—

96

83

—

3,198

(2,762)

—

—

—

436

—

—

457

(349)

—

—

—

108

—

—

—

1,035

—

—

—

1,035

484

5

10,839

—

—

—

—

10,844

214

2

4,440

—

—

—

—

4,442

—
—
31,173

—
—
$309

838
—
$353,230

—
—
$(3,699)

—
434
$(324)

—
—
$32,014

—
—
$258,140

838
434
$639,670
(continued)

ATT-SEC 4.28

P1: JyD
ACPA050-04-P02

AICPA

AICPA-xml-v1.cls

October 6, 2008

15:39

453

Section 4: Comprehensive Income

(In thousands)
Balances, October 1, 2005
Components of
comprehensive income:
Net income
Translation adjustment, net of
tax
Unrealized gain on available
for sale securities, net of tax
Net gain (loss) on derivative
instruments, net of tax
Total comprehensive income
Effect on deferred stock
compensation upon
adoption of SFAS 123(R)
Amortization, issuance and
forfeitures of restricted stock
Sales of shares under
Employee Stock Option Plan
Sales of shares under
Employee Stock Purchase
Plan
Stock compensation expense
Tax benefit of Employee Stock
Option Plan
Repurchases of Common
Stock
Balances, September 30, 2006
Components of
comprehensive income:
Net income
Translation adjustment, net of
tax
Unrealized gain on available
for sale securities, net of tax
Net gain (loss) on derivative
instruments, net of tax
Total comprehensive income
Amortization, issuance and
forfeitures of restricted stock
Sales of shares under
Employee Stock Option Plan
Sales of shares under
Employee Stock Purchase
Plan
Stock compensation expense
Tax benefit of Employee Stock
Option Plan
Collection of notes receivable
Balances, September 29, 2007

Common
Stock
Shares
31,173

Common
Stock Par
Value
$309

Add.
Paid-In
Capital
$353,230

Deferred
Stock
Comp.
$(3,699)

Notes Rec.
From Stock
Sales
$(324)

Accum. Other
Comp. Income
(Loss)
$32,014

Retained
Earnings
$258,140

Total
$639,670

—

—

—

—

—

—

45,394

45,394

—

—

—

—

—

14,681

—

14,681

—

—

—

—

—

19

—

19

—

—

—

—

—

(21)

—

(21)
60,073

—

—

(3,699)

3,699

—

—

—

—

51

—

2,059

—

—

—

—

2,059

722

7

19,598

—

—

—

—

19,605

188
—

2
—

4,653
12,403

—
—

—
—

—
—

—
—

4,655
12,403

—

—

1,289

—

—

—

—

1,289

(722)
31,412

(7)
$311

(22,243)
$367,290

—
—

—
$(324)

—
$46,693

—
$303,534

(22,250)
$717,504

—

—

—

—

—

—

15,951

15,951

—

—

—

—

—

23,755

—

23,755

—

—

—

—

—

187

—

187

—

—

—

—

—

37

—

37

—

—

—

—

—

—

—

39,930

(225)

—

—

—

—

(225)

1

$

52

1

1,260

—

—

—

—

1,261

87
—

1
—

2,521
9,648

—
—

—
—

—
—

—
—

2,522
9,648

—
—
31,552

—
—
$313

22
—
$380,516

—
—
—

—
324
$ —

—
—
$70,672

—
—
$319,485

22
324
$770,986
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
2 (In Part): Significant Accounting Policies
Derivatives
SFAS No. 133, “Accounting for Derivative Instruments and
Hedging Activities” (“SFAS 133”) as amended, requires that
all derivatives, whether designated in hedging relationships
or not, be recorded on the balance sheet at fair value. If the
derivative is designated as a fair value hedge, the changes
in the fair value of the derivative and of the hedged item attributable to the hedged risk are recognized in earnings. If the
derivative is designated as a cash flow hedge, the effective
portions of the changes in the fair value of the derivative are
recorded in OCI and are recognized in the income statement
when the hedged item affects earnings. Ineffective portions
of changes in the fair value of cash flow hedges are recognized in other income (expense).
Our objective of holding derivatives is to minimize the risks
of foreign currency fluctuation by using the most effective
methods to eliminate or reduce the impact of these exposures. Principal currencies hedged include the Euro, Yen,
British Pound, Canadian Dollar and Korean Won.
For foreign currency forward contracts under SFAS 133,
hedge effectiveness is measured by comparing the cumulative change in the hedge contract with the cumulative
change in the hedged item, both of which are based on
forward rates. For foreign currency option contracts under
SFAS 133, hedge effectiveness is asserted when the critical elements representing the total changes in the option’s
cash flows continue to match the related elements of the
hedged forecasted transaction. Should discrepancies arise,
effectiveness is measured by comparing the change in option value and the change in value of a hypothetical derivative
mirroring the critical elements of the forecasted transaction.
Forwards not designated as hedging instruments under
SFAS 133 are also used to hedge the impact of the variability
in exchange rates on accounts receivable and collections
denominated in certain foreign currencies. Changes in fair
value of these derivatives are recognized in other income
(expense).
Comprehensive Income (Loss)
Comprehensive income (loss) is defined as the change in
equity of a business enterprise during a period from transactions and other events and circumstances from non-owner
sources and is presented in our Consolidated Statements of
Stockholders’ Equity and in Note 13, “Accumulated Other
Comprehensive Income (Loss).”

ATT-SEC 4.28

13. Accumulated Other Comprehensive Income (Loss)
Activity in accumulated other comprehensive income (loss)
related to derivatives, net of tax, held by us is as follows
(in thousands):

Balance, October 1, 2005
Changes in fair value of derivatives
Net losses reclassified from OCI
Balance, September 30, 2006
Changes in fair value of derivatives
Net losses reclassified from OCI
Balance, September 29, 2007

$(114)
—
(21)
(135)
—
37
$ (98)

Accumulated other comprehensive income (net of tax) at fiscal 2007 year-end is comprised of accumulated translation
adjustments of $71.0 million, net loss on derivative instruments of $0.1 million and unrealized loss on available-for-sale
securities of $0.2 million. Accumulated other comprehensive
income (net of tax) at fiscal 2006 year-end is comprised of accumulated translation adjustments of $47.2 million, net loss
on derivative instruments of $0.1 million and unrealized loss
on available-for-sale securities of $0.4 million.
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Unrealized Losses/Gains on Certain Investments
4.29

ANALOG DEVICES, INC. (OCT)
Consolidated Statements of Comprehensive Income
(Thousands)
Net income from continuing operations
Foreign currency translation adjustment
Minimum pension liability adjustment (net of taxes of $640
in 2007, $753 in 2006 and $1,324 in 2005)
Net unrealized gains (losses) on securities:
Net unrealized holding gains (losses) (net of taxes of $2,746 in 2007, $4,034
in 2006 and $6,239 in 2005) on securities classified as short-term investments
Net unrealized holding (losses) gains (net of taxes of $100 in 2007, $235
in 2006 and $500 in 2005) on securities classified as other investments
Net unrealized gains (losses) on securities
Derivative instruments designated as cash flow hedges:
Changes in fair value of derivatives
Realized loss (gain) reclassification
Net change in derivative instruments designated as cash flow hedges
Other comprehensive income (loss)
Comprehensive income from continuing operations
Net (loss) income from discontinued operations
Comprehensive income

2007
$500,695
10,640

2006
$516,314
5,838

2005
$375,944
(1,595)

1,495

1,398

(2,461)

5,094

7,492

(11,586)

(185)
4,909

(436)
7,056

(930)
(12,516)

6,128
772
6,900
23,944
$524,639
(3,788)
$520,851

4,876
(111)
4,765
19,057
$535,371
33,168
$568,539

(4,718)
(1,723)
(6,441)
(23,013)
$352,931
38,843
$391,774

As a result of adopting the recognition principles of SFAS 158 on November 3, 2007, the Company recorded a $10.4 million adjustment, net of
tax of $1.4 million, to accumulated other comprehensive income. In accordance with the requirements of SFAS 158, this adjustment has been
excluded from the above presentation of comprehensive income for fiscal year 2007.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in thousands except per share amounts)
2 (In Part): Summary of Significant Accounting Policies
b (In Part): Cash, Cash Equivalents and
Short-Term Investments
Cash and cash equivalents are highly liquid investments with
insignificant interest rate risk and maturities of three months
or less at the time of acquisition. Cash, cash equivalents and
short-term investments consist primarily of corporate obligations such as commercial paper and corporate bonds, and
Treasury and government agency notes and bonds. They also
include bank time deposits and institutional money market
funds.
The Company classifies its investments in readily marketable debt and equity securities as “held-to-maturity,”
“available-for-sale” or “trading” at the time of purchase.
There were no transfers between investment classifications in
any of the fiscal years presented. Held-to-maturity securities,
which are carried at amortized cost, include only those securities the Company has the positive intent and ability to hold
to maturity. Securities, such as bank time deposits, which
by their nature are typically held to maturity, are classified as
such. The Company’s other readily marketable cash equivalents and short-term investments are classified as availablefor-sale. Available-for-sale securities are carried at fair value
with unrealized gains and losses, net of related tax, if any, reported in accumulated other comprehensive income (loss),
which is a separate component of shareholders’ equity.

AICPA Accounting Trends & Techniques

The Company’s short-term investments are adjusted to
fair value at the end of each quarter. These adjustments to
fair value are recorded as an increase or decrease in accumulated other comprehensive income (loss). No realized
gains or losses were recorded during any of the fiscal years
presented.
The Company periodically evaluates these investments for
impairment in accordance with EITF Issue No. 03-01, The
Meaning of Other-Than-Temporary Impairment and Its Application to Certain Investments. When a decline in fair value
is deemed to be other-than-temporary, the Company records
an impairment adjustment in the statement of income. There
were no other-than-temporary impairments of short-term investments in any of the fiscal years presented.
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Unrealized gains and losses on available-for-sale shortterm investments were as follows:

Unrealized gains
Unrealized losses
Net unrealized losses

2007
$ 6
(79)
$(73)

2006
$
—
(7,908)
$(7,908)

2005
$ 532
(19,967)
$(19,435)

Unrealized gains and losses in all fiscal years presented relate
solely to U.S. Government Treasury and agency bonds.
There were no unrealized gains and losses on held-tomaturity investments in any of the fiscal years presented.
There were no cash equivalents or short-term investments
classified as trading at November 3, 2007 and October 28,
2006. All of the Company’s short-term investments were
classified as available-for-sale. Short-term investments with
maturities in excess of one year are classified as short term
as they are available-for-sale securities and are available to
be used in current operations. The components of the Company’s cash, cash equivalents and short-term investments as
of November 3, 2007 and October 28, 2006 were as follows:
2007
Cash and cash equivalents:
Cash
Available-for-sale:
Institutional money market funds
Corporate obligations
Held-to-maturity:
Euro time deposits
Total cash and cash equivalents
Short-term investments:
Securities with one year or less to maturity:
Corporate obligations
U.S. Government Treasury, agency and municipal notes
Total maturities less than 1 year
Securities with greater than one year to maturity:
U.S. Government Treasury, agency and municipal bonds
Total maturities greater than 1 year
Total short-term investments

2006

$ 30,034

$

42,944

152,013
89,250

42,803
104,925

153,675
$424,972

153,275
$ 343,947

$527,278
128,957
656,235

$ 856,196
801,821
1,658,017

—
—
$656,235

126,370
126,370
$1,784,387

j (In Part): Fair Values of Financial Instruments
The following estimated fair value amounts have been determined by the Company using available market information
and appropriate valuation methodologies. The estimates presented herein are not necessarily indicative of the amounts
that the Company could realize in a current market exchange.
2007

Assets:
Cash and cash equivalents
Short-term investments
Deferred compensation investments
Other investments
Foreign currency instruments & interest rate agreements:
Interest rate swap and cap agreements
Forward foreign currency exchange contracts

ATT-SEC 4.29

2006

Carrying
Amount

Fair
Value

Carrying
Amount

Fair
Value

$424,972
656,235
36,443
1,692

$424,972
656,235
36,443
1,692

$ 343,947
1,784,387
31,688
850

$ 343,947
1,784,387
31,688
850

—
6,924

—
6,924

77
272

77
272
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The following methods and assumptions were used by the
Company in estimating its fair value disclosures for financial
instruments:
Cash, Cash Equivalents and Short-Term Investments
These investments, except for those classified as held-tomaturity, which are carried at amortized cost, are adjusted to
fair value based on quoted market prices or are determined
using a yield curve model based on current market rates.

457

Long-term marketable investments are classified as available-for-sale. Unrealized losses of $0.3 million ($0.2 million
net of tax) were recorded in fiscal 2007, unrealized losses of
$0.7 million ($0.4 million net of tax) were recorded in fiscal
2006 and unrealized losses of $1.4 million ($0.9 million net of
tax) were recorded in fiscal 2005.

Deferred Compensation Plan Investments
and Other Investments
The fair value of these investments is based on quoted market prices, with the exception of private-company equity
investments that are carried at cost, adjusted for impairment
charges.
o. Accumulated Other Comprehensive Income (Loss)
Other comprehensive income (loss) includes certain transactions that have generally been reported in the consolidated
statement of shareholders’ equity. The components of accumulated other comprehensive income (loss) at November 3,
2007 and October 28, 2006 consisted of the following:
2007
Accumulated other comprehensive
income—pension plans:
Prior service cost
Transition asset
Net actuarial gain
Minimum pension liability adjustments
Unrealized losses on available-for-sale
securities
Foreign currency translation
Unrealized gains on derivative instruments
Total accumulated other comprehensive
income (loss)

$

(13)
28
7,172
—

2006

$

—
—
—
(4,669)

(462)
20,054
7,319

(5,371)
9,414
419

$34,098

$ (207)

8. Other Investments
Other investments consist of equity securities and other longterm investments. Investments are stated at fair value, which
is based on market quotes, or on a cost-basis, dependent
on the nature of the investment, as appropriate. Adjustments
to the fair value of investments classified as available-forsale are recorded as an increase or decrease in accumulated
other comprehensive income (loss), unless the adjustment
is considered an other-than-temporary impairment, in which
case the adjustment is recorded as a charge in the statement
of income.
Realized gains of $7.9 million were recorded in fiscal 2007
related to the sale of a cost-basis investment. There were no
realized gains or losses recorded in fiscal 2006 or 2005.
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4.30

WYETH (DEC)
Consolidated Statements of Changes in Stockholders’ Equity

(In thousands except per share amounts)
Balance at January 1, 2005
Net income
Currency translation adjustments
Unrealized gains on derivative contracts, net
Unrealized losses on marketable securities, net
Minimum pension liability adjustments, net
Comprehensive income, net of tax
Cash dividends declared:
Preferred stock (per share: $2.00)
Common stock (per share: $0.94)
Common stock issued for stock options
Issuance of restricted stock awards
Tax benefit from exercises of stock options
Other exchanges
Balance at December 31, 2005
Net income
Currency translation adjustments
Unrealized losses on derivative contracts, net
Unrealized gains on marketable securities, net
Minimum pension liability adjustments, net
Comprehensive income, net of tax
Adoption of FASB Statement No. 158, net
Cash dividends declared:
Preferred stock (per share: $2.00)
Common stock (per share: $1.01)
Common stock acquired for treasury
Common stock issued for stock options
Stock-based compensation expense
Issuance of restricted stock awards
Transfer of restricted stock award accruals to equity
Tax benefit from exercises of stock options
Other exchanges
Balance at December 31, 2006
Net income
Currency translation adjustments
Unrealized losses on derivative contracts, net
Unrealized losses on marketable securities, net
Change in pension and postretirement benefit plans
Comprehensive income, net of tax
FASB Statement No. 158 measurement date
transition
Adoption of FIN 48
Cash dividends declared:
Preferred stock (per share: $2.00)
Common stock (per share: $1.06)
Common stock acquired for treasury
Common stock issued for stock options
Stock-based compensation expense
Issuance of restricted stock awards
Tax benefit from exercises of stock options
Other exchanges
Balance at December 31, 2007

ATT-SEC 4.30

$2.00
Convertible
Preferred
Stock
$40

Common
Stock
$445,031

Additional
Paid-In
Capital
$4,817,024

Retained
Earnings
$ 4,118,656

Accumulated
Other
Comprehensive
Income (Loss)
$ 467,152

3,656,298
(492,784)
32,518
(4,128)
(67,483)

(30)
(1,259,368)
2,637
84
(3)
$37

31
$447,783

232,355
11,225
37,457
(833)
$5,097,228

(1,510)
$ 6,514,046

$

(64,725)

4,196,706

688
(9)
$28

51
$448,417

(42,818)
490,648
393,330
85,490
63,171
55,263
(35)
$6,142,277

$ (672,666)

(26)
(1,358,743)
(664,579)
495,020
393,330
86,178
63,171
55,263
7
$14,652,755

4,615,960
771,971
(18,340)
(47,602)
188,070

(8,794)
5,554
727
(5)
$23

25
$445,929

(97,222)
683,049
367,529
1,541
28,386
(16)
$7,125,544

(30)
(1,259,368)
234,992
11,309
37,457
(2,315)
$11,994,369

(1,130,549)
(26)
(1,358,743)
(617,284)

$ 8,734,699

3,656,298
(492,784)
32,518
(4,128)
(67,483)
3,124,421

4,196,706
565,745
(6,060)
4,157
(41,234)
4,719,314
(1,130,549)

565,745
(6,060)
4,157
(41,234)

(4,477)
4,372

Total
Stockholders’
Equity
$ 9,847,903

4,615,960
771,971
(18,340)
(47,602)
188,070
5,510,059

(3,471)
(295,370)

(3,471)
(295,370)

(20)
(1,423,474)
(1,210,718)

(20)
(1,423,474)
(1,316,734)
688,603
367,529
2,268
28,386
4
$18,210,535

$10,417,606

$ 221,433
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Marketable Securities
The Company invests in marketable debt and equity securities, which are classified as available-for-sale. Availablefor-sale securities are marked-to-market based on quoted
market values of the securities, with the unrealized gains
and losses, net of tax, reported as a component of Accumulated other comprehensive income (loss). Realized gains
and losses on sales of available-for-sale securities are com-

puted based upon initial cost adjusted for any other-thantemporary declines in fair value. Impairment losses are
charged to income for other-than-temporary declines in fair
value. Premiums and discounts are amortized or accreted
into earnings over the life of the available-for-sale security.
Dividend and interest income is recognized when earned.
The Company owns no investments that are considered to
be held-to-maturity or trading securities.
4. Marketable Securities
The cost, gross unrealized gains (losses) and fair value
of available-for-sale securities by major security type at
December 31, 2007 and 2006 were as follows:

Cost

Gross
Unrealized
Gains

Gross
Unrealized
(Losses)

(In thousands)
At December 31, 2007
Available-for-sale:
Commercial paper
Certificates of deposit
U.S. Treasury and agency securities
Corporate debt securities
Asset-backed securities
Mortgage-backed securities
Equity securities
Total marketable securities

$ 191,648
123,470
270,419
1,464,012
445,150
515,714
24,782
$3,035,195

$

13
118
2,523
8,813
494
1,620
7,798
$21,379

$

(17)
(126)
(28)
(27,611)
(21,764)
(10,106)
(3,083)
$(62,735)

$ 191,644
123,462
272,914
1,445,214
423,880
507,228
29,497
$2,993,839

At December 31, 2006
Available-for-sale:
Commercial paper
Certificates of deposit
U.S. Treasury and agency securities
Corporate debt securities
Asset-backed securities
Mortgage-backed securities
Equity securities
Total marketable securities

$ 209,824
19,996
29,878
593,301
650,715
391,815
30,028
$1,925,557

$

$

$ 209,785
20,001
29,836
598,596
651,029
390,960
48,724
$1,948,931

—
5
47
9,778
401
336
19,046
$29,613

Fair Value

(39)
—
(89)
(4,483)
(87)
(1,191)
(350)
$ (6,239)

The Company’s investments that have been in a continuous
unrealized loss position for 12 months or longer for 2007 were
not significant. The Company’s realized gains and losses on
its investments during 2007 were not significant.
The contractual maturities of debt securities classified as
available-for-sale at December 31, 2007 were as follows:
(In thousands)
Available-for-sale:
Due within one year
Due one year through five years
Due five years through 10 years
Due after 10 years
Total

AICPA Accounting Trends & Techniques

Cost

Fair Value

$ 633,444
1,613,802
96,606
666,561
$3,010,413

$ 641,865
1,589,119
96,166
637,192
$2,964,342
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13. Accumulated Other Comprehensive Income (Loss)
The components of Accumulated other comprehensive income (loss) are set forth in the following table:

(In thousands)
Balance January 1, 2005
Period change
Balance December 31, 2005
Period change
Adoption of SFAS No. 158
Balance December 31, 2006
Period change
Balance December 31, 2007
(1)
(2)

Foreign
Currency
Translation
Adjustments(1)
$ 518,388
(492,784)
25,604
565,745
—
591,349
771,971
$1,363,320

Net Unrealized
Gains (Losses)
on Derivative
Contracts(2)
$(36,800)
32,518
(4,282)
(6,060)
—
(10,342)
(18,340)
$(28,682)

Net Unrealized
Gains (Losses)
on Marketable
Securities(2)
$ 15,693
(4,128)
11,565
4,157
—
15,722
(47,602)
$(31,880)

Minimum
Pension
Liability
Adjustments(2)
$(30,129)
(67,483)
(97,612)
(41,234)
138,846
—
—
$
—

SFAS
No. 158(2)
$
—
—
—
—
(1,269,395)
(1,269,395)
188,070
$(1,081,325)

Accumulated
Other
Comprehensive
Income (Loss)
$ 467,152
(531,877)
(64,725)
522,608
(1,130,549)
(672,666)
894,099
$ 221,433

Income taxes generally are not provided for foreign currency translation adjustments, as such adjustments relate to permanent investments
in international subsidiaries.
Deferred income tax assets (liabilities) provided for net unrealized (losses) gains on derivative contracts at December 31, 2007, 2006 and
2005 were $15,444, $5,569 and $2,306, respectively; for net unrealized gains (losses) on marketable securities at December 31, 2007, 2006
and 2005 were $9,476, $(7,656) and $(5,259), respectively; for minimum pension liability adjustments at December 31, 2005 were $47,119;
and for SFAS No. 158 at December 31, 2007 and 2006 were $617,964 and $774,323, respectively.

Reclassification Adjustments
4.31

ABBOTT LABORATORIES (DEC)
Consolidated Statement of Shareholders’ Investment
(Dollars in thousands except per share data)
Common shares:
Beginning of year shares: 2007: 1,550,590,438; 2006: 1,553,769,958;
2005: 1,575,147,418
Issued under incentive stock programs
shares: 2007: 30,264,239; 2006: 14,456,341; 2005: 8,752,085
Tax benefit from option shares and vesting of restricted stock awards
(no share effect)
Share-based compensation
Issuance of restricted stock awards
Retired—shares: 2006: 17,635,861; 2005: 30,129,545
End of year shares: 2007: 1,580,854,677; 2006: 1,550,590,438;
2005: 1,553,769,958
Common shares held in treasury:
Beginning of year shares: 2007: 13,347,272; 2006: 14,534,979;
2005: 15,123,800
Issued under incentive stock programs shares: 2007: 2,063,123;
2006: 1,197,838; 2005: 588,821
Purchased shares: 2007: 19,660,388; 2006: 10,131
End of year shares: 2007: 30,944,537; 2006: 13,347,272; 2005: 14,534,979

2007

2006

2005

$ 4,290,929

$3,477,460

$3,189,465

1,316,294

526,435

299,329

163,808
433,319
(100,248)
—

42,062
337,428
(52,392)
(40,064)

52,363
28,731
(27,125)
(65,303)

$ 6,104,102

$4,290,929

$3,477,460

$ (195,237)

$ (212,255)

$ (220,854)

37,080
(1,054,977)
$(1,213,134)

17,492
(474)
$ (195,237)

8,599
—
$ (212,255)
(continued)
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(Dollars in thousands except per share data)
Earnings employed in the business:
Beginning of year
Net earnings
Cash dividends declared on common shares (per share—2007: $1.30;
2006: $1.18; 2005: $1.10)
Reclassification resulting from the application of the fair value option
to Boston Scientific common stock, net of tax
Cost of common shares retired in excess of stated capital amount
Cost of treasury shares issued below market value
End of year
Accumulated other comprehensive income (loss):
Beginning of year
Reclassification resulting from the application of the fair value option to
Boston Scientific common stock, net of tax
Beginning of year, as adjusted
Other comprehensive income (loss)
Adjustment to recognize net actuarial gain (loss) and prior service
cost as a component of accumulated other comprehensive income (loss),
net of tax
End of year
Comprehensive income

2007

2006

2005

$ 9,568,728
3,606,314

$10,404,568
1,716,755

$10,033,440
3,372,065

(2,009,696)

(1,807,829)

(1,704,077)

(188,534)
(237,958)
66,955
$10,805,809

—
(780,152)
35,386
$ 9,568,728

—
(1,315,397)
18,537
$10,404,568

$

$

745,498

$ 1,323,732

—
745,498
898,266

—
1,323,732
(578,234)

389,766
181,834
571,600
1,510,163

—
$ 2,081,763

$

(1,253,998)
389,766

$ 5,116,477

$ 2,615,021

$ 2,793,831

2006

2005

$

56,943
307,500
$ 364,443

$

76,994
775,249
$ 852,243

$ 62,406
—
$ 62,406

$

$ 248,049
129,830
837,260
14,734
$1,229,873

$

$

—
745,498

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 2 (In Part): Supplemental Financial Information
(Dollars in thousands)
Current investments:
Time deposits and certificates of deposit
Boston Scientific common stock
Total
Long-term investments:
Boston Scientific common stock
Other equity securities
Note receivable from Boston Scientific, 4% interest, due in 2011
Other
Total
In 2007, the Financial Accounting Standards Board issued
Statement of Financial Accounting Standards No. 159, “The
Fair Value Option for Financial Assets and Financial Liabilities.” SFAS No. 159 allows companies to measure specific
financial assets and liabilities at fair value, such as debt or
equity investments. The fair value option for the investment in
Boston Scientific common stock was applied effective January 1, 2007. Abbott applied the fair value option to its in-

AICPA Accounting Trends & Techniques

2007

—
229,518
850,594
45,150
$1,125,262

—
116,447
—
17,566
$134,013

vestment in Boston Scientific stock under SFAS No. 159 because, unlike its other equity investments, the Boston Scientific stock is not a strategic investment and Abbott is required
to dispose of the stock no later than October 2008. Abbott
was subject to a limitation on the amount of shares it may sell
in any one month through October 2007 and Abbott will not
reacquire the Boston Scientific shares it sells. Accordingly,
since at adoption, realized gains or losses were expected in
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the near future, the fair value option better represented the
near-term expected earnings impact from sales of the stock.
Under the fair value option, any cumulative unrealized gains
or losses on an equity investment previously accounted for
as an available-for-sale security is recorded as a cumulative effect adjustment to retained earnings as of the date of
adoption of the standard. The pretax and after tax adjustment
to Earnings employed in the business upon adoption was
$297,000 and $189,000, respectively, and the fair value and
carrying amount of the investment before and after adoption
was approximately $1,000,000. The pretax and after tax adjustment to Accumulated other comprehensive income (loss)
was $303,000 and $182,000, respectively. The effect of the
adoption on deferred income taxes was not significant.

•

•

•

•

•

•

Comprehensive income, net of tax:
Foreign currency gain (loss) translation adjustments
Minimum pension liability adjustments, net of taxes of $(199,100) in 2005
Net actuarial gains and prior service cost and credits and amortization of net
actuarial losses and prior service cost and credits, net of taxes of $(225,500)
Unrealized gains (losses) on marketable equity securities, net of income taxes
of $(31,100) in 2007 and $118,500 in 2006
Net adjustments for derivative instruments designated as cash flow hedges
Other comprehensive income (loss)
Net earnings
Comprehensive income

Supplemental comprehensive income information, net of tax:
Cumulative foreign currency translation (gain) adjustments
Cumulative minimum pension liability adjustments
Net actuarial losses and prior service cost and credits
Cumulative unrealized (gains) loss on marketable equity securities
Cumulative losses (gain) on derivative instruments designated as
cash flow hedges

ATT-SEC 4.31

2007

2006

2005

$1,153,209
—

$1,033,968
5,361

$ (953,726)
346,172

342,724

—

—

53,844
(39,614)
1,510,163
3,606,314
$5,116,477

(177,722)
36,659
898,266
1,716,755
$2,615,021

(9,254)
38,574
(578,234)
3,372,065
$2,793,831

2007

2006

2005

$(2,948,352)
—
914,844
(66,403)

$(1,795,143)
—
1,257,568
169,275

$(761,175)
8,931
—
(8,447)

18,148

(21,466)

15,193
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4.32

THE BRINK’S COMPANY (DEC)
Consolidated Statements of Comprehensive Income
(In millions)
Net income
Other comprehensive income (loss):
Benefit plan experience:
Net experience gains arising during the year
Tax provision related to gains arising during the year
Reclassification adjustment for amortization of prior net experience loss
included in net income
Tax benefit related to reclassification adjustment
Benefit plan experience gain
Benefit plan prior service cost:
Prior service credit from plan amendment during the year
Reclassification adjustment for amortization of prior service cost included
in net income
Benefit plan prior service cost
Minimum pension liability adjustments:
Adjustments to minimum pension liability
Tax benefit (provision) related to minimum pension liability adjustment
Reclassification for sale of BAX Global Inc.
Minimum pension liability adjustments, net of tax
Foreign currency:
Translation adjustments arising during the year
Tax benefit (provision) related to translation adjustments
Reclassification adjustment for sales of foreign subsidiaries
Foreign currency translation adjustments, net of tax
Marketable securities:
Unrealized net gains on marketable securities arising during the year
Tax provision related to unrealized net gains on marketable securities
Reclassification adjustment for net gains realized in net income
Tax provision related to reclassification adjustment
Unrealized net gains on marketable securities, net of tax
Other comprehensive income (loss)
Comprehensive income

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Foreign Currency Translation
The Company’s consolidated financial statements are reported in U.S. dollars. A substantial amount of the Company’s business is transacted in other currencies due to the
large number of countries in which the Company operates.
In addition, the Company’s foreign subsidiaries maintain their
records primarily in the currency of the country in which they
operate. Accordingly, income, expense and balance sheet
values must be translated into U.S. dollars. The value of as-

AICPA Accounting Trends & Techniques

2007
$137.3

2006
$587.2

2005
$142.4

112.6
(40.8)

—
—

—
—

27.1
(8.9)
90.0

—
—
—

—
—
—

0.1

—

—

1.3
1.4

—
—

—
—

—
—
—
—

90.0
(31.7)
11.1
69.4

(33.3)
11.6
—
(21.7)

39.9
(0.1)
(0.1)
39.7

29.0
(0.1)
(12.9)
16.0

(32.3)
2.3
—
(30.0)

1.1
(0.4)
(1.4)
0.5
(0.2)
130.9
$268.2

2.0
(0.7)
(1.0)
0.4
0.7
86.1
$673.3

1.2
(0.4)
(0.2)
0.1
0.7
(51.0)
$ 91.4

sets and liabilities of foreign subsidiaries are translated into
U.S. dollars using rates of exchange at the balance sheet
date and translation adjustments are recorded in other comprehensive income (loss). Revenues and expenses are translated at rates of exchange in effect during the year. Transaction gains and losses, and translation adjustments relating to
subsidiaries in countries with highly inflationary economies,
are included in net income. No subsidiaries operated in highly
inflationary economies during the three years ended December 31, 2007.
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Note 4 (In Part): Employee and Retiree Benefits
Changes in accumulated other comprehensive income (loss)
of the Company’s pension plans are as follows:

(In millions)
Benefit plan experience loss recognized
in accumulated other comprehensive
income (loss):
Beginning of year
Net experience gains arising during the year
Reclassification adjustment for amortization
of experience loss included in net income
Adoption of SFAS 158
End of year
Benefit plan prior service cost recognized
in accumulated other comprehensive
income (loss):
Beginning of year
Reclassification adjustment for amortization
of prior service cost included in net income
Adoption of SFAS 158
End of year

U.S. Plans
2007
2006

Non-U.S. Plans
2007
2006

Total
2007

2006

$(122.1)
43.7

$

—
—

$(31.6)
16.1

$

—
—

$(153.7)
59.8

$

—
—

13.3
—
$ (65.1)

—
(122.1)
$(122.1)

1.6
—
$(13.9)

—
(31.6)
$(31.6)

14.9
—
$ (79.0)

—
(153.7)
$(153.7)

$

—

$

—

$(13.6)

$

—

$ (13.6)

$

$

—
—
—

$

—
—
—

1.5
—
$(12.1)

—
(13.6)
$(13.6)

1.5
—
$ (12.1)

—
(13.6)
$ (13.6)

Other Plans
2007
2006

2007

—

Changes in accumulated other comprehensive income (loss)
of the Company’s postretirement plans are as follows:

(In millions)
Benefit plan experience gain (loss) recognized
in accumulated other comprehensive
income (loss):
Beginning of year
Net experience gains arising during the year
Reclassification adjustment for amortization
of experience loss (gains) included in
net income
Adoption of SFAS 158
End of year
Benefit plan prior service credit recognized
in accumulated other comprehensive
income (loss):
Beginning of year
Prior service credit from plan amendments
during the year
Reclassification adjustment for amortization
of prior service credit included in net income
Adoption of SFAS 158
End of year

ATT-SEC 4.32

Coal-Related Plans
2007
2006

Total
2006

$(229.8)
55.2

$

—
—

$ 0.9
1.9

$—
—

$(228.9)
57.1

$

11.4
—
$(163.2)

—
(229.8)
$(229.8)

(0.1)
—
$ 2.7

—
0.9
$0.9

11.3
—
$(160.5)

—
(228.9)
$(228.9)

$

$

—

$ 1.9

$—

$

$

—

—

0.1

—

0.1

—

—
—
—

—
—
—

(0.2)
—
$ 1.8

—
1.9
$1.9

(0.2)
—
$ 1.8

—
1.9
1.9

$

—

$

1.9

$

—
—

—
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Changes in accumulated other comprehensive income (loss)
of the Company’s black lung plan are as follows:
(In millions)
Benefit plan experience loss recognized in
accumulated other comprehensive income (loss):
Beginning of year
Net experience losses arising during the year
Reclassification adjustment for amortization of
experience loss included in net income
Adoption of SFAS 158
End of year

AICPA Accounting Trends & Techniques

2007

2006

$ (9.8)
(4.3)

$ —
—

0.9
—
$(13.2)

—
(9.8)
$(9.8)
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Section 5: Stockholders’ Equity
GENERAL

DIVIDENDS

5.01 This section reviews the presentation of transactions,
other than comprehensive income (loss) for the year, affecting
stockholders’ equity.

5.04

RETAINED EARNINGS

Table 5-2 shows the nature of distributions made by
the survey companies to their shareholders. Approximately
55% of the survey companies paying cash dividends to common stock shareholders indicate the per share amount of
such dividends in the statement of retained earnings; approximately 32% of the survey companies made a similar
disclosure for cash dividends paid to preferred stock shareholders.

5.05

Certain stock purchase rights enable the holders of
such rights to purchase additional equity in a company if an
outside party acquires or tenders for a substantial minority
interest in the subject Company.

PRESENTATION OF CHANGES IN RETAINED
EARNINGS
5.02 Paragraph 152 of Statement of Financial Accounting
Standards (SFAS) No. 95, Statement of Cash Flows, states
that a complete set of financial statements includes a presentation of “results of operations.” Paragraph 7 of Accounting Principles Board (APB) Opinion No. 9, Reporting the Results of Operations, states that a statement of income and
a statement of retained earnings “are designed to reflect”
results of operations. As shown in Table 5-1, which summarizes the presentation formats used by the survey companies to present changes in retained earnings, changes in
retained earnings are most frequently presented in a Statement of Stockholders’ Equity. Examples of statements showing changes in retained earnings are presented throughout
this section.
5.03
TABLE 5-1: PRESENTATION OF CHANGES
IN RETAINED EARNINGS
Statement of stockholders’ equity........
Separate statement of retained
earnings............................................
Combined statement of income and
retained earnings..............................
Schedule in notes.................................
Total Companies................................

5.06

Examples of distributions to shareholders follow.

5.07
TABLE 5-2: DIVIDENDS
Number of Companies
2007 2006 2005 2004
Cash Dividends Paid to Common
Stock Shareholders
Per share amount disclosed in
retained earnings statements...........
Per share amount not disclosed in
retained earnings statements...........
Total.....................................................

217

223

220

221

175
392

176
399

169
389

175
396

Cash Dividends Paid to Preferred
Stock Shareholders
Per share amount disclosed in
retained earnings statements...........
Per share amount not disclosed in
retained earnings statements...........
Total.....................................................

12

13

11

15

25
37

34
47

35
46

35
50

2007
589

2006
588

2005
586

2004
584

3

3

4

5
Stock Dividends.................................

1

3

2

3

2
6

3
6

3
7

3
8

Dividends in Kind...............................

3

3

3

8

600

600

600

600

Stock Purchase Rights......................

13

9

3

4
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Cash Dividends
5.08

HERMAN MILLER, INC. (MAY)

(In millions, except share data)
Balance, May 29, 2004
Net earnings
Foreign currency translation
adjustment
Minimum pension liability (net
of tax of $4.3 million)
Unrealized holding loss (net
of tax of $0.1 million)
Total comprehensive income
Cash dividends declared
($.29 per share)
Exercise of stock options
Employee stock purchase plan
Tax benefit relating to stock
options
Repurchase and retirement
of common stock
Directors’ fees
Stock grants earned
Stock grants issued
Deferred compensation plan
Balance, May 28, 2005
Net earnings
Foreign currency translation
adjustment
Minimum pension liability (net
of tax of $0.4 million)
Unrealized holding loss (net of
tax of $0.2 million)
Total comprehensive income
Cash dividends declared
($.305 per share)
Exercise of stock options
Employee stock purchase plan
Tax benefit relating to stock
options
Repurchase and retirement
of common stock
Directors’ fees
Restricted stock units earned
Stock grants earned
Balance, June 3, 2006

Retained
Earnings
$ 246.1

Accumulated
Other
Comprehensive
Loss
$(57.6)

Key Exec.
Deferred
Comp.
$(8.3)

Total
Shareholders’
Equity
$ 194.6

Shares of
Common Stock
71,750,979

Common
Stock
$14.4

Additional
Paid-In
Capital
$ —

—

—

—

68.0

—

—

68.0

—

—

—

—

3.9

—

3.9

—

—

—

—

(10.4)

—

(10.4)

—

—

—

—

(0.3)

—

(0.3)
61.2

—
2,478,810
125,845

—
0.5
—

—
56.4
2.9

(20.3)
—
—

—
—
—

—
—
—

(20.3)
56.9
2.9

—

—

4.8

—

—

—

4.8

(4,877,832)
8,187
—
100,000
—
69,585,989

(1.0)
—
—
—
—
$13.9

(64.1)
0.2
—
2.6
(2.8)
$ —

(66.5)
—
—
—
—
$ 227.3

—
—
—
—
—
$(64.4)

—
—
1.8
(2.6)
2.8
$(6.3)

(131.6)
0.2
1.8
—
—
$ 170.5

—

—

—

99.2

—

—

99.2

—

—

—

—

1.2

—

1.2

—

—

—

—

0.3

—

0.3

—

—

—

—

(0.4)

—

(0.4)
100.3

—
1,451,143
114,659

—
0.3
—

—
33.5
3.0

(20.6)
—
—

—
—
—

—
—
—

(20.6)
33.8
3.0

—

—

3.7

—

—

—

3.7

(5,124,306)
6,967
—
—
66,034,452

(1.0)
—
—
—
$13.2

(40.4)
0.2
—
—
$ —

(113.7)
—
—
—
$ 192.2

—
—
—
—
$(63.3)

—
—
1.1
1.5
$(3.7)

(155.1)
0.2
1.1
1.5
$ 138.4
(continued)
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(In millions, except share data)
Balance, June 3, 2006

Retained
Earnings
$ 192.2

Accumulated
Other
Comprehensive
Loss
$(63.3)

Key Exec.
Deferred
Comp.
$(3.7)

Total
Shareholders’
Equity
$ 138.4

Shares of
Common Stock
66,034,452

Common
Stock
$13.2

Additional
Paid-In
Capital
$ —

—

—

—

129.1

—

—

129.1

—

—

—

—

3.3

—

3.3

—

—

—

—

58.3

—

58.3

—

—

—

—

0.1

—

0.1

Net earnings
Foreign currency translation
adjustment
Pension and post-retirement liability
adjustments (net of tax of
$33.5 million)
Unrealized holding gain (net
of negligible tax)
Total comprehensive income
Cash dividends declared ($0.328 per
share)
Exercise of stock options
Employee stock purchase plan
Tax benefit relating to stock-based
compensation
Repurchase and retirement
of common stock
Directors’ fees
Restricted stock units compensation
expense
Restricted stock units released
Stock grants compensation expense
Stock grants issued
Stock option compensation expense
Deferred compensation plan
Adjustment to adopt SFAS 158
(net of tax of $28.2 million)
Balance, June 2, 2007

190.8
—
1,886,326
102,808

—
0.4
—

—
46.9
3.4

(21.0)
—
—

—
—
—

—
—
—

(21.0)
47.3
3.4

—

—

6.7

—

—

—

6.7

(5,116,375)
5,637

(1.0)
—

(61.4)
0.2

(102.5)
—

—
—

—
—

(164.9)
0.2

—
1,527
—
5,050
—
—

—
—
—
—
—
—

2.4
0.1
(1.1)
—
2.5
0.3

—
—
—
—
—
—

—
—
—
—
—
—

(1.3)
—
1.8
—
—
(0.3)

1.1
0.1
0.7
—
2.5
0.0

—
62,919,425

—
$12.6

—
$ —

—
$ 197.8

(50.0)
$(51.6)

—
$(3.5)

(50.0)
$ 155.3

5.09

ILLINOIS TOOL WORKS INC. (DEC)
Statement of Income Reinvested in the Business
(In thousands)
Beginning balance
Net income
Cash dividends declared
Retirement of treasury shares
Cumulative effect of adopting new accounting
standard, net of tax
Ending balance

AICPA Accounting Trends & Techniques

2007
$10,406,511
1,869,862
(533,519)
(1,841,230)

2006
$ 9,112,328
1,717,746
(423,563)
—

2005
$7,963,518
1,494,869
(346,059)
—

(22,559)
$ 9,879,065

—
$10,406,511

—
$9,112,328
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Dividends-in-Kind
5.10

SARA LEE CORPORATION (JUN)

(Dollars in millions)
Balances at July 3, 2004
Net income
Translation adjustments, net of tax of $14
Minimum pension liability, net of tax of $(21)

Total
$2,796

Common
Stock
$8

Capital
Surplus
$ 104

Retained
Earnings
$4,390

Unearned
Stock
$(170)

Accumulated
Other
Comprehensive
Income (Loss)
$(1,536)

719
62
(87)

—
—
—

—
—
—

719
—
—

—
—
—

—
62
(87)

(614)
51
167

—
—
—

—
51
167

(614)
—
—

—
—
—

—
—
—

10
(396)
24

—
—
—

10
(258)
5

—
(138)
4

—
—
15

—
—
—

$2,732

$8

$ 79

$4,361

$(155)

$(1,561)

555
70
180

—
—
—

—
—
—

555
—
—

—
—
—

—
70
180

$ 555
70
180

(28)

—

—

—

—

(28)

(28)

(611)
55
33

—
—
—

—
55
33

(611)
—
—

—
—
—

—
—
—

1
(561)
23

—
—
—

1
(107)
1

—
(454)
4

—
—
18

—
—
—

$2,449

$8

$ 62

$3,855

$(137)

$(1,339)

58
504
504
143

—
—
—
—

—
—
—
—

53
504
—
—

—
—
—
—

5
—
504
143

34

—

—

—

—

34

Comprehensive income
Dividends
Stock issuances—restricted stock
Stock option and benefit plans
Tax benefit related to stock-based
compensation
Share repurchases and retirements
ESOP tax benefit, redemptions and other
Balances at July 2, 2005
Net income
Translation adjustments, net of tax of $(43)
Minimum pension liability, net of tax of $96
Net unrealized gain (loss) on qualifying cash
flow hedges, net of tax of $(18)

Balances at July 1, 2006
Adjustment to apply SAB No. 108
Net income
Translation adjustments, net of tax of $(48)
Minimum pension liability, net of tax of $1
Net unrealized gain (loss) on qualifying cash
flow hedges, net of tax of $20

$ 777

Comprehensive income
Adjustment to apply SFAS No. 158, net
of tax impact of $(49)
Dividends
Spin off of Hanesbrands, Inc. business
Stock issuances—restricted stock
Stock option and benefit plans
Tax benefit related to stock-based
compensation
Share repurchases and retirements
ESOP tax benefit, redemptions and other
Balances at June 30, 2007

ATT-SEC 5.10

$ 719
62
(87)
$ 694

Comprehensive income
Dividends
Stock issuances—restricted stock
Stock option and benefit plans
Tax benefit related to stock-based
compensation
Share repurchases and retirements
ESOP tax benefit, redemptions and other

Comprehensive
Income (Loss)

$ 504
504
143
34
$1,185

(168)
(298)
(29)
29
47

—
—
—
—
—

—
—
—
29
47

—
(298)
(96)
—
—

—
—
—
—
—

(168)
—
67
—
—

1
(686)
27

—
(1)
—

1
(139)
—

—
(546)
13

—
—
14

—
—
—

$2,615

$7

$ —

$3,485

$(123)

$ (754)
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NOTES TO FINANCIAL STATEMENTS
(Dollars in millions except
per share data)
Note 4 (In Part): Discontinued Operations
Businesses Sold in 2007 (In Part)
Branded Apparel Americas/Asia (In Part)
In February 2005, as part of its transformation plan, the
corporation announced its intent to spin off the corporation’s apparel business in the Americas/Asia. This business is
referred to as Branded Apparel Americas/Asia. In preparation for the spin off, the corporation incorporated Hanesbrands Inc., a Maryland corporation to which it transferred
the assets and liabilities that relate to the Branded Apparel
Americas/Asia business. On September 5, 2006, Hanesbrands borrowed $2,600 from a group of banks. Net of loan
origination fees, Hanesbrands received $2,558 of cash proceeds. Using a portion of the proceeds received from the
borrowing, Hanesbrands paid a dividend of $1,950 to the corporation. Immediately following this dividend payment, Sara
Lee distributed to each stockholder of record one share of
Hanesbrands common stock for every eight shares of Sara
Lee common stock held. The spin off was tax free on a U.S.
tax basis to the corporation and its shareholders.
After the spin off was completed, Hanesbrands paid $450
to the corporation to settle the note payable it had with Sara
Lee Corporation. In addition, the corporation recognized as
expense $23 of investment banker and other fees as a direct result of this transaction. The after tax loss recognized
on these fees was $17. These amounts are recognized as
part of the net gain on disposal of discontinued operations in
2007.
The corporation and Hanesbrands entered into a transitional services agreement to provide for the orderly separation of the two businesses and transition of various functions
and processes. The terms of the agreement apply to specific
functions or actions including certain accounting, payroll and
tax processing, information technology services, and other
services that will be performed for certain periods of time,
which in each case is less than one year. The majority of
these services had been completed by the end of 2007. The
corporation has no significant continuing involvement in this
business after the disposal date and does not expect any
material direct cash inflows or outflows with this business.
Subsequent to the spin off date, the corporation has completed certain postclosing adjustments, tax reporting and
other postclosing reconciliations in various areas, including completing the split of the corporation’s pension plans
and the determination under ERISA rules of the relevant asset split to each plan. Further postclosing tax adjustments
may occur after certain future tax reporting requirements are
completed. The net assets of the Hanesbrands business distributed were $29 and this amount is reflected as a dividend
in the corporation’s Consolidated Statements of Common
Stockholders’ Equity.
Prior to the change in the corporation’s reportable segments in 2006, the Branded Apparel Americas/Asia business
had been reported within the Branded Apparel segment.

AICPA Accounting Trends & Techniques

Stock Purchase Rights
5.11

H. B. FULLER COMPANY (NOV)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 9 (In Part): Stockholders’ Equity
Shareholder Rights Plan
The shareholder rights plan provides each holder of a share
of common stock a right to purchase one one-hundredth of
a share of preferred stock for $95, subject to adjustment. No
fraction of a preferred share (other than fractions in integral
multiples of one one-hundredth of a share) will be issued. Preferred shares purchased upon exercise of the rights will not
be redeemable. Each preferred share will be entitled to a preferential quarterly dividend payment, a preferential liquidation
payment, voting rights, and participation in any merger, consolidation or other transaction in which common shares are
exchanged. These rights are not currently exercisable. In the
event any person becomes an Acquiring Person (as defined
in the rights plan), each holder of a right will thereafter have
a right to receive, upon exercise thereof at the then current
aggregate exercise price, in lieu of preferred shares, such
number of common shares of the company having a current
aggregate market price equal to twice the current aggregate
exercise price. In the event that at any time after there is an
Acquiring Person the company is acquired in certain mergers or other business combination transactions or 50% or
more of the assets or earning power of the company and
its subsidiaries (taken as a whole) are sold, holders of the
rights will thereafter have the right to receive, upon exercise
thereof at the then current aggregate exercise price, such
number of common shares of the acquiring company (or, in
certain cases, one of its affiliates) having a current aggregate
market price equal to twice the current aggregate exercise
price. Rights held by an acquiring person are void. The company may redeem or exchange the rights in certain instances.
Unless extended or redeemed, the rights expire on July 31,
2016.

ADJUSTMENTS TO OPENING BALANCE
OF RETAINED EARNINGS
5.12

Reasons for which the opening balance of retained
earnings is properly restated include certain changes in accounting principles, changes in reporting entity, and prior period adjustments. SFAS No 16, Prior Period Adjustments, as
amended by SFAS No. 109, Accounting for Income Taxes,
stipulates that corrections of errors are properly accounted
for as prior period adjustments.

5.13 Effective for fiscal years beginning after December
15, 2005 with early adoption permitted, SFAS No. 154, Accounting Changes and Error Corrections, changes the requirements for the accounting for and reporting of a change
in accounting principle. APB Opinion No. 20, Accounting
Changes, requires that most changes in accounting principle be recognized by including in net income of the period
of the change the cumulative effect of changing to the new
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that registrant companies determine the quantitative effect
of a financial statement misstatement using both an income
statement (“rollover”) and a balance sheet (“iron curtain”) approach, and evaluate whether, under either approach, the error is material after considering all relevant quantitative and
qualitative factors. Further, SAB No. 108 allows companies
to reflect the cumulative effect of initial application of SAB
No. 108 in the carrying amounts of assets and liabilities as
of the beginning of that fiscal year, and report an offsetting
adjustment to the opening balance of retained earnings for
that year. SAB No. 108 is effective for fiscal years ending after
November 15, 2006.

accounting principle. SFAS No. 154 replaces APB Opinion
No. 20. SFAS No. 154 requires, unless impracticable or otherwise specified by an applicable authoritative pronouncement, retrospective application to prior periods’ financial
statements of a change in accounting principle. Retrospective application is the application of a different accounting
principle to prior accounting periods as if that principle had
always been used. More specifically, retrospective application involves the following:
• Financial statements for each individual prior period
presented shall be adjusted to reflect the periodspecific effects of applying the new accounting
principle.
• The cumulative effect of the change on periods prior
to those presented shall be reflected in the carrying
amount of assets and liabilities as of the beginning of
the first period presented.
• An offsetting adjustment, if any, shall be made to the
opening balance of retained earnings (or other appropriate component of equity) for that period.

5.15 Table 5-3 summarizes the reasons disclosed by the
survey companies as to why the opening balance of retained
earnings was adjusted.
5.16
TABLE 5-3: ADJUSTMENTS TO OPENING BALANCE OF
RETAINED EARNINGS

5.14

The Securities and Exchange Commission (SEC) issued Staff Accounting Bulletin (SAB) No. 108, Considering
the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial Statements, to provide
guidance on the consideration of the effects of prior year
misstatements in quantifying current year misstatements for
the purpose of assessing materiality. SAB No. 108 requires

Number of Companies
2007 2006 2005 2004
235
27
10
6
20
26
10
19
2
1
—
1

Accounting changes.............................
Prior period adjustments......................
Other—described.................................

Change in Accounting Principle
5.17

MOTOROLA, INC. (DEC)
Non-Owner Changes to Equity

(In millions, except per share
amounts)
Balances at January 1, 2005
Net earnings
Net unrealized losses on securities
(net of tax of $812)
Foreign currency translation
adjustments (net of tax of $29)
Retirement benefits adjustments (net
of tax of $66)
Issuance of common stock and stock
options exercised (including tax
benefits of $210)
Share repurchase program
Net gain on derivative instruments
(net of tax of $154)
Dividends declared ($0.16 per share)
Balances at December 31, 2005

Shares
2,447.8

Common
Stock and
Additional
Paid-In
Capital
$11,664

Fair Value
Adjustment
to Available
for Sale
Securities,
Net of Tax
$ 1,417

Foreign
Currency
Translation
Adjustments,
Net of Tax
$(139)

Retirement
Benefits
Adjustments,
Net of Tax
$(1,061)

Other
Items,
Net of
Tax
$(272)

Retained
Earnings
$1,722

Comprehensive
Earnings (Loss)

4,578

$ 4,578

(1,320)

(1,320)
(114)

(114)
(208)

96.6
(41.7)

(208)

1,409
(874)
274

2,502.7

$12.999

$

97

$(253)

$(1,269)

$

2

274
(403)
$5,897

$ 3,210
(continued)
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Non-Owner Changes to Equity

(In millions, except per share
amounts)
Balances at December 31, 2005
Net earnings
Net unrealized losses on securities
(net of tax of $37)
Foreign currency translation
adjustments (net of tax of $1)
Retirement benefits adjustments
(net of tax of $150)
Issuance of common stock and stock
options exercised
Share repurchase program
Excess tax benefits from share-based
compensation
Stock option and employee stock
purchase plan expense
Net gain on derivative instruments
(net of tax of $6)
Dividends declared ($0.19 per share)
Balances at December 31, 2006
Cumulative effect—FIN 48
Effect of Non-U.S. pension plan
measurement date change
Balances at January 1, 2007
Net loss
Net unrealized losses on securities
(net of tax of $58)
Foreign currency translation
adjustments (net of tax of $3)
Amortization of retirement benefits
adjustments (net of tax of $39)
Retirement benefits adjustments (net
of tax of $328)
Issuance of common stock and stock
options exercised
Share repurchase program
Excess tax benefits from share-based
compensation
Stock option and employee stock
purchase plan expense
Net loss on derivative instruments
(net of tax of $6)
Dividends declared ($0.20 per share)
Balances at December 31, 2007

Shares
2,502.7

Common
Stock and
Additional
Paid-In
Capital
$12.999

Fair Value
Adjustment
to Available
for Sale
Securities,
Net of Tax
$ 97

Foreign
Currency
Translation
Adjustments,
Net of Tax
$(253)

Retirement
Benefits
Adjustments,
Net of Tax
$(1,269)

Other
Items,
Net of
Tax
$ 2

Retained
Earnings
$5,897

Comprehensive
Earnings (Loss)
$3,210

3,661

$3,661

(60)

(60)
127

127
(308)

68.1
(171.7)

206

916
(3,826)
165
252
14

2,399.1

2,399.1

$ 9,706

$ 37

$(126)

$(1,577)

$ 16

14
(472)
$9,086

93

27

$ 9,799

(17)
$9,096
(49)

$ 37

$(126)

$(1,577)

$ 16

(96)

$ (49)
(96)

142

36.1
(171.2)

$3,948

142
62

62

852

852

484
(3,035)
50
276
(16)

2,264.0

AICPA Accounting Trends & Techniques

$ 7,574

$(59)

$ 16

$ (663)

$—

(16)
(468)
$8,579

$ 895
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Recent Accounting Pronouncements (In Part)
In September 2006, the FASB issued Statement of Financial
Accounting Standards (“SFAS”) No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans” (“SFAS 158”). SFAS 158 has certain recognition
and disclosure requirements which the Company adopted
as of December 31, 2006. Additionally, SFAS 158 requires
employers to measure defined benefit plan assets and obligations as of the date of the statement of financial position.
The measurement date provision of SFAS 158 only affects the
Company’s non-U.S. pension plans. The Company adopted
the measurement date provisions for its Non-U.S. pension
plans as of December 31, 2007. Upon adoption of the mea-

surement provisions, the Company recorded $17 million, net
of $2 million of taxes, as a decrease in the opening balance
of Retained earnings at January 1, 2007 in the consolidated
statements of stockholders’ equity.
7 (In Part): Retirement Benefits
The funded status of the Company’s Non-U.S. pension plans
reflects the change in measurement date from October to
December 31 in connection with the adoption of SFAS 158
in 2007. This change required the Company to obtain a cost
projection of fifteen months, which covered the period of October 1, 2006 to December 31, 2006 as well as the fiscal year
2007. The costs pertaining to the period October 1, 2006
to December 31, 2006 were treated as a direct charge to
opening retained earnings. The statement of stockholders’
equity reflects a decrease in retained earnings of $17 million,
net of taxes of $2 million, as of January 1, 2007.

5.18

THE STANDARD REGISTER COMPANY (DEC)
(Dollars in thousands, except per share amounts)
Common stock
Beginning balance
Reclassification of unvested shares upon
adoption of SFAS 123(R)
Dividend reinvestment plan
Restricted stock award, net
Issuance of vested shares
Stock option exercises
Ending balance
Class A stock
Capital in excess of par value
Beginning balance
Reclassification of unvested shares upon
adoption of SFAS 123(R)
Stock option compensation expense
Compensation expense for nonvested shares
Dividend reinvestment plan
Restricted stock award, net
Stock option exercises
Other
Issuance of vested shares
Ending balance
Accumulated other comprehensive losses
Beginning balance
Fair value of forward contract
Cumulative translation adjustment
Minimum pension liability
Change in net actuarial losses
Change in net prior service credit
Adoption of SFAS 158
Minimum pension liability
Net actuarial loss
Net prior service credit
Ending balance

2007

2006

2005

$ 25,846

$ 26,033

$ 25,693

—
28
—
86
19
$ 25,979

(393)
27
—
150
29
$ 25,846

—
26
191
—
123
$ 26,033

$

$

$

4,725

4,725

4,725

$ 60,321

$ 60,223

$ 56,100

—
536
(881)
300
—
217
(89)
(86)
$ 60,318

(2,800)
373
2,013
325
—
337
—
(150)
$ 60,321

—
—
—
352
2,370
1,418
(17)
—
$ 60,223

$(141,302)
—
—
—
30,490
(1,992)

$(121,561)
16
(2,246)
(5,714)
—
—

$(110,697)
24
45
(10,933)
—
—

—
—
—
$(112,804)

129,505
(157,317)
16,015
$(141,302)

—
—
—
$(121,561)
(continued)
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(Dollars in thousands, except per share amounts)

2007

2006

2005

Retained earnings
Beginning balance as reported
Correction of pension obligation
Adoption of FIN 48
Beginning balance as restated
Net (loss) income
Dividends declared ($.92 per share)
Ending balance

$ 218,278
(1,517)
(1,144)
215,617
(7,305)
(26,536)
$ 181,776

$ 256,576
(1,517)
—
255,059
(11,661)
(26,637)
$ 216,761

$ 281,670
(1,517)
—
280,153
1,399
(26,493)
$ 255,059

Treasury stock at cost
Beginning balance
Treasury stock acquired
Ending balance

$ (49,701)
(334)
$ (50,035)

$ (49,351)
(350)
$ (49,701)

$ (49,351)
—
$ (49,351)

$

—

$ (3,193)

$ (2,735)

$

—
—
—
—

3,193
—
—
—

—
(2,548)
2,090
$ (3,193)

$ 116,650

$ 171,935

Unearned compensation—restricted stock
Beginning balance
Reclassification of unvested shares upon
adoption of SFAS 123(R)
Issuance of restricted stock, net
Amortization of unearned compensation
Ending balance
Total shareholders’ equity

$ 109,959

$

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Recently Adopted Accounting Pronouncements
Effective January 1, 2007, the Company adopted Financial
Accounting Standards Board (FASB) Interpretation No. 48
(FIN 48), “Accounting for Uncertainty in Income Taxes—an
interpretation of FASB Statement No. 109, Accounting for
Income Taxes.” FIN 48 requires that the financial statement
effects of a tax position taken or expected to be taken in a
tax return to be recognized in the financial statements only
when it is more likely than not, based on the technical merits,
that the position will be sustained upon examination. The
cumulative effect of applying FIN 48 was $1,144 and was
recorded as an adjustment to the January 1, 2007 balance
of retained earnings.
Note 9 (In Part): Income Taxes
The Company adopted the provisions of FIN 48 on January 1, 2007. As a result, the Company recorded a liability
of $1,144 for unrecognized tax benefits, including accrued
interest, which was accounted for as a reduction to the beginning balance of retained earnings. The total amount represents unrecognized tax benefits that, if recognized, would
favorably affect the effective income tax rate of a future period
or periods. There was no significant change to the amount of
unrecognized tax benefits in 2007. The balance was $1,144
at December 30, 2007. The Company does not anticipate
any material change in the total amount of unrecognized tax
benefits to occur within the next twelve months.
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Prior Period Adjustment
5.19

ELECTRONIC ARTS INC. (MAR)

(In millions, share data in thousands)
Balances as of March 31, 2004
Net income
Change in unrealized gains (losses)
on investments, net
Reclassification adjustment for (gains)
losses realized, net
Translation adjustment

Retained
Earnings
$1,501

Accumulated
Other
Comprehensive
Income
$ 20

Total
Stockholders’
Equity
$2,678

Shares
301,333

Amount
$3

Class B
Common
Stock
Shares(a)
200

—

—

—

—

504

—

504

—

—

—

—

—

27

27

—
—

—
—

—
—

—
—

—
—

(1)
10

(1)
10

9,914
(806)

—
—

—
—

241
(41)

—
—

—
—

241
(41)

—
—
—
310,441

—
—
—
$3

(200)
—
—
—

—
5
75
$1,434

—
—
—
$2,005

—
—
—
$ 56

—
5
75
$3,498

—

—

—

—

236

—

236

—

—

—

—

—

33

33

—
—

—
—

—
—

—
—

—
—

4
(10)

4
(10)

Common Stock

Paid-In
Capital
$1,154

Comprehensive income
Issuance of common stock
Repurchase and retirement of common stock
Conversion of Class B shares to common
stock
Stock-based compensation
Tax benefit from exercise of stock options
Balances as of March 31, 2005
Net income
Change in unrealized gains (losses) on
investments and derivative instruments, net
Reclassification adjustment for (gains) losses,
realized on investments and derivative
instruments, net
Translation adjustment

$ 540

Comprehensive income
Issuance of common stock
Repurchase and retirement of common
stock
Stock-based compensation
Tax benefit from exercise of stock options
Assumption of stock options in connection
with acquisition
Balances as of March 31, 2006
Cumulative effect of adjustments resulting
from the adoption of SAB No. 108, net of tax
Adjusted balance as of March 31, 2006
Net income
Change in unrealized gains (losses) on
investments and derivative instruments, net
Reclassification adjustment for (gains) losses,
realized on investments and derivative
instruments, net
Translation adjustment

$ 263
7,174

—

—

206

—

—

206

(12,621)
—
—

—
—
—

—
—
—

(709)
3
133

—
—
—

—
—
—

(709)
3
133

—
304,994

—
$3

—
—

14
$1,081

—
$2,241

—
$ 83

14
$3,408

—
304,994
—

—
$3
—

—
—
—

—
$1,081
—

6
$2,247
76

—
$ 83
—

6
$3,414
76

—

—

—

—

—

183

183

—
—

—
—

—
—

—
—

—
—

5
23

5
23

Comprehensive income
Issuance of common stock
Stock-based compensation
Tax benefit from exercise of stock options
Balances as of March 31, 2007
(a)

$ 287
6,044
—
—
311,038

—
—
—
$3

—
—
—
—

164
133
34
$1,412

—
—
—
$2,323

The ending balance of our Class B Common Stock was $0 as of March 31, 2007, 2006, and 2005.
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—
—
$294

164
133
34
$4,032
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
14) Staff Accounting Bulletin No. 108
In September 2006, the SEC issued SAB No. 108, “Financial Statements—Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year
Financial Statements”. SAB No. 108 provides guidance on
how prior year misstatements should be taken into consideration when quantifying misstatements in current year financial statements for purposes of determining whether the
current year’s financial statements are materially misstated.
We adopted SAB No. 108 in fiscal 2007.
In accordance with SAB No. 108, we considered both the
“rollover” approach, which quantifies misstatements originating in the current year income statement and the “iron
curtain” approach which quantifies misstatements based on
the effects of correcting the misstatements existing in the
balance sheet at the end of the reporting period. Prior to our
application of the guidance in SAB No. 108, we used the
rollover approach. We elected to recognize the cumulative
effect of adoption as adjustments to assets and liabilities as
of the beginning of fiscal 2007 and the offsetting adjustment
to the opening balance of retained earnings for fiscal 2007.

Business Tax Expense Adjustment
We adjusted the beginning retained earnings balance for fiscal 2007 related to the correction of our historical accounting of certain business tax expenses. Our internal review
indicated that we had inadvertently not accrued for approximately $7 million in probable business tax obligations related
to prior years. We believe the impact of these adjustments
were not material to prior years’ income statements under the
rollover approach. However, under the iron curtain method,
the cumulative business tax expense adjustments were material to our fiscal 2007 financial statements and, therefore,
we recognized the following cumulative adjustment to our
fiscal 2007 opening balance sheet (in millions):

Increase in accrued and other liabilities
Decrease in deferred income tax liabilities
Decrease in retained earnings

The impact on retained earnings is comprised of the following
amounts (in millions):
Fiscal 2007
Beginning
Balance
Adjustment

Property and Equipment Capitalization Adjustment
We adjusted the beginning retained earnings balance for fiscal 2007 related to the correction of our historical accounting treatment of certain property and equipment purchases.
We capitalize property and equipment purchases when
certain quantitative thresholds are met; otherwise, they are
expensed when purchased. Our internal review of our capitalization thresholds suggested that certain property and equipment should have been capitalized and not expensed. We believe the impact of the property and equipment capitalization
errors were not material to prior years’ income statements
under the rollover approach. However, under the iron curtain
method, the cumulative property and equipment capitalization errors were material to our fiscal 2007 financial statements and, therefore, we recognized the following cumulative adjustment to our fiscal 2007 opening balance sheet (in
millions):

Increase in property and equipment, net
Increase in deferred income tax liabilities
Increase in retained earnings

$7
(3)
$(4)

Decrease in operating
income
Tax effect
Decrease in net
income

Year Ended March 31
2006 2005 2004 2003

$(7)
3

$(3)
1

$(2)
1

$ (1)
1

$(1)
—

$(4)

$(2)

$(1)

$—

$(1)

$13
3
$10

The impact on retained earnings is comprised of the following
amounts (in millions):

Increase in operating income
Tax effect
Increase in net income

Fiscal 2007
Beginning
Balance
Adjustment
$13
(3)
$10

AICPA Accounting Trends & Techniques

Year Ended March 31
2006
2005
2004
$—
$10
$3
—
(2)
(1)
$—
$ 8
$2
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5.20

THE LGL GROUP, INC. (DEC)

(In thousands, except share data)
Balance at December 31, 2005, as previously
reported
Correction of errors in prior periods (Note 2)
Balance at December 31, 2005, as restated
Comprehensive income:
Net income for year
Other comprehensive income
Comprehensive income
Stock based compensation
Balance at December 31, 2006, as restated

Shares of
Common
Stock
Outstanding

Total

$21,053
—
21,053

$(6,576)
108
(6,468)

$ 835
(89)
746

$(646)
—
(646)

$14,688
19
14,707

—
—

—
—

956
—

—
1,044

—
—

956
1,044

—
22

28
21,081

—
(5,512)

—
1,790

—
(646)

2,000
28
16,735

—
—

—
—

(2,554)
—

—
(1,891)

—

—

79

—

—

—

(4,445)
79

—
$22

(239)
$20,921

—
$(8,066)

—
$ (101)

239
$(407)

—
$12,369

2,154,702
—
2,154,702

$22
—
22

—
—
—
2,154,702

12,500
2,167,202

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
2 (In Part): Restatement of Consolidated
Financial Statements
The Company’s management determined that it had improperly assessed the functional currency of one of its foreign
subsidiaries. Upon subsequent review, the Company determined that the foreign subsidiary’s functional currency was
the Company’s reporting currency and any net effects from
the remeasurement process should be recorded within the
Consolidated Statements of Operations. The Company has
since corrected the error in its determination of its foreign
subsidiary’s functional currency.
The Company’s management also identified errors in the
Company’s previously reported depreciation expense for fiscal year 2006, as well as years prior to 2006, and the first two
quarters of 2007. As a result of an error in the depreciation
computation, the Company had incorrectly recognized too
much depreciation expense during each respective period
during fiscal 2006 and the first two quarters of 2007.
In addition, during the Company’s 2007 annual review of
financial results and application of financial controls, management identified that an impairment of certain assets of
one of its subsidiaries, Lynch Systems, existed as of June
2007 primarily triggered by the Company’s sale of Lynch
Systems. The Company determined that there were impairment indicators in place as of June 2007 based upon criteria
defined within SFAS 144 and that the carrying value of the
identified asset group exceeded its estimated fair value as of
June 30, 2007. In error, the Company did not record an impairment of the Lynch Systems’ assets. Accordingly, an impairment loss of $905,000, which represented the difference
in carrying value of the Lynch Systems’ land and building and

ATT-SEC 5.20

Treasury
Stock

Common
Stock

Comprehensive loss:
Net loss for year
Other comprehensive loss
Comprehensive loss
Stock based compensation
Issuance of treasury shares for vested
restricted stock
Balance at December 31, 2007

Accumulated
Deficit

Accumulated
Other
Comprehensive
Income (Loss)

Additional
Paid-In
Capital

(2,554)
(1,891)

building improvements and the asset groups’ estimated fair
value, has now been recorded in June 2007.
As discussed above, the accounting treatments that had
been originally afforded to certain transactions were in error
and that certain accounting errors had been made during the
first two quarters of 2007, fiscal year 2006 as well as years
prior to 2006. Accordingly, accumulated deficit as previously
reported as of December 31, 2005 has been restated and reduced by approximately $108,000, consisting of $89,000 related to foreign currency remeasurement gains and $19,000
related to depreciation expense corrections.
There is no difference between the gross adjustments arising out of the restatement described above and the net effect of such adjustments after taxes. The Company, during
all restated reporting periods, maintained a full valuation allowance against its net deferred tax assets. Thus, any incremental change in income tax expense/benefit arising out of
the restatement would be offset by a commensurate change
in the Company’s valuation allowance against its deferred tax
assets.
The effect on the fiscal year ended December 31, 2006
was to recognize a net $91,000 increase in income, which
is comprised of $86,000 included within other income (expense) related to foreign currency remeasurement gains, and
$5,000 as a reduction to manufacturing cost of sales, related
to a reduction in depreciation expense. For fiscal 2006, the
net effect of the foreign currency remeasurement and depreciation expense adjustments on basic and diluted net income per common share was an increase of $0.04. The net
effect of the foreign currency remeasurement and depreciation expense adjustments on basic and diluted income per
common share from continuing operations was an increase
of $0.04.
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Consolidated Balance Sheet Adjustments
The following is a summary of the adjustments to our previously issued consolidated balance sheet as of December 31,
2006 and subsequent reconciliation of certain prior year
amounts in the accompanying consolidated financial statements that have been reclassified to conform to the current
year presentation (in thousands, except share amounts):

Assets
Current assets:
Cash and cash equivalents
Restricted cash
Investments—marketable securities
Accounts receivable, net of allowance
of $808 ($132 reclassified)
Unbilled accounts receivable
Inventories
Prepaid expense and other assets
Assets of discontinued operations
Total current assets
Property, plant and equipment
Land
Buildings and improvements
Machinery and equipment
Total property, plant and equipment
Less: accumulated depreciation
Net property, plant, and equipment
Deferred income taxes
Other assets
Total assets
Liabilities and shareholders’ equity
Current liabilities:
Notes payable to bank
Trade accounts payable
Accrued warranty expense
Accrued compensation expense
Accrued professional fees
Accrued income taxes
Other accrued expenses
Customer advances
Current maturities of long-term debt
Liabilities of discontinued operations
Total current liabilities
Long-term debt
Total liabilities
Commitments and contingencies
Shareholders’ equity:
Common stock, $0.01 par value—10,000,000
shares authorized; 2,188,510 shares issued;
2,154,702 shares outstanding
Additional paid-in capital
Accumulated deficit
Accumulated other comprehensive income
Treasury stock, at cost, of 33,808 shares
Total shareholders’ equity
Total liabilities and shareholders’ equity

AICPA Accounting Trends & Techniques

As Reported

Adjustments

Restated

Reclassifications

$ 4,429
96
2,610

$ —
—
—

$ 4,429
96
2,610

$

6,976
227
8,906
369
—
23,613

—
—
—
—
—
—

855
5,770
15,358
21,983
(15,218)
6,765
111
468
$ 30,957

Restated and
Reclassified

—
—
—

$ 4,429
96
2,610

6,976
227
8,906
369
—
23,613

(504)
(227)
(2,801)
(104)
3,788
152

6,472
—
6,105
265
3,788
23,765

—
—
4
4
24
28
—
—
$ 28

855
5,770
15,362
21,987
(15,194)
6,793
111
468
$ 30,985

—
—
(3,352)
(3,352)
3,160
(192)
—
40
$ —

855
5,770
12,010
18,635
(12,034)
6,601
111
508
$ 30,985

$ 2,256
2,796
181
1,492
562
23
1,352
461
2,027
—
11,150
3,100
14,250

$ —
—
—
—
—
—
—
—
—
—
—
—
—

$ 2,256
2,796
181
1,492
562
23
1,352
461
2,027
—
11,150
3,100
14,250

$ (900)
(281)
(181)
451
(177)
(23)
(739)
(461)
—
2,311
—
—
—

$ 1,356
2,515
—
1,943
385
—
613
—
2,027
2,311
11,150
3,100
14,250

22
21,081
(5,711)
1,961
(646)
16,707
$ 30,957

—
—
199
(171)
—
28
$ 28

22
21,081
(5,512)
1,790
(646)
16,735
$ 30,985

—
—
—
—
—
—
—

22
21,081
(5,512)
1,790
(646)
16,735
$ 30,985

$
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Consolidated Statement of Operations Adjustments
The following is a summary of the adjustments to our previously issued consolidated statement of operations for the
year ended December 31, 2006 and subsequent reconciliation of certain prior year amounts in the accompanying consolidated financial statements that have been reclassified to
conform to the current year presentation (in thousands, except share amounts):

Revenues
Costs and expenses:
Manufacturing cost of sales
Selling and administrative
Operating profit (loss)
Other income (expense):
Investment income
Interest expense
Other income
Total other income
Income from continuing operations
before income taxes
Benefit for income taxes
Income from continuing operations
Discontinued operations:
Loss from discontinued operations
Net Income
Weighted average number of shares used
in basic and diluted EPS calculation
Basic and diluted income per common
share from continuing operations
Basic and diluted loss per common share
from discontinued operations
Basic and diluted net income per common
share

ATT-SEC 5.20

As Reported
$ 49,300

Adjustments
$
—

Restated
$ 49,300

Reclassifications
$ (7,751)

Restated and
Reclassified
$ 41,549

35,747
14,101
(548)

(5)
—
5

35,742
14,101
(543)

(6,445)
(3,203)
1,897

29,297
10,898
1,354

1,750
(570)
7
1,187

—
—
86
86

1,750
(570)
93
1,273

2
105
(14)
93

1,752
(465)
79
1,366

639
226
865

91
—
91

730
226
956

1,990
—
1,990

2,720
226
2,946

$

$

—
865

$

—
91

$

—
956

(1,990)
—

$

(1,990)
956

$

2,154,702

2,154,702

2,154,702

N/A

N/A

N/A

$

1.37

$

1.37

N/A

N/A

N/A

$

(0.93)

$

(0.93)

N/A

$

0.44

0.40

$

0.04

$

0.44

2,154,702

2,154,702
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Consolidated Statement of Cash Flows Adjustments
The following is a summary of the adjustments to our previously issued consolidated statement of cash flows for the
year ended December 31, 2006 and subsequent reconciliation of certain prior year amounts in the accompanying consolidated financial statements that have been reclassified to
conform to the current year presentation (in thousands, except share amounts):

Operating activities
Net income
Adjustments to reconcile net income to net cash
used in continuing operating activities:
Depreciation
Amortization of finite-lived intangible assets
Gains realized on sale of marketable securities
Stock based compensation
Changes in operating assets and liabilities:
Receivables
Inventories
Accounts payable and accrued liabilities
Other assets/liabilities
Cash used in continuing operations
Cash provided by discontinued operations
Net cash used in operating activities
Investing activities
Capital expenditures
Restricted cash
Proceeds from sale of marketable securities
Payment on margin liability on marketable
securities
Purchase of marketable securities
Cash provided by continuing operations
Cash used in discontinued operations
Net cash provided by investing activities
Financing activities
Net repayments of notes payable
Repayment of long-term debt
Other
Cash used in continuing operations
Cash provided by discontinued operations
Net cash used in financing activities

As Reported

Adjustments

Restated

Reclassifications

$ 865

$ 91

$ 956

$

1,193
96
(1,750)
28

(5)
—
—
—

1,150
(1,861)
(836)
(740)
(1,855)
—
$(1,855)

Restated and
Reclassified

—

$ 956

1,188
96
(1,750)
28

(123)
—
—
—

1,065
96
(1,750)
28

—
—
—
(4)
82
—
$ 82

1,150
(1,861)
(836)
(744)
(1,773)
—
$(1,773)

(1,263)
301
297
(13)
(801)
801
$ —

(113)
(1,560)
(539)
(757)
(2,574)
801
$(1,773)

$ (755)
554
2,976

$—
—
—

$ (755)
554
2,976

$

18
—
—

$ (737)
554
2,976

(330)
(68)
2,377
—
$ 2,377

—
—
—
—
$—

(330)
(68)
2,377
—
$ 2,377

$

—
—
18
(18)
—

(330)
(68)
2,395
(18)
$ 2,377

$ (582)
(1,119)
96
(1,605)
—
$(1,605)

$—
—
(82)
(82)
—
$(82)

$ (582)
(1,119)
14
(1,687)
—
$(1,687)

$ (144)
—
—
(144)
144
$ —

$ (726)
(1,119)
14
(1,831)
144
$(1,687)

Decrease in cash and cash equivalents
Cash and cash equivalents at beginning
of year
Cash and cash equivalents at end of year

$(1,083)

—

$(1,083)

$

—

$(1,083)

5,512
$ 4,429

—
$—

5,512
$ 4,429

$

—
—

5,512
$ 4,429

Supplemental disclosure of cash flow
information:
Taxes paid
Interest paid

$ 335
$ 626

$—
$—

$ 335
$ 626

$
$

—
—

$ 335
$ 626
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OTHER CHANGES IN RETAINED EARNINGS
5.22
5.21

In addition to opening balance adjustments, the retained earnings account is affected by direct charges and
credits. The most frequent direct charges to retained earnings are net loss for the year, losses on treasury stock transactions, and cash or stock dividends. The most common
direct credit to retained earnings is net income for the year.
Direct charges and credits—other than net loss, net income,
dividends, and stock splits—are summarized in Table 5-4.
Examples of such charges and credits follow.

TABLE 5-4: OTHER CHANGES IN RETAINED EARNINGS
Number of Companies
2007 2006 2005 2004
Charges
Purchase or retirement of capital
stock..................................................
Treasury stock issued for less than
cost....................................................
Preferred stock accretion.....................
Other—described.................................
Credits
Tax benefit on dividends paid to
ESOP................................................
Tax benefit on stock option exercise...
Other—described.................................

98

78

67

69

31
—
58

28
—
23

39
2
22

38
4
10

6
6
45

6
6
23

5
3
19

9
4
29

Treasury Stock Transactions
5.23

ASHLAND INC. (SEP)

(In millions)
Balance at September 30, 2004
Total comprehensive income
Regular dividends, $1.10 per common share
Distribution of Marathon shares from
the MAP transaction
Change in par value of common stock
Issued 3,055,082 common shares under
stock incentive and other plans
Repurchase of 1,768,600 common shares
Balance at September 30, 2005
Total comprehensive income
Regular dividends, $1.10 per common share
Special dividend, $10.20 per common share
Issued 662,451 common shares under
stock incentive and other plans
Repurchase of 6,670,930 common shares
Balance at September 30, 2006
Total comprehensive income
Regular dividends, $1.10 per common share
Issued 728,839 common shares under
stock incentive and other plans
Adoption of FAS 158, net of $27 million tax benefits
Repurchase of 4,712,000 common shares
Balance at September 30, 2007

ATT-SEC 5.21

Common
Stock
$ 72

Paid-In
Capital
$ 478

Retained
Earnings
$2,262
2,004
(79)

Accumulated Other
Comprehensive
Income (Loss)
$(106)
(12)

(936)

Total
$2,706
1,992
(79)

(74)

74

(936)
—

3

153
(100)
$ 605

$3,251

$(118)

156
(100)
$3,739

74

2
5

407
(80)
(679)

$ 1

$ 1

33
(405)
$ 240

$2,899

$ (44)

230
(68)

184

(1)
44

(43)
$ 1

(267)
$ 16

(21)
$3,040

$ 97

481
(78)
(674)
33
(405)
$3,096
414
(69)
44
(43)
(288)
$3,154
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note M (In Part): Capital Stock
Ashland repurchased 4.7 million shares for $288 million during 2007, 6.7 million shares for $405 million during 2006 and

1.8 million shares for $100 million during 2005. Since the inception of the first described share repurchase program on
July 21, 2005 through September 30, 2007, Ashland has repurchased a total of 13.2 million shares at a cost of $793
million. These repurchases represent approximately 18% of
the shares outstanding on June 30, 2005.

5.24

ROCKWELL COLLINS, INC. (SEP)
2007

2006

2005

Common stock
Beginning and ending balance

$

Additional paid-in capital
Beginning balance
Tax benefit from exercise of stock options
Stock-based compensation
Other
Ending balance

$1,305
33
17
(2)
$1,353

$1,263
28
18
(4)
$1,305

$1,228
35
—
—
$1,263

Retained earnings
Beginning balance
Net income
Cash dividends
Shares issued under stock option and benefit plans
Defined benefit plans remeasurement adjustment
Ending balance

$1,105
585
(107)
(45)
(5)
$1,533

$ 771
477
(96)
(47)
—
$1,105

$ 492
396
(85)
(32)
—
$ 771

Accumulated other comprehensive income (loss)
Beginning balance
Minimum pension liability adjustment
Defined benefit plans recognition adjustment
Currency translation gain (loss)
Foreign currency cash flow hedge adjustment
Ending balance

$ (393)
369
(329)
19
(2)
$ (336)

$ (604)
199
—
11
1
$ (393)

$ (397)
(200)
—
(6)
(1)
$ (604)

Common stock in treasury
Beginning balance
Share repurchases
Shares issued from treasury
Ending balance

$ (813)
(333)
167
$ (979)

$ (493)
(492)
172
$ (813)

$ (192)
(498)
197
$ (493)

Total shareowners’ equity

$1,573

$1,206

$ 939

$ 585

$ 477

$ 396

386
$ 971

211
$ 688

(207)
$ 189

Comprehensive income
Net income
Other comprehensive income (loss), net of deferred taxes
(2007, $(216); 2006, $(117); 2005, $117)
Comprehensive income

2

$

2

$

2

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
13 (In Part): Stock-Based Compensation
During 2007, 2006, and 2005, 0.9 million, 1.0 million, and 1.9
million shares, respectively, of Company common stock were
issued to employees under the Company’s employee stock
purchase and defined contribution savings plans at a value
of $58 million, $50 million, and $69 million for the respective
periods.
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Tax Benefit From ESOP Dividends
5.25

CVS CAREMARK CORPORATION (DEC)

(In millions)
Preference stock:
Beginning of year
Conversion to common stock
End of year
Common stock:
Beginning of year
Common stock issued for Caremark Merger
Stock options exercised and awards
End of year
Treasury stock:
Beginning of year
Purchase of treasury shares
Conversion of preference stock
Employee stock purchase plan issuance
End of year

2007

Shares
2006

2005

4.0
(0.2)
3.8

4.2
(0.2)
4.0

4.3
(0.1)
4.2

$

847.3
712.7
30.1
1,590.1

838.8
—
8.5
847.3

828.6
—
10.2
838.8

$

(21.5)
(135.0)
0.9
1.9
(153.7)

(24.5)
0.1
0.8
2.1
(21.5)

(26.6)
—
0.5
1.6
(24.5)

$ (314.5)
(5,378.7)
24.7
48.1
$ (5,620.4)

$ (356.5)
(0.1)
11.7
30.4
$ (314.5)

$ (385.9)
(1.7)
7.3
23.8
$ (356.5)

$

$ (114.0)
31.9
$ (82.1)

$ (140.9)
26.9
$ (114.0)

—
(301.3)
$ (301.3)

$

$

$ 2,198.4

$1,922.4

$1,687.3

23,942.4
607.7
97.8
(14.4)
$26,831.9

—
235.8
42.6
(2.4)
$2,198.4

—
188.8
47.8
(1.5)
$1,922.4

$

(72.6)

$ (90.3)

$ (55.5)

3.4
19.5

(0.3)
23.6

2.9
(37.7)

—
(49.7)

(5.6)
$ (72.6)

—
$ (90.3)

Guaranteed ESOP obligation:
Beginning of year
Reduction of guaranteed ESOP obligation
End of year
Shares held in trust:
Beginning of year
Shares acquired through Caremark Merger
End of year
Capital surplus:
Beginning of year
Common stock issued for Caremark Merger,
net of issuance costs
Stock option activity and awards
Tax benefit on stock options and awards
Conversion of preference stock
End of year
Accumulated other comprehensive loss:
Beginning of year
Recognition of unrealized gain/(loss) on
derivatives, net of income tax
Pension liability adjustment
Pension liability adjustment to initially apply
SFAS No.158, net of tax benefit
End of year

$

$

$
—
(9.2)
(9.2)

—
—

—
—

2007

Dollars
2006

2005

213.3
(10.3)
203.0

$ 222.6
(9.3)
$ 213.3

$ 228.4
(5.8)
$ 222.6

$

$

8.5
7.1
0.3
15.9

(82.1)
37.6
(44.5)

$

$

$

$

8.4
—
0.1
8.5

—
—
—

$

$

8.3
—
0.1
8.4

—
—
—

(continued)
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(In millions)
Retained earnings:
Beginning of year
Net earnings
Common stock dividends
Preference stock dividends
Tax benefit on preference stock dividends
Adoption of FIN 48
End of year

2007

Shares
2006

2005

Total shareholders’ equity
Comprehensive income:
Net earnings
Recognition of unrealized gain/(loss) on derivatives,
net of income tax
Pension liability, net of income tax
Comprehensive income

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
8. Employee Stock Ownership Plan
The Company sponsors a defined contribution Employee
Stock Ownership Plan (the “ESOP”) that covers full-time employees with at least one year of service.
In 1989, the ESOP Trust issued and sold $357.5 million of
20-year, 8.52% notes due December 31, 2008 (the “ESOP
Notes”). The proceeds from the ESOP Notes were used to
purchase 6.7 million shares of Series One ESOP Convertible Preference Stock (the “ESOP Preference Stock”) from
the Company. Since the ESOP Notes are guaranteed by the
Company, the outstanding balance is reflected as long-term
debt, and a corresponding guaranteed ESOP obligation is
reflected in shareholders’ equity in the accompanying consolidated balance sheets.
Each share of ESOP Preference Stock has a guaranteed
minimum liquidation value of $53.45, is convertible into 4.628
shares of common stock and is entitled to receive an annual
dividend of $3.90 per share.
The ESOP Trust uses the dividends received and contributions from the Company to repay the ESOP Notes. As the
ESOP Notes are repaid, ESOP Preference Stock is allocated
to participants based on (i) the ratio of each year’s debt service payment to total current and future debt service payments multiplied by (ii) the number of unallocated shares of
ESOP Preference Stock in the plan.
As of December 29, 2007, 3.8 million shares of ESOP Preference Stock were outstanding, of which 3.4 million shares
were allocated to participants and the remaining 0.4 million
shares were held in the ESOP Trust for future allocations.

AICPA Accounting Trends & Techniques

2007

Dollars
2006

2005

$ 7,966.6
2,637.0
(308.8)
(14.8)
1.2
5.8
$10,287.0

$6,738.6
1,368.9
(127.0)
(15.6)
1.7
—
$7,966.6

$5,645.5
1,224.7
(117.5)
(16.2)
2.1
—
$6,738.6

$31,321.9

$9,917.6

$8,331.2

$ 2,637.0

$1,368.9

$1,224.7

3.4
19.5
$ 2,659.9

(0.3)
23.6
$1,392.2

2.9
(37.7)
$1,189.9

Annual ESOP expense recognized is equal to (i) the interest
incurred on the ESOP Notes plus (ii) the higher of (a) the principal repayments or (b) the cost of the shares allocated, less
(iii) the dividends paid. Similarly, the guaranteed ESOP obligation is reduced by the higher of (i) the principal payments
or (ii) the cost of shares allocated.
Following is a summary of the ESOP activity for the respective years:
(In millions)
ESOP expense recognized
Dividends paid
Cash contributions
Interest payments
ESOP shares allocated

2007
$29.8
14.8
29.8
7.0
0.4

2006
$26.0
15.6
26.0
9.7
0.4

2005
$22.7
16.2
22.7
12.0
0.3
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Beneficial Conversion Feature of Convertible Preferred Stock
5.26

MILACRON INC. (DEC)
(In millions)
4% Cumulative Preferred shares
Balance at beginning and end of period

$

6% Series B Convertible Preferred Stock
Balance at beginning of period
Beneficial conversion feature
Balance at end of period

$ 116.1
3.1
$ 119.2

$ 112.9
3.2
$ 116.1

$ 351.6
2.5
1.9

$ 348.5
1.1
.8

—
—
$ 356.0

1.3
(.1)
$ 351.6

$

$

Common shares
Balance at beginning of period
Restricted stock expense
Issuance of previously unissued shares
Transfer of restricted stock liability balances to equity in connection
with adoption of a new accounting standard
Effect of change in method of accounting for restricted stock forfeitures
Balance at end of period
Contingent warrants
Balance at beginning of period
Exercise of contingent warrants
Balance at end of period
Accumulated deficit
Balance at beginning of period
Net loss for the period
Dividends declared or accrued
4% Cumulative Preferred shares
6% Series B Convertible Preferred Stock
Beneficial conversion feature related to 6% Series B Convertible
Preferred Stock
Balance at end of period

2007

$

6.0

.5
(.3)
.2

2006
$

$

6.0

.5
—
.5

$(381.9)
(87.1)

$(332.8)
(39.7)

(.2)
(6.0)

(.2)
(6.0)

(3.1)
$(478.3)

(3.2)
$(381.9)

$(113.6)
15.9

$(140.2)
17.7

Accumulated other comprehensive income (loss)
Balance at beginning of period
Foreign currency translation adjustments
Postretirement benefit plan adjustments
Amortization of unrecognized prior service cost
Pension plan curtailment cost
Amortization of net unrecognized losses
Pension plan curtailment gain
Postretirement health care plan amendment
Actuarial gain arising in the period not included in net periodic
postretirement benefit costs
Minimum pension liability adjustment
Adjustment related to the adoption of a new accounting standard
Balance at end of period

(1.6)
1.9
10.5
27.9
3.8

—
—
—
—
—

2.7
—
—
$ (52.5)

—
32.2
(23.3)
$(113.6)

Total shareholders’ deficit

$ (49.4)

$ (21.3)

Net loss for the period
Change in accumulated other comprehensive income (loss)
Total comprehensive income (loss)

$ (87.1)
61.1
$ (26.0)

$ (39.7)
49.9
$ 10.2

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Shareholders’ Equity (In Part)
At December 31, 2007 and December 31, 2006, the company had outstanding 500,000 shares of Series B Preferred

ATT-SEC 5.26

Stock having a par value of $.01 per share and a liquidation
preference of $200 per share. The Series B Preferred Stock
has a cash dividend rate of 6% per year. Dividends may also
be paid in additional shares of Series B Preferred Stock at a
rate of 8% per year if the company is prohibited by the terms
of its certificate of incorporation or its financing agreements
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from paying dividends in cash. The company is currently
precluded from paying cash dividends under the indenture
governing its 111/2 % Senior Secured Notes due 2011 (see
Short-Term Borrowings and Long-Term Debt). In 2006 and
2007, no dividends were declared with respect to the Series
B Preferred Stock and consequently, dividends were accrued
at the contractual (face) rate of 6% per annum. At December 31, 2007 and December 31, 2006, accrued and unpaid
dividends totaled $12.0 million and $6.0 million, respectively.
Accrued and unpaid dividends on the Series B Preferred
Stock must be paid prior to any dividend or distribution with
respect to common stock and at the time of the redemption
of any Series B Preferred Stock, or on the mandatory conversion date of June 10, 2011. On the mandatory conversion
date, accrued dividends may be paid in either cash or in additional common shares at $17.50 per common share.
On November 27, 2007, the shareholders approved a proposal by the company’s board of directors that limits the circumstances in which the Series B Preferred Stock holders
could demand a cash redemption following a change in control of the company as defined in the Series B Preferred Stock
Certificate of Designation. This means that the Series B Preferred Stock is no longer a “disqualified stock” according
to the definition in the indenture for the company’s 111/2 %
Senior Secured Notes due 2011 and gives the board of directors, under certain circumstances, the flexibility to declare
pay-in-kind dividends on Series B Preferred Stock.
When initially issued and before giving effect of the reverse stock split, the 500,000 shares of Series B Preferred
Stock were convertible into 50.0 million common shares of
the company at a conversion price of $2.00 per common
share. However, the conversion price was reset to $1.75 per
share effective June 30, 2005 because a test based on the
company’s financial performance for 2004 was not satisfied.
The test required the company to achieve EBITDA, as defined in the Series B Preferred Stock Certificate of Designation, of at least $50 million in 2004. As a result of the reset,
the 500,000 shares of Series B Preferred Stock became convertible into approximately 57.1 million common shares. After
giving effect of the reverse stock split, the Series B Preferred
Stock is now convertible into 5.7 million common shares.
As discussed further below, this amount has the potential to
increase significantly in the future. Portions of the Series B
Preferred Stock may be redeemed at the company’s option
beginning in 2008 at an initial price of $224 per share that
decreases to $216 per share by 2010. To the extent not previously converted to common shares at the option of the holders or redeemed at the option of the company, the Series B
Preferred Stock must be converted to common shares on
June 10, 2011. In the event of the liquidation of the company,
the Series B Preferred Stock ranks junior to the company’s
4% Cumulative Preferred Stock.

•

•

•

•

•

•

The Series B Preferred Stock includes a beneficial conversion feature because it allows the holders to acquire common shares of the company at an effective conversion price
that is less than their fair value per common share (before
giving effect of the reverse stock split) of $2.40 on March 12,
2004. The beneficial conversion feature was initially valued
at $15.9 million in 2004 based on an effective conversion
price of approximately $2.08 per common share for 50.0 million shares, in both cases before giving effect to the reverse
stock split. However, the reset of the conversion price from

AICPA Accounting Trends & Techniques

$2.00 per common share to $1.75 had the effect of lowering the effective conversion price to approximately $1.82 per
common share for 57.1 million shares, in both cases before
giving effect to the reverse stock split. This change resulted
in an increase in the value of the beneficial conversion feature from $15.9 million to $33.1 million. The original value of
the beneficial conversion feature was included in the carrying value of the Series B Preferred Stock in 2004 and applied
as a direct increase in accumulated deficit. Based on the
provisions of Emerging Issues Task Force Issue 00-27, the
$17.2 million increase is being recorded in a similar manner between 2006 and the mandatory conversion date of the
Series B Preferred Stock in the second quarter of 2011. In
2007 and in 2006, $3.1 million and $3.2 million, respectively,
of the increase were recorded. The changes in the recorded
value of the beneficial conversion feature in 2004, 2006 and
2007 were added to the net loss amounts for those years in
calculating the applicable loss per common share amounts.

ADDITIONAL PAID-IN CAPITAL
PRESENTATION OF CHANGES IN ADDITIONAL
PAID-IN CAPITAL
5.27 Paragraph 10 of APB Opinion No. 12, Omnibus
Opinion—1967, states:
10. When both financial position and results of operations are presented, disclosure of changes in the
separate accounts comprising stockholders’ equity (in
addition to retained earnings) and of the changes in the
number of shares of equity securities during at least
the most recent annual fiscal period and any subsequent interim period presented is required to make the
financial statements sufficiently informative. Disclosure
of such changes may take the form of separate statements or may be made in the basic financial statements
or notes thereto.

5.28

Table 5-5 summarizes the presentation formats used
by the survey companies to present changes in additional
paid-in capital.

5.29
TABLE 5-5: PRESENTATION OF CHANGES IN
ADDITIONAL PAID-IN CAPITAL
2007
539
10

2006
532
9

2005
523
10

2004
517
11

1
3
553

2
3
546

2
6
541

1
10
539

Additional paid-in capital account not
presented..........................................

47

54

59

61

Total Companies................................

600

600

600

600

Statement of stockholders’ equity........
Schedule in notes.................................
No statement or schedule but
changes disclosed............................
Balance unchanged during year..........
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STOCK SPLITS
5.30 Table 5-6 shows the number of survey companies
disclosing stock splits and summarizes the accounting treatments for stock splits. Examples of disclosures of stock splits
follow.
5.31
TABLE 5-6: STOCK SPLITS
2007

2006

2005

2004

2
7
26
—
35

1
9
29
2
41

3
9
31
1
44

1
7
38
1
47

Reverse Ratio
One-for-two ..........................................
One-for-three........................................
One-for-four..........................................
Other.....................................................

—
—
—
3

—
—
—
1

1
—
—
1

—
—
1
1

Total Companies.............................

38

42

46

49

13
2

12
2

10
6

7
7

2
21

—
28

2
28

—
35

38

42

46

49

Ratio
Less than three-for-two........................
Three-for-two (50%) to two-for-one.....
Two-for-one (100%)..............................
Greater than two-for-one......................

Account(s) Charged
Additional paid-in capital......................
Retained earnings................................
Both additional paid-in capital and
retained earnings..............................
No charge.............................................
Total Companies.............................

5.32

DEERE & COMPANY (OCT)

(In millions of dollars)
Balance October 31, 2004
Comprehensive income
Net income
Other comprehensive income (loss)
Minimum pension liability adjustment
Cumulative translation adjustment
Unrealized gain on derivatives
Unrealized loss on investments
Total comprehensive income
Repurchases of common stock
Treasury shares reissued
Dividends declared
Stock options and other
Balance October 31, 2005

Total Equity
$ 6,392.8

Common
Stock
$2,043.5

Treasury
Stock
$(1,040.4)

Unamortized
Restricted
Stock
$(12.7)

1,446.8

Retained
Earnings
$5,445.1

Accumulated Other
Comprehensive
Income (Loss)
$ (42.7)

1,446.8

(51.7)
61.5
12.6
(6.1)

(51.7)
61.5
12.6
(6.1)

1,463.1
(918.9)
215.8
(293.2)
(8.1)
$ 6,851.5

(918.9)
215.8
38.2
$2,081.7

$(1,743.5)

(3.7)
$(16.4)

(293.2)
(42.6)
$6,556.1

$

(26.4)

(continued)
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(In millions of dollars)
Balance October 31, 2005
Comprehensive income
Net income
Other comprehensive income (loss)
Minimum pension liability adjustment
Cumulative translation adjustment
Unrealized gain on derivatives
Unrealized loss on investments
Total comprehensive income
Reclassification to adopt FASB
Statement No.123 (revised 2004)
Repurchases of common stock
Treasury shares reissued
Dividends declared
Stock options and other
Balance October 31, 2006
Comprehensive income
Net income
Other comprehensive income (loss)
Minimum pension liability adjustment
Cumulative translation adjustment
Unrealized loss on derivatives
Unrealized loss on investments

Total Equity
$ 6,851.5

Common
Stock
$2,081.7

Treasury
Stock
$(1,743.5)

Unamortized
Restricted
Stock
$(16.4)

1,693.8

Retained
Earnings
$6,556.1

Accumulated Other
Comprehensive
Income (Loss)
$ (26.4)

1,693.8

21.3
79.7
.6
(.9)

21.3
79.7
.6
(.9)

1,794.5
(16.4)
(1,299.3)
369.4
(363.4)
138.5
$ 7,491.2

16.4
(1,299.3)
369.4

138.2
$2,203.5

$(2,673.4)

$

1,821.7

(363.4)
.3
$7,886.8

$

1,821.7

65.8
329.1
(14.4)
(1.0)

Total comprehensive income

2,201.2

Repurchases of common stock
Treasury shares reissued
Dividend declared
Stock options and other
Adjustment to adopt FASB
Statement No. 158, net of tax
Transfer for two-for-one stock split
effective November 26, 2007
Balance October 31, 2007

(1,517.8)
175.8
(408.4)
305.1

65.8
329.1
(14.4)
(1.0)
(1,517.8)
175.8
(408.4)
(.2)

305.3

(1,091.3)

$ 7,155.8

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Stock Split in Form of Dividend
On November 14, 2007, a special meeting of stockholders
was held authorizing a two-for-one stock split effected in the
form of a 100 percent stock dividend to holders of record
on November 26, 2007, distributed on December 3, 2007.
All share and per share data (except par value) have been
adjusted to reflect the effect of the stock split for all periods presented. The number of shares of common stock issuable upon exercise of outstanding stock options, vesting
of other stock awards, and the number of shares reserved for
issuance under various employee benefit plans were proportionately increased in accordance with terms of the respective plans (see Note 23).

74.3

(1,091.3)
268.2
$2,777.0

$(4,015.4)

$

(268.2)
$9,031.7

$ (637.5)

23 (In Part): Capital Stock
Changes in the common stock account in millions were as
follows:

Balance at October 31, 2004
Stock options and other
Balance at October 31, 2005
Stock options and other**
Balance at October 31, 2006**
Transfer from retained earnings for
two-for-one stock split
Stock options and other
Balance at October 31, 2007

Number of Shares
Issued*
536.4

536.4

Amount
$2,044
38
2,082
122
2,204

536.4

268
305
$2,777

536.4

* Adjusted for two-for-one stock split.
** See Note 1 for reclassification.

On November 14, 2007, the stockholders of the company
approved a two-for-one stock split effected in the form of
a 100 percent stock dividend to stockholders of record on
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November 26, 2007, distributed on December 3, 2007. This
stock split has been recorded as of October 31, 2007 by a
transfer of $268 million from retained earnings to common
stock, representing a $1 par value for each additional share
issued. The number of common shares the company is au-

thorized to issue was also increased from 600 million to 1,200
million. The number of authorized preferred shares, none of
which has been issued, remained at nine million.

•

•

•

•

•

•

A reconciliation of basic and diluted income per share follows
in millions, except per share amounts:

Continuing operations:
Income
Average shares outstanding*
Basic income per share*
Average shares outstanding*
Effect of dilutive stock options*
Total potential shares outstanding*
Diluted income per share*
Total operations:
Net income
Average shares outstanding*
Basic net income per share*
Total potential shares outstanding*
Diluted net income per share*

2007

2006

2005

$1,821.7
449.3
$ 4.05
449.3
5.7
455.0
$ 4.00

$1,453.2
466.8
$ 3.11
466.8
4.8
471.6
$ 3.08

$1,414.0
486.6
$ 2.90
486.6
6.3
492.9
$ 2.87

$1,821.7
449.3
$ 4.05
455.0
$ 4.00

$1,693.8
466.8
$ 3.63
471.6
$ 3.59

$1,446.8
486.6
$ 2.97
492.9
$ 2.94

* Adjusted for two-for-one stock split.

All stock options outstanding were included in the computation during 2007, 2006 and 2005, except 18 thousand stock
options in 2006 on a post stock split basis that had an antidilutive effect under the treasury stock method.

5.33

JACK IN THE BOX INC. (SEP)
Common Stock
(Dollars in thousands)
Balance at October 3, 2004
Shares issued under stock plans,
including tax benefit
Amortization of unearned
compensation, forfeitures and
change in value of common
stock
Purchase of treasury stock
Comprehensive income:
Net earnings
Unrealized gains on interest rate
swaps, net of taxes
Additional minimum pension
liability, net of taxes
Total comprehensive income (loss)
Balance at October 2, 2005

Number
of Shares
69,413,415

Amount
$694

Capital in
Excess of
Par Value
$338,070

3,090,678

31

41,820

—

—
—

—
—

—
—

—

—

—
—
—
72,504,093

Retained
Earnings
$355,478

Accumulated
Other
Comprehensive
Income (Loss)
$(1,254)

Unearned
Compensation
$(7,988)

Treasury
Stock
$(131,601)

Total
$553,399

—

(2,031)

—

39,820

—
—

—
—

1,786
—

—
(92,861)

1,786
(92,861)

—

91,537

—

—

—

91,537

—

—

—

417

—

—

417

—
—
$725

—
—
379,890

—
91,537
$447,015

(28,726)
(28,309)
$(29,563)

—
—
$(8,233)

—
—
$(224,462)

(28,726)
63,228
$565,372
(continued)
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Common Stock
(Dollars in thousands)
Balance at October 2, 2005
Shares issued under stock plans,
including tax benefit
Share-based compensation
Reclass of unearned
compensation upon adoption of
SFAS 123R
Purchase of treasury stock
Comprehensive income:
Net earnings
Unrealized gains on interest rate
swaps, net of taxes
Additional minimum pension
liability, net of taxes
Total comprehensive income
Balance at October 1, 2006
Shares issued under stock plans,
including tax benefit
Share-based compensation
Reclass of non-management
director stock equivalents as
equity-based awards
Purchase of treasury stock
Repurchase and retirement of
common stock
Retirement plans’ adjustment in
connection with the adoption of
SFAS 158, net
Comprehensive income:
Net earnings
Net unrealized/realized losses on
interest rate swaps, net of taxes
Additional minimum pension
liability, net of taxes
Total comprehensive income
Balance at September 30, 2007

Number
of Shares
72,504,093

Amount
$725

Capital in
Excess of
Par Value
379,890

3,136,608
—

31
—

50,396
9,285

—
—

—
—

—
—

(8,233)
—

—

—

—

Unearned
Compensation
$(8,233)

Treasury
Stock
$(224,462)

Total
$ 565,372

—
—

—
—

—
—

50,427
9,285

—
—

—
—

8,233
—

—
(49,997)

—
(49,997)

—

108,031

—

—

—

108,031

—

—

—

180

—

—

180

—
—
75,640,701

—
—
$756

—
—
$431,338

—
108,031
$555,046

27,587
27,767
$ (1,796)

—
—
—

—
—
$(274,459)

27,587
135,798
$ 710,885

2,374,470
—

24
—

45,685
12,640

—
—

—
—

—
—

—
—

45,709
12,640

—
—

—
—

5,765
—

—
—

—
—

—
—

—
(100,000)

5,765
(100,000)

(5,500,000)

(55)

(363,347)

—

—

—

—

(363,402)

—

—

—

—

(24,249)

—

—

(24,249)

—

—

—

126,304

—

—

—

126,304

—

—

—

—

(1,488)

—

—

(1,488)

—
—
72,515,171

—
—
$725

—
—
$132,081

—
126,304
$681,350

2,393
905
$(25,140)

—
—
—

—
—
$(374,459)

2,393
127,209
$ 414,557

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Reclassifications and Adjustments
Certain prior year amounts in the consolidated financial statements have been reclassified to conform to the fiscal 2007
presentation, including the reclassification of gains on the
sale of company-operated restaurants as a reduction of operating costs and expenses from revenues. Additionally, all
historical share and per share data, except for treasury stock,
in our consolidated financial statements and notes thereto
have been restated to give retroactive recognition of our twofor-one stock split. In the consolidated statements of stockholders’ equity, for all periods presented, the par value of the
additional shares was reclassified from capital in excess of
par value to common stock. Refer to Note 9, Stockholders’
Equity, for additional information regarding the stock split.

AICPA Accounting Trends & Techniques

Retained
Earnings
$447,015

Accumulated
Other
Comprehensive
Income (Loss)
$(29,563)

$

$

9 (In Part): Stockholders’ Equity
Stock Split
On August 3, 2007, our Board of Directors approved a 2-for1 split of our common stock, that was effected in the form of
a 100% stock dividend on October 15, 2007. In connection
with the stock split, our shareholders approved, on September 21, 2007, an amendment to our Certificate of Incorporation to increase the number of authorized common shares
from 75.0 million to 175.0 million.
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5.34

SEALED AIR CORPORATION (DEC)

(In millions)
Balance at January 1, 2005
Effect of contingent stock
transactions, net
Shares issued for non-cash
compensation
Pre-paid royalties to a
non-employee
Exercise of stock options
Purchase of common stock
Minimum pension liability, net
of taxes
Foreign currency translation
Unrecognized loss on derivative
instruments, net of taxes
Net earnings
Balance at December 31, 2005
Adjustment for the cumulative
effect on prior years of the
application of SAB No. 108,
net of tax
Adjustment for the adoption of
SFAS No, 123 (revised)
Effect of contingent stock
transactions, net
Shares issued for non-cash
compensation
Pre-paid royalties to a
non-employee
Exercise of stock options
Purchase of common stock
Minimum pension liability, net
of taxes
Foreign currency translation
Unrecognized loss on derivative
instruments, net of taxes
Adjustment for the cumulative
effect of the adoption of SFAS
No. 158, net of tax
Net earnings
Dividends on common stock
Balance at December 31, 2006

Common
Stock
$8.6

Common
Stock
Reserved for
Issuance
Related to
Asbestos
Settlement
$0.9

Additional
Paid-In
Capital
$1,059.8

Retained
Earnings
$459.3

Deferred
Compensation
$(17.9)

—

—

12.9

—

0.1

—

—

0.1

—

—
—
—

—
—
—

0.2
2.5
—

—
—

—
—

—
—
$8.6

Accumulated
Other
Comprehensive
Loss
$(73.5)

Treasury
Common
Stock
$(103.7)

Total
$1,333.5

—

(1.9)

11.1

—

—

—

0.1

—
—
—

—
—
—

—
—
—

—
—
(116.4)

0.2
2.5
(116.4)

—
—

—
—

—
—

(2.0)
(91.9)

—
—

(2.0)
(91.9)

—
—
$0.9

—
—
$1,075.5

—
255.8
$715.1

—
—
$(17.8)

(0.8)
—
$(168.2)

—
—
$(222.0)

(0.8)
255.8
$1,392.1

—

—

—

31.8

—

—

—

31.8

—

—

(17.8)

—

17.8

—

—

—

—

—

15.2

—

—

—

(3.8)

11.4

—

—

0.3

—

—

—

—

0.3

—
—
—

—
—
—

(0.2)
2.9
—

—
—
—

—
—
—

—
—
—

—
—
(52.4)

(0.2)
2.9
(52.4)

—
—

—
—

—
—

—
—

—
—

0.9
99.0

—
—

0.9
99.0

—

—

—

—

—

(0.7)

—

(0.7)

—
—
—
$8.6

—
—
—
$0.9

—
—
—
$1,075.9

—
274.1
(48.6)
$972.4

—
—
—
—

(55.8)
—
—
$(124.8)

—
—
—
$(278.2)

(55.8)
274.1
(48.6)
$1,654.8

$

(continued)
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(In millions)
Balance at December 31, 2006
Additional shares available due to
two-for-one common stock split
Effect of contingent stock
transactions, net
Shares issued for non-cash
compensation
Exercise of stock options
Purchase of common stock
Amortization of deferred pension
items, net of taxes
Foreign currency translation
Unrecognized loss on derivative
instruments, net of taxes
Unrecognized losses on
available-for-sale securities, net
of taxes
Net earnings
Dividends on common stock
Balance at December 31, 2007

Common
Stock
$ 8.6

Common
Stock
Reserved for
Issuance
Related to
Asbestos
Settlement
$0.9

Additional
Paid-In
Capital
$1,075.9

Retained
Earnings
$ 972.4

Deferred
Compensation
$—

8.1

0.9

(9.0)

—

—

0.1

—

17.0

—

—
—
—

—
—
—

1.5
0.7
—

—
—

—
—

—
—
—
—
$16.8

Accumulated
Other
Comprehensive
Loss
$(124.8)

Treasury
Common
Stock
$(278.2)

Total
$1,654.8

—

—

—

—

—

(1.9)

15.2

—
—
—

—
—
—

—
—
—

—
—
(6.8)

1.5
0.7
(6.8)

—
—

—
—

—
—

2.0
66.7

—
—

2.0
66.7

—

—

—

—

(0.5)

—

(0.5)

—
—
—
$1.8

—
—
—
$1,086.1

—
353.0
(64.6)
$1,260.8

—
—
—
$—

(2.4)
—
—
$(59.0)

—
—
—
$(286.9)

(2.4)
353.0
(64.6)
$2,019.6

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in tables in millions, except share
and per share data)
Note 2 (In Part): Summary of Significant Accounting Policies
Basis of Presentation (In Part)
On February 16, 2007, the Company’s Board of Directors
declared a two-for-one stock split that was effected in the
form of a stock dividend. All share and per share amounts
have been restated to reflect the two-for-one stock split except for shareholders’ equity. See Note 17, “Shareholders’
Equity,” for further discussion.
Net earnings per common share for the years ended December 31, 2006 and 2005 have been revised. See Note 18,
“Net Earnings per Common Share,” for further discussion.

the impact on the Company’s earnings per share amounts
as a result of the stock split. This stock split resulted in
the issuance of 80.8 million additional shares of common
stock and was accounted for by the transfer of $8.1 million
from additional paid-in capital to common stock, which is the
amount equal to the par value of the additional shares issued
to effect the stock split. In addition, nine million additional
shares of common stock were reserved for the asbestos settlement and were accounted for by the transfer of $0.9 million
from additional paid-in capital to common stock reserved for
issuance related to the asbestos settlement.

Note 17 (In Part): Shareholders’ Equity
Two-for-One Common Stock Split
On February 16, 2007, the Company’s Board of Directors
declared a two-for-one stock split of the Company’s common stock that was effected in the form of a stock dividend.
The stock dividend was paid on March 16, 2007 at the rate
of one additional share of the Company’s common stock for
each share of the Company’s common stock issued and outstanding to stockholders of record at the close of business
on March 2, 2007. In addition, nine million additional shares
of common stock were reserved for the asbestos settlement.
The stock dividend was not paid on treasury shares. The par
value of the Company’s common stock remains at $0.10 per
share.
All share and per share amounts have been restated to
reflect the two-for-one stock split, except for shareholders’
equity. See Note 18, “Net Earnings Per Common Share,” for
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Common Stock
The following is a summary of changes during 2007, 2006
and 2005 in shares of common stock:

Changes in common stock:
Number of shares, beginning of year
Additional shares issued due to the two-for-one common stock split
Shares issued for contingent stock
Non-cash compensation
Exercise of stock options
Number of shares issued, end of year
Changes in common stock in treasury:
Number of shares held, beginning of year
Purchase of shares during the period
Contingent stock repurchased, withheld or forfeited
Number of shares held, end of year
(1)

2007

2006(1)

2005(1)

86,488,913
80,756,253
474,100
6,762
15,693
167,741,721

86,142,741
—
271,350
4,983
69,839
86,488,913

85,836,102
—
241,200
1,743
63,696
86,142,741

5,823,885
216,000
74,806
6,114,691

4,691,086
1,049,200
83,599
5,823,885

2,211,886
2,430,200
49,000
4,691,086

The 2006 and 2005 information has not been adjusted for the two-for-one stock split in March 2007.

Note 18 (In Part): Net Earnings per Common Share
The following table sets forth the reconciliation of the basic
and diluted net earnings per common share computations
for the three years ended December 31, 2007 (in millions,
except per share amounts.)
2006(1),(2)

2005(1),(2)

$353.0

$274.1

$255.8

160.0
$ 2.21

160.8
$ 1.70

163.9
$ 1.56

$353.0
7.9
$360.9

$274.1
7.8
$281.9

$255.8
7.8
$263.6

160.0
12.5
18.0
0.8
191.3
$ 1.89

160.8
12.4
18.0
0.8
192.0
$ 1.47

163.9
12.3
18.0
0.9
195.1
$ 1.35

2007
Basic EPS:
Numerator
Net earnings ascribed to common shareholders—basic
Denominator
Weighted average number of common shares outstanding—basic
Basic net earnings per common share
Diluted EPS:
Numerator
Net earnings ascribed to common shareholders—basic
Add: Interest on 3% convertible senior notes, net of income taxes
Net earnings ascribed to common shareholders—diluted
Denominator
Weighted average number of common shares outstanding—basic
Effect of conversion of 3% convertible senior notes
Effect of assumed issuance of asbestos settlement shares
Effect of non-vested restricted stock and non-vested restricted stock units
Weighted average number of common shares outstanding—diluted
Diluted net earnings per common share
(1)

Net earnings per common share for the years ended December 31, 2006 and 2005 have been revised. This revision was immaterial to the
Company’s consolidated results of operations and financial position.
See below for further discussion. The amounts previously reported, as revised to reflect the two-for-one stock split in 2007, were as
follows:

Basic earnings per common share
Diluted earnings per common share
(2)

2006

2005

$1.69
$1.46

$1.54
$1.34

All share and per share amounts have been restated to reflect the two-for-one stock split as discussed in Note 17, “Shareholders’ Equity.”
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CHANGES IN ADDITIONAL PAID-IN CAPITAL
5.35 Table 5-7 summarizes credits and charges to additional paid-in capital. Examples of such credits and charges
follow.
5.36
TABLE 5-7: CHANGES IN ADDITIONAL PAID-IN
CAPITAL
Number of Companies
2007 2006 2005 2004
Credits
Common stock issued
Employee benefits...............................
Public offerings....................................
Business combinations.......................
Debt conversions/extinguishments.....
Preferred stock conversions...............
Compensation recognized......................
Stock compensation tax benefits...........
Warrants issued or exercised.................
Other—described ...................................
Charges
Purchase or retirement of capital
stock....................................................
Restricted stock......................................
Treasury stock issued for less than
cost......................................................
Other employee benefits........................
Conversion of preferred stock................
Other—described ...................................

440
29
24
22
7
352
265
1
65

442
36
41
20
15
307
249
2
80

460
32
47
20
18
98
214
6
45

438
32
45
18
19
92
199
5
44

166
64

128
69

119
36

107
26

60
45
6
46

75
82
6
74

64
44
7
39

74
N/C*
5
64

* N/C = Not compiled. Line item was not included in the table for
the year shown.
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Common Stock Issued in Connection With Employee Benefit Plans
5.37

A. SCHULMAN, INC. (AUG)

(In thousands except per
share data)
Balance at August 31, 2004
Comprehensive income for 2005:
Net income for 2005
Foreign currency translation
gain
Minimum pension liability
adjustment (net of tax
of $1,056)
Total comprehensive income
Cash dividends paid or
accrued:
Preferred stock, $5 per
share
Common stock, $0.57 per
share
Purchase of treasury stock
Stock options exercised
Issue of restricted stock
Grant of restricted stock
Forfeiture of restricted stock
Non-cash stock based
compensation
Amortization of restricted
stock
Balance at August 31, 2005
Comprehensive income for 2006:
Net income for 2006
Foreign currency translation
gain
Minimum pension liability
adjustment (net of tax of
$214)
Total comprehensive income
Cash dividends paid or
accrued:
Preferred stock, $5 per
share
Common stock, $0.58 per
share
Purchase of treasury stock
Stock options exercised
Issue of restricted stock
Non-cash stock based
compensation
Reclassification due to
adoption of SFAS 123R
Amortization of restricted
stock
Balance at August 31, 2006

Preferred
Stock
$1,057

Common
Stock
$39,633

Other
Capital
$69,812

Accumulated
Other
Comprehensive
Income (Loss)
$18,643

Retained
Earnings
$473,540

Treasury
Stock
$(164,231)

Unearned
Stock Grant
Compensation
$(3,217)

Total
Stockholders’
Equity
$435,237

32,093
10,260
(2,351)
40,002

(53)

(53)

(17,582)
(1,001)
302
54

3,790
(54)
1,981
(893)

(1,981)
893

337

$1,057

$39,989

$74,973

(17,582)
(1,001)
4,092
—
—
—
337

$26,552

$487,998

$(165,232)

1,071
$(3,234)

1,071
$462,103

32,662
6,830
(489)
39,003

(53)

(53)

(17,609)
9,150
(68)

(17,609)
(95,825)
9,800
—

4,525

4,525

(95,825)
650
68

(3,234)

$1,057

$40,707

1,548
$86,894

$32,893

$502,998

$(261,057)

$

3,234

—

—

1,548
$403,492
(continued)
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(In thousands except per
share data)
Balance at August 31, 2006
Comprehensive income for 2007:
Net income for 2007
Foreign currency translation
gain
Minimum pension liability
adjustment (net of tax of
$263)
Total comprehensive income
Adjustment to initially apply
SFAS 158 (net of tax of
$2,585)
Cash dividends paid or
accrued:
Preferred stock, $5 per
share
Common stock, $0.58 per
share
Purchase of treasury stock
Stock options exercised
.
Issue
of restricted stock
Non-cash stock based
compensation
Amortization of restricted
stock
Balance at August 31, 2007

Preferred
Stock
$1,057

Common
Stock
$40,707

Other
Capital
$ 86,894

Accumulated
Other
Comprehensive
Income (Loss)
$32,893

Retained
Earnings
$502,998

Treasury
Stock
$(261,057)

Unearned
Stock Grant
Compensation
$—

Total
Stockholders’
Equity
$403,492

22,619
16,195
3,806
42,620
(2,802)

(2,802)

(53)

(53)

(16,149)*
13,173
(335)

(16,149)
(18,107)
13,916
—

1,851

1,851

2,245
$103,828

2,245
$427,013

(18,107)
743
335

$1,057

$41,785

$50,092

$509,415

$(279,164)

$—

* Includes approximately $0.3 million related to the redemption of the special stock purchase rights which were paid at a price of $0.01 per
share for shareholders of record on January 19, 2007. This $0.01 is not included in the $0.58 per share for common stock dividends.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Stock-Based Compensation
On September 1, 2005, the Company adopted SFAS No.
123 (Revised 2004), (“SFAS 123R”), Share-Based Payment,
which requires the Company to measure all employee stockbased compensation awards using a fair value method
and record the related expense in the consolidated financial statements. The Company elected to use the modified prospective transition method. The modified prospective transition method requires that compensation cost be
recognized in the consolidated financial statements for all
awards granted after the date of adoption as well as for existing awards for which the requisite service has not been
rendered as of the date of adoption and requires that prior periods not be restated. All periods presented prior to September 1, 2005 were accounted for using the intrinsic value
method in accordance with Accounting Principles Board
Opinion No. 25, Accounting for Stock Issued to Employees,
and followed a nominal vesting period approach.
Note 9 (In Part): Incentive Stock Plans
Effective in December 2002, the Company adopted the 2002
Equity Incentive Plan which provided for the grant of incentive
stock options, nonqualified stock options, restricted stock
awards and director deferred units for employees and nonemployee directors. The option price of incentive stock op-

AICPA Accounting Trends & Techniques

tions is the fair market value of the common shares on the
date of the grant. In the case of nonqualified options, the
Company grants options at 100% of the fair market value of
the common shares on the date of the grant. All options become exercisable at the rate of 33% per year, commencing
on the first anniversary date of the grant. Each option expires ten years from the date of the grant. Restricted stock
awards under the 2002 Equity Incentive Plan vest ratably over
four years following the date of grant. In accordance with the
2006 Incentive Plan, the shares available for grant under the
Company’s 2002 Equity Incentive Plan were terminated upon
adoption of the 2006 Incentive Plan.
On December 7, 2006, the Company adopted the 2006
Incentive Plan which provides for the grant of incentive
stock options, nonqualified stock options, whole shares, restricted stock awards, restricted stock units, stock appreciation rights, performance shares, performance units, cashbased awards, dividend equivalents and performance-based
awards. The time-based nonqualified stock options become
exercisable at the rate of 33% per year, commencing on the
first anniversary date of the grant. It has been the Company’s
practice to issue new common shares upon stock option exercise. On August 31, 2007, there were approximately 3.1
million shares available for grant pursuant to the Company’s
2006 Incentive Plan.
On September 1, 2005, the Company adopted Statement
of Financial Accounting Standards No. 123 (Revised 2004),
(“SFAS 123R”), Share-Based Payment, which requires the
Company to measure all employee stock-based compensation awards using a fair value method and record the related
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expense in the financial statements. The Company elected
to use the modified prospective transition method. The modified prospective transition method requires that compensation cost be recognized in the financial statements for all
awards granted after the date of adoption as well as for existing awards for which the requisite service has not been
rendered as of the date of adoption and requires that prior periods not be restated. All periods presented prior to September 1, 2005 were accounted for in accordance with Accounting Principles Board Opinion No. 25, Accounting for Stock
Issued to Employees, and followed a nominal vesting period
approach.
A summary of stock options is as follows:

Outstanding at beginning of year
Granted
Exercised
Forfeited and expired
Outstanding at end of year
Exercisable at end of year

2007
Outstanding
WeightedShares Under
Average
Option Exercise Price
1,568,276
$18.93
—
—
(742,528)
18.74
(12,038)
19.36
813,710
19.10
394,915

The intrinsic value of a stock option is the amount by which
the market value of the underlying stock exceeds the exercise price of the option. The total intrinsic value of options
exercised during the years ended August 31, 2007, 2006, and
2005 was approximately $2.9 million, $4.6 million, and $1.6
million, respectively. The intrinsic value for stock options exercisable at August 31, 2007 was $1.4 million with a remaining term for options exercisable of 5.7 years. For stock options outstanding at August 31, 2007, exercise prices range
from $11.62 to $24.69. The weighted average remaining contractual life for options outstanding at August 31, 2007 was
7 years. Stock options vested and expected to vest at August 31, 2007 were 798,893 with a remaining contractual term
of 0.8 years and a weighted-average exercise price of $19.08.
The aggregate intrinsic value of stock options vested and expected to vest was $2.1 million.
Total unrecognized compensation cost, including forfeitures, related to nonvested share-based compensation arrangements at August 31, 2007 was approximately
$6.0 million. This cost is expected to be recognized over a
weighted-average period of approximately 1.5 years.
During the year ended August 31, 2007, the Company
granted restricted stock awards for 228,250 shares. Included
in the grant are awards for approximately 138,000 shares
for which the restrictions will lapse based on market performance criteria. The weighted-average grant date fair value
of the performance awards based on market conditions was
$20.55 per share. The valuation for these awards which vest
based on market performance criteria was based upon the
Monte Carlo simulation, which is a binomial model that appropriately represents the characteristics of these grants. Restrictions on the ultimate number of shares underlying performance awards that will lapse, if any, will be dependant upon
the Company’s total shareholder return in relation to the total shareholder return of a select group of peer companies
over a three year period. These awards were accounted for
as awards with market conditions in accordance with SFAS
123R. Restrictions on the remaining shares underlying the
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2006
Outstanding
WeightedShares Under
Average
Option Exercise Price
1,672,362
$17.09
572,750
19.78
(650,667)
15.06
(26,169)
15.93
1,568,276
18.93
474,836

17.67

2005
Outstanding
WeightedShares Under
Average
Option Exercise Price
1,530,392
$15.38
529,650
19.85
(301,823)
13.56
(85,857)
15.98
1,672,362
17.09
555,733

14.99

restricted stock awards will lapse evenly over a three year
period and are valued at the fair market value on the date of
grant.
The fair value of the market performance based awards
granted during the year ended August 31, 2007 was estimated using a binomial model with the following weightedaverage assumptions:
Weighted-average assumptions
Dividend yield
Expected volatility
Risk-free interest rate
Correlation

2.63%
26.00%
4.45%
30.00%

The expected volatility assumption was calculated using a
historical range to correlate with the award’s vesting period.
The Company used the weekly volatility for each company
in the peer group to determine a reasonable assumption for
the valuation. In using the Monte Carlo simulation method
with this type of grant, a correlation rate of A. Schulman’s
stock price and each of the peer companies is calculated.
The Company determined a correlation percentage based
on all correlation rates. The risk-free interest rate is based
on zero coupon treasury bond rates corresponding to the
expected life of the awards. The expected dividend yield of
common stock is based on the Company’s historical dividend
yield. The Company has no reason to believe that future stock
volatility, correlation or the expected dividend yield is likely
to differ from historical patterns.
Restricted stock awards under the 2002 Equity Incentive
Plan vest over four years following the date of grant. Restricted stock awards under the 2006 Incentive Plan can vest
over various periods. The restricted stock grants outstanding
under the 2006 Incentive Plan have vesting periods of three
years following the date of grant. Some of these awards can
have vesting restrictions as set at the grant date. Approximately 138,000 of the outstanding awards as August 31,
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2006 Incentive Plan representing the fair market value of the
shares at the date of grant or the associated fair value based
on a binomial valuation is charged to income over the applicable vesting period. Compensation expense for restricted
stock was $2.2 million in fiscal 2007, $1.5 million in fiscal
2006 and $1.1 million in fiscal 2005.
During fiscal 2007, the Company granted 108,550 restricted stock units. Each restricted stock unit is equivalent
to one share of A. Schulman, Inc. stock on the vesting date.
The restricted stock units earn dividends during the vesting
period. Restricted stock units are settled only in cash at the
vesting date and therefore are treated as a liability award.
The Company records a liability for these restricted stock
units in an amount equal to the total of (a) the mark to market adjustment of the units vested to date, and (b) accrued
dividends on the units. The Company has recorded approximately $0.9 million, $0.9 million and $0.3 million of expense
related to restricted stock units for the years ended August 31, 2007, 2006 and 2005, respectively. At August 31,
2007, the Company had approximately 245,000 restricted
stock units outstanding.

2007 are performance awards with vesting periods based on
market conditions The following table summarizes the outstanding restricted stock awards and weighted-average fair
market value:

Outstanding at August 31, 2006
Granted
Released
Forfeited
Outstanding at August 31, 2007

Outstanding
Restricted
Stock Awards
362,900
228,250
(107,544)
(15,306)
468,300

WeightedAverage Fair
Market Value
(Per Share)
$18.05
21.15
15.22
19.23
20.17

Unearned compensation for grants under the 2002 Equity Incentive Plan representing the fair market value of the shares
at the date of grant is charged to income over the four-year
vesting period. Unearned compensation for grants under the

Public Offering
5.38

THE GOODYEAR TIRE & RUBBER COMPANY (DEC)

(Dollars in millions)
Balance at December 31, 2004
(after deducting 20,059,029 treasury shares)

Common Stock
Shares
Amount
175,619,639

$176

Capital
Surplus

Retained
Earnings

Accumulated
Other
Comprehensive
Loss

$1,392

$1,070

$(2,564)

Comprehensive income (loss):
Net income
Foreign currency translation (net of tax of $0)
Reclassification adjustment for amounts
recognized in income (net of tax of $0)
Minimum pension liability (net of tax of $23)
Unrealized investment gain (net of tax of $0)
Deferred derivative loss (net of tax of $0)
Reclassification adjustment for amounts
recognized in income (net of tax of $(1))
Other comprehensive income (loss)
Total comprehensive income (loss)
Common stock issued from treasury:
Stock-based compensation plans
Balance at December 31, 2005
(after deducting 19,168,917 treasury shares)

228

Total
Shareholders’
Equity (Deficit)
$ 74
228

(201)
48
(97)
18
(21)
17
(236)
(8)
890,112

1

6

176,509,751

$177

$1,398

7
$1,298

$(2,800)

$ 73
(continued)
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Common Stock
Shares
Amount
176,509,751

$177

Capital
Surplus

Retained
Earnings

Accumulated
Other
Comprehensive
Loss

$1,398

$1,298

$(2,800)

Comprehensive income (loss):
Net loss
Foreign currency translation (net of tax of $0)
Reclassification adjustment for amounts
recognized in income (net of tax of $0)
Additional pension liability (net of tax of $38)
Unrealized investment loss (net of tax of $0)
Deferred derivative gain (net of tax of $0)
Reclassification adjustment for amounts
recognized in income (net of tax of $(3))
Other comprehensive income (loss)
Total comprehensive income (loss)
Adjustment to initially apply FASB Statement
No. 158 for pension and OPEB (net of
tax of $49)
Common stock issued from treasury:
Stock-based compensation plans
Stock-based compensation
Balance at December 31, 2006
(after deducting 17,459,698 treasury shares)

(330)

ATT-SEC 5.38

$

73
(330)

233
2
439
(4)
1
(3)
668
338
(1,199)
1,709,219

1

11
18

178,218,970

$178

$1,427

Adjustment for adoption of FIN 48
Comprehensive income (loss):
Net income
Foreign currency translation (net of tax of $1)
Reclassification adjustment for amounts
recognized in income (net of tax of $0)
Prior service credit from defined benefit plan
amendments (net of minority interest of $3)
Amortization of prior service cost and
unrecognized gains and losses included in
net periodic benefit cost (net of tax of $8 and
minority interest of $14)
Decrease in net actuarial losses (net of tax of
$21 and minority interest of $28)
Immediate recognition of prior service cost
and unrecognized gains and losses due to
curtailments, settlements and divestitures
(net of tax of $10 and minority interest of $2)
Unrealized investment loss (net of tax of $0)
Other comprehensive income (loss)
Total comprehensive income (loss)
Issuance of shares for public equity offering
(Note 23)
Issuance of shares for conversion of debt
Common stock issued from treasury:
Stock-based compensation plans
Stock-based compensation
Balance at December 31, 2007
(after deducting 10,438,287 treasury shares)

Total
Shareholders’
Equity (Deficit)

(1,199)
12
18

$968

$(3,331)

32

$ (758)
32

602

602
482
(13)
488

154
445

137
(14)
1,679
2,281
26,136,363
28,728,852

26
29

808
307

834
336

7,038,189

7

96
22

103
22

240,122,374

$240

$2,660

$1,602

$(1,652)

$2,850
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

shares of preferred stock, without par value, issuable in one
or more series.

Note 22. Common Stock
On April 11, 2006, our shareholders approved a proposal to
amend our Amended Articles of Incorporation to increase the
number of shares of common stock authorized to be issued
by us from 300,000,000 to 450,000,000. As a result of the
amendment, we are authorized to have issued and outstanding 500,000,000 shares, consisting of (a) 450,000,000 shares
of common stock, without par value, and (b) 50,000,000

Note 23. Equity Offering
On May 22, 2007, we completed a public equity offering of
26,136,363 common shares, which included the exercise of
the over-allotment option of 3,409,091 common shares, at
a price of $33.00 per share, raising $862 million before offering costs. We paid $28 million in underwriting discounts
and commissions and approximately $1 million in offering
expenses.

Business Combination
5.39

QUANTUM CORPORATION (MAR)

(In thousands)
Balances as of March 31, 2004
Comprehensive loss:
Net loss
Other comprehensive income:
Foreign currency translation adjustments
Comprehensive loss
Shares issued under employee stock purchase plan
Shares issued under employee stock incentive
plans, net
Share-based compensation expense
Tax benefits related to stock option plans
Balances as of March 31, 2005
Comprehensive loss:
Net loss
Other comprehensive loss:
Foreign currency translation adjustments
Comprehensive loss
Shares issued under employee stock purchase plan
Shares issued under employee stock incentive
plans, net
Share-based compensation expense
Balances as of March 31, 2006
Comprehensive loss:
Net loss
Other comprehensive income:
Foreign currency translation adjustments
Comprehensive loss
Shares issued under employee stock purchase plan
Shares issued under employee stock incentive
plans, net
Shares issued in connection with business acquisitions
Stock options assumed in connection with business
acquisition
Share registration costs
Share-based compensation expense
Balances as of March 31, 2007

AICPA Accounting Trends & Techniques

Common Stock
Shares
Amount
180,317
$1,804

Capital in
Excess of
Par Value
$253,317

Retained
Earnings
(Deficit)
$ 48,597

Accumulated
Other
Comprehensive
Income
$2,831

Total
$306,549

—

—

—

(3,496)

—

(3,496)

—

—

—

—

342

2,191

20

4,630

—

—

342
(3,154)
4,650

1,367
—
—
183,875

15
—
—
$1,839

1,180
1,423
20
$260,570

—
—
—
$ 45,101

—
—
—
$3,173

1,195
1,423
20
$310,683

—

—

—

(41,479)

—

(41,479)

—

—

—

—

(303)

(303)

2,148

22

5,145

—

—

(41,782)
5,167

2,818
—
188,841

28
—
$1,889

6,074
901
$272,690

—
—
$ 3,622

—
—
$2,870

6,102
901
$281,071

—

—

—

(64,094)

—

(64,094)

—

—

—

—

3,656

2,451

24

4,110

—

—

3,656
(60,438)
4,134

4,650
1,875

46
19

6,921
4,051

—
—

—
—

6,967
4,070

—
—
—
197,817

—
—
—
$1,978

10,471
(806)
8,972
$306,409

—
—
—
$(60,472)

—
—
—
$6,526

10,471
(806)
8,972
$254,441
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 5 (In Part): Acquisitions
Acquisitions have been recorded using the purchase method
of accounting and the results of operations are included in our
consolidated results as of the date of each acquisition. We
allocate the purchase price of our acquisitions to the tangible assets, liabilities, and intangible assets acquired, including in-process research and development (“IPR&D”), based
on their estimated fair values. The excess purchase price
over those fair values is recorded as goodwill. The excess
fair values over the purchase price is allocated as a pro-rata
reduction of the amounts that otherwise would have been assigned to all of the acquired assets except (a) financial assets
other than investments accounted for by the equity method,
(b) assets to be disposed of by sale, (c) deferred tax assets,
(d) prepaid assets relating to pension or other postretirement
benefit plans and (e) any other current assets.
Advanced Digital Information Corporation
On August 22, 2006 (the “Acquisition Date”), we completed
our acquisition of ADIC, a publicly traded provider of storage
solutions for the open systems marketplace, pursuant to the
terms of the Agreement and Plan of Merger (“Merger Agreement”), dated May 2, 2006. ADIC’s results of operations are
included in our Consolidated Statements of Operations and
Cash Flows from the Acquisition Date. We acquired ADIC to
expand our global sales force, market access and product
offerings into the enterprise and data management software
space.
The total purchase price for ADIC is comprised of (in thousands, except share and per-share data):

Acquisition of 63.4 million shares of outstanding common
stock of ADIC at $12.25 per share:
In cash (62.9 million shares)
In exchange for Quantum stock (0.5 million ADIC
shares converted to 1.9 million Quantum shares)
Fair value of ADIC stock options assumed
Acquisition related transaction costs
Total purchase price

$770,612
4,070
10,471
7,791
$792,944

Pursuant to the Merger Agreement, each outstanding share
of ADIC common stock was converted into the right to receive either (a) $12.25 in cash or (b) a number of shares of
Quantum common stock equal to the number of ADIC shares
of common stock multiplied by 3.461, with ADIC stockholders given the choice to elect to receive cash, stock or a combination of the two.
As of August 22, 2006, ADIC had approximately 2.5 million stock options outstanding. Based on the exchange ratio
of 5.9756 calculated in accordance with the formula in the
Merger Agreement, we assumed the outstanding options of
ADIC, which are exercisable for an aggregate of 14.7 million
shares of Quantum common stock. The fair value of options
assumed was calculated using a Black-Scholes-Merton valuation model with the following assumptions for vested and
unvested options assumed, respectively: expected life of 1.4
to 2.7 years, risk-free interest rate of 5.22% and 5.07%, expected volatility of 36.8% to 45.8% and no dividend yield.
The portion of the estimated fair value of unvested ADIC op-

ATT-SEC 5.39

tions related to future service is being recognized over the
remaining vesting period.
The total purchase price was allocated to ADIC’s net tangible and identifiable intangible assets based on their estimated fair values as set forth below. The excess of the
purchase price over the net tangible and identifiable intangible assets was recorded as goodwill. The estimates and
assumptions underlying the fair values below are subject to
change with regard to completion of the ADIC integration
plan and finalizing restructuring costs (in thousands):

Current assets
Property and equipment
Service parts for maintenance
Long-term assets
Intangible assets
Goodwill
Current liabilities
Long-term liabilities
In-process research and development
Total purchase price

$ 390,262
29,758
16,067
2,349
190,278
342,854
(155,439)
(37,885)
14,700
$ 792,944
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Debt Conversion
5.40

LOWE’S COMPANIES, INC (JAN)

(In millions)
Balance January 28, 2005
Comprehensive income:
Net earnings
Foreign currency translation
Total comprehensive income
Tax effect of non-qualified stock
options exercised
Cash dividends
Share-based payment expense
Repurchase of common stock
Conversion of debt to common stock (Note 5)
Employee stock options exercised and other
Employee stock purchase plan
Balance February 3, 2006
Comprehensive income:
Net earnings
Foreign currency translation
Net unrealized investment gains
Total comprehensive income
Tax effect of non-qualified stock
options exercised
Cash dividends
Share-based payment expense
Repurchase of common stock
Conversion of debt to common stock (Note 5)
Employee stock options exercised and other
Employee stock purchase plan
Balance February 2, 2007
Cumulative effect adjustment:
Comprehensive income:
Net earnings
Foreign currency translation
Total comprehensive income
Tax effect of non-qualified stock
options exercised
Cash dividends
Share-based payment expense
Repurchase of common stock
Conversion of debt to common stock (Note 5)
Employee stock options exercised and other
Employee stock purchase plan
Balance February 1, 2008

AICPA Accounting Trends & Techniques

Common Stock
Shares
Amount
1,548
$774

Capital in
Excess of
Par Value
$ 1,127

Retained
Earnings
$ 9,597

Accumulated
Other
Comprehensive
Income
$—

Total
Shareholders’
Equity
$11,498

2,765
1
2,766
59
(171)
(25)
28
15
2
1,568

(12)
14
7
1
$784

76
(762)
551
205
64
$ 1,320

$12,191

$1

59
(171)
76
(774)
565
212
65
$14,296

3,105
(2)
2
3,105
21
(276)
(57)
4
7
3
1,525

(28)
2
3
1
$762

59
(1,549)
80
96
75
$ 102

(160)

$14,860

$1

(8)

21
(276)
59
(1,737)
82
99
76
$15,725
(8)

2,809
7
2,816
12
(428)
(76)
1
5
3
1,458

(38)
—
3
2
$729

99
(349)
13
61
78
$ 16

(1,888)

$15,345

$8

12
(428)
99
(2,275)
13
64
80
$16,098

ATT-SEC 5.40

P1: ICD
ACPA050-05-P02

AICPA

AICPA-xml-v1.cls

504

October 29, 2008

15:23

Accounting Trends & Techniques

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 5 (In Part): Long-Term Debt
(In millions)
Debt category:
Secured debt:
Mortgage notes
Unsecured debt:
Debentures
Notes
Medium-term notes—series A
Medium-term notes—series B
Senior notes
Convertible notes
Capital leases and other
Total long-term debt
Less current maturities
Long-term debt, excluding current maturities

Interest Rates

Fiscal Year of
Final Maturity

6.00 to 8.25%

2028

$

6.50 to 6.88%
8.25%
7.35 to 8.20%
7.11 to 7.61%
5.00 to 6.65%
0.86 to 2.50%

2029
2010
2023
2037
2037
2021
2030

694
499
20
217
3,271
511
371
5,616
40
$5,576

Convertible Notes

cause the Company’s closing share prices did not reach the
specified threshold during the fourth quarter of 2007.
The Company has $19.7 million aggregate principal, $13.8
million aggregate carrying amount, of convertible notes issued in February 2001 at an issue price of $608.41 per note.
Interest will not be paid on the notes prior to maturity in February 2021, at which time the holders will receive $1,000 per
note, representing a yield to maturity of 2.5%. Holders of the
notes had the right to require the Company to purchase all or
a portion of their notes in February 2004, at a price of $655.49
per note, and will have the right in February 2011 to require
the Company to purchase all or a portion of their notes at a
price of $780.01 per note. The Company may choose to pay
the purchase price of the notes in cash or common stock, or
a combination of cash and common stock. Holders of an insignificant number of notes exercised their right to require the
Company to purchase their notes during 2004, all of which
were purchased in cash.
Holders of the convertible notes issued in February 2001
may convert their notes at any time on or before the maturity date, unless the notes have been previously purchased
or redeemed, into 32.896 shares of the Company’s common
stock per note. The conversion ratio of 32.896 shares per
note is only adjusted based on normal antidilution provisions
designed to protect the value of the conversion option. During 2007, holders of $18 million principal amount, $13 million
carrying amount, of the Company’s convertible notes issued
in February 2001 exercised their right to convert their notes
into 0.6 million shares of the Company’s common stock at
the rate of 32.896 shares per note. During 2006, holders of
$118 million principal amount, $80 million carrying amount,
of the Company’s convertible notes issued in February 2001
exercised their right to convert their notes into 3.9 million
shares of the Company’s common stock.
Upon the issuance of each of the series of convertible
notes previously described, the Company evaluated the optionality features embedded in the notes and concluded that
these features do not require bifurcation from the host contracts and separate accounting as derivative instruments.

The Company has $578.7 million aggregate principal, $497.1
million aggregate carrying amount, of senior convertible
notes issued in October 2001 at an issue price of $861.03
per note. Cash interest payments on the notes ceased in
October 2006. In October 2021 when the notes mature, a
holder will receive $1,000 per note, representing a yield to
maturity of approximately 1%. Holders of the notes had the
right to require the Company to purchase all or a portion of
their notes in October 2003 and October 2006, at a price of
$861.03 per note plus accrued cash interest, if any, and will
have the right in October 2011 to require the Company to
purchase all or a portion of their notes at a price of $905.06
per note. The Company may choose to pay the purchase
price of the notes in cash or common stock or a combination of cash and common stock. Holders of an insignificant
number of notes exercised their right to require the Company
to repurchase their notes during 2003 and 2006, all of which
were purchased in cash. The Company may redeem for cash
all or a portion of the notes at any time, at a price equal to the
sum of the issue price plus accrued original issue discount
on the redemption date.
Holders of the senior convertible notes may convert their
notes into 34.424 shares of the Company’s common stock
only if: the sale price of the Company’s common stock
reaches specified thresholds, or the credit rating of the notes
is below a specified level, or the notes are called for redemption, or specified corporate transactions representing
a change in control have occurred. The conversion ratio of
34.424 shares per note is only adjusted based on normal
antidilution provisions designed to protect the value of the
conversion option.
The Company’s closing share prices reached the specified
threshold such that the senior convertible notes became convertible at the option of each holder into shares of common
stock during specified quarters of 2006 and 2007. Holders of
an insignificant number of senior convertible notes exercised
their right to convert their notes into shares of the Company’s
common stock during 2007 and 2006. The senior convertible
notes will not be convertible in the first quarter of 2008 be-
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2008

33

2007

$

30

693
498
27
267
1,980
518
400
4,413
88
$4,325
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Preferred Stock Conversion
5.41

CHESAPEAKE ENERGY CORPORATION (DEC)
($ in millions)
Preferred stock:
Balance, beginning of period
Issuance of 6.25% mandatory convertible preferred stock
Issuance of 5.00% cumulative convertible preferred stock (Series 2005)
Issuance of 4.50% cumulative convertible preferred stock
Issuance of 5.00% cumulative convertible preferred stock (Series 2005B)
Exchange of common stock for 4,595,000, 0 and 0 shares of 5.00% preferred stock (Series 2005)
Exchange of common stock for 2,156,232, 0 and 0 shares of 6.25% preferred stock
Exchange of common stock for 3, 85,995 and 224,190 shares of 4.125% preferred stock
Exchange of common stock for 0, 1,025,946 and 699,054 shares of 5.00% preferred stock (Series 2003)
Exchange of common stock for 0, 99,310 and 3,800 shares of 6.00% preferred stock
Balance, end of period

2007

2006

2005

$1,958
—
—
—
—
(459)
(539)
—
—
—
$ 960

$1,577
575
—
—
—
—
—
(86)
(103)
(5)
$1,958

$ 491
—
460
345
575
—
—
(224)
(70)
—
$1,577

$

$

$

Common stock:
Balance, beginning of period
Issuance of 0, 58,750,000 and 32,200,000 shares of common stock
Issuance of 0, 1,375,989 and 0 shares of common stock for the purchase of Chaparral Energy, Inc.
common stock
Exchange of 36,651,658, 12,251,870 and 18,703,069 shares of common stock for preferred stock
Exercise of stock options
Restricted stock grants
Balance, end of period

$

Paid-in capital:
Balance, beginning of period
Issuance of common stock
Issuance of common stock for the purchase of Chaparral Energy, Inc. common stock
Exchange of 36,651,658, 12,251,870 and 18,703,069 shares of common stock for preferred stock
Equity-based compensation
Adoption of SFAS 123(R)
Offering expenses
Exercise of stock options
Release of 0, 6,500,000 and 0 shares from treasury stock upon exercise of stock options
Tax benefit from exercise of stock options and restricted stock
Preferred stock conversion/exchange expenses
Balance, end of period

$5,873
—
—
998
129
—
—
15
—
20
(3)
$7,032

$3,803
1,799
40
193
100
(89)
(58)
73
(75)
88
(1)
$5,873

$2,440
1,024
—
294
82
—
(77)
22
—
18
—
$3,803

Retained earnings (deficit):
Balance, beginning of period
Net income
Dividends on common stock
Dividends on preferred stock
Adoption of FIN 48
Balance, end of period

$2,913
1,451
(121)
(89)
(4)
$4,150

$1,101
2,003
(96)
(95)
—
$2,913

$263
948
(65)
(46)
—
$1,100

Accumulated other comprehensive income (loss):
Balance, beginning of period
Hedging activity
Marketable securities activity
Balance, end of period

$ 528
(520)
(19)
$ (11)

$ (195)
809
(86)
$ 528

$

20
(266)
51
$ (195)

$

$ (89)
—
—
89
$ —

$ (32)
(80)
23
—
$ (89)

Unearned compensation:
Balance, beginning of period
Restricted stock granted
Amortization of unearned compensation
Adoption of SFAS 123(R)
Balance, end of period

$

5
—
—
—
—
—
5

—
—
—
—
—

$

4
1
—
—
—
—
5

$

3
1
—
—
—
—
4

(continued)
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($ in millions)
Treasury stock—common:
Balance, beginning of period
Purchase of 0, 2,707,471 and 257,220 shares of treasury stock
Release of 0, 6,500,000 and 0 shares upon exercise of stock options
Release of 666,186, 361,280 and 8,525 shares for company benefit plans
Balance, end of period

2007

$

Total stockholders’ equity

$12,130

$

(26)
—
—
20
(6)

2006

2005

(26)
(86)
75
11
(26)

$ (22)
(4)
—
—
$ (26)

$11,251

$6,174

$

$

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
9 (In Part): Stockholders’ Equity, Restricted Stock
and Stock Options
The following is a summary of the changes in our common
shares outstanding for 2007, 2006 and 2005:
(In thousands)
Shares issued at January 1
Stock option and warrant exercises
Restricted stock issuances (net of forfeitures)
Preferred stock conversions/exchanges
Common stock issuances for cash
Common stock issued for the purchase of Chaparral Energy, Inc.
common stock
Shares issued at December 31

2007
458,601
2,127
14,268
36,652
—

2006
375,511
6,969
3,743
12,252
58,750

2005
316,941
3,996
3,671
18,703
32,200

—
511,648

1,376
458,601

—
375,511

The following is a summary of the changes in our preferred
shares outstanding for 2007, 2006 and 2005:

(In thousands)
Shares outstanding at January 1, 2007
Preferred stock issuances
Conversion/exchange of preferred for
common stock
Shares outstanding at December 31, 2007
Shares outstanding at January 1, 2006
Preferred stock issuances
Conversion/exchange of preferred for
common stock
Shares outstanding at December 31, 2006
Shares outstanding at January 1, 2005
Preferred stock issuances
Conversion/exchange of preferred for
common stock
Shares outstanding at December 31, 2005

ATT-SEC 5.41

6.00%
—
—

5.00%
(2003)
—
—

4.125%
3
—

5.00%
(2005)
4,600
—

4.50%
3,450
—

5.00%
(2005B)
5,750
—

6.25%
2,300
—

—
—
99
—

—
—
1,026
—

—
3
89
—

(4,595)
5
4,600
—

—
3,450
3,450
—

—
5,750
5,750
—

(2,156)
144
—
2,300

(99)
—
103
—

(1,026)
—
1,725
—

(86)
3
313
—

—
4,600
—
4,600

—
3,450
—
3,450

—
5,750
—
5,750

—
2,300
—
—

(4)
99

(699)
1,026

(224)
89

—
4,600

—
3,450

—
5,750

—
—

P1: ICD
ACPA050-05-P02

AICPA

AICPA-xml-v1.cls

October 29, 2008

15:23

507

Section 5: Stockholders’ Equity

In 2007, shares of our preferred stock were exchanged for or
converted into common stock as follows:
• 3 shares of 4.125% cumulative convertible preferred
stock were converted 180 shares of common stock pursuant to conversion rights;
• 59,120 shares of 5.0% (Series 2005) cumulative convertible preferred stock were exchanged for 244,420
shares of common stock in a privately negotiated exchange transaction;
• 4,535,880 shares of 5.0% (Series 2005) cumulative convertible preferred stock were exchanged for 19,038,891
shares of common stock pursuant to our tender offer
for the shares;
• 48 shares of 6.25% mandatory convertible preferred
stock were converted into 344 shares of common stock
pursuant to the holder’s conversion rights; and
• 2,156,184 shares of 6.25% mandatory convertible preferred stock were exchanged for 17,367,823 shares
of common stock pursuant to our tender offer for the
shares.
In 2006, shares of our preferred stock were exchanged for or
converted into common stock as follows:
• 221,898 shares of 5.0% (Series 2003) cumulative convertible preferred stock were exchanged for or converted into 1,375,670 shares of common stock in privately negotiated exchange transactions or pursuant to
conversion rights;

Preferred Stock Series
6.25% Mandatory Convertible(a)
5.00% (Series 2005) Cumulative
Convertible
4.50% Cumulative Convertible
5.00% (Series 2005B)
Cumulative Convertible
4.125% Cumulative Convertible
(a)
(b)
(c)

• 804,048 shares of 5.0% (Series 2003) cumulative convertible preferred stock were exchanged for 4,972,786
shares of common stock pursuant to our tender offer
for the shares;
• 2,750 shares of 4.125% cumulative convertible preferred stock were exchanged for 172,594 shares
of common stock in privately negotiated exchange
transactions;
• 83,245 shares of 4.125% cumulative convertible preferred stock were exchanged for 5,248,126 shares of
common stock pursuant to our tender offer for the
shares; and
• the remaining 99,310 shares of 6.0% cumulative convertible preferred stock were exchanged for or converted into 482,694 shares of common stock in privately
negotiated exchange transactions or pursuant to conversion rights.
In 2005, shares of our preferred stock were exchanged for or
converted into common stock as follows:
• 3,800 shares of 6.00% cumulative convertible preferred
stock were converted into 18,468 shares of common
stock;
• 699,054 shares of 5.00% (Series 2003) cumulative convertible preferred stock were exchanged into 4,362,720
shares of common stock; and
• 224,190 shares of 4.125% cumulative convertible preferred stock were exchanged into 14,321,881 shares of
common stock.
Dividends on our outstanding preferred stock are payable
quarterly in cash or, with respect to our 6.25% mandatory
convertible preferred stock and our 4.50% cumulative convertible preferred stock, we may pay dividends in cash, common stock or a combination thereof. Following is a summary of our preferred stock, including the primary conversion
terms as of December 31, 2007:

Conversion
Price

Company’s
Conversion Right
From

Company’s
Market
Conversion
Trigger

7.1725

$34.8551

Any time

$52.2827(b)

Any time

3.8864

$25.7308

April 15, 2010

$33.4503(c)

$ 100

Any time

2.2640

$44.1690

September 15, 2010

$57.4197(c)

$ 100

Any time
Market price
>$ 21.62

2.5599

$39.0645

November 15, 2010

$50.7839(c)

60.1374

$16.6286

March 15, 2009

$21.6200(c)

Issue Date

Liquidation
Preference
per Share

Holder’s
Conversion
Right

Conversion
Rate

June/July
2006

$ 250

Any time

$ 100

April 2005
September
2005
November
2005
March/April
2004

$1,000

Each share converts automatically on June 15, 2009 into 7.1725 to 8.6071 shares of common stock, depending on the common stock
market price at the time.
Convertible at initial conversion rate plus cash equal to present value of future dividends to June 15, 2009.
Convertible at the company’s option if the company’s common stock equals or exceeds the trigger price for a specified time period.
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5.42

THE MOSAIC COMPANY (MAY)
Shares

(In millions, except per share data)
Balance as of May 31, 2004
Net earnings
Foreign currency translation
adjustment, net of tax of $ 11.0
million
Minimum pension liability adjustment,
net of tax of $ 0.1 million
Comprehensive income for 2005
Issuance of stock for Combination
(par value $0.01 per share)
Stock option exercises and
amortization of stock based
compensation
Contributions from Cargill, Inc.
Dividends paid to Cargill, Inc.
Dividends on preferred shares
($0.9375 per share)
Balance as of May 31, 2005
Net loss
Foreign currency translation
adjustment, net of zero tax
Minimum pension liability adjustment,
net of tax of $ 2.6 million
Comprehensive income for 2006
Issuance of stock (par value $0.01
per share)
Stock option exercises and
amortization of stock based
compensation
Contributions from Cargill, Inc.
Dividends on preferred shares
($0.9375 per share)
Balance as of May 31, 2006
Net earnings
Foreign currency translation
adjustment, net of tax of $15.0
million
Minimum pension liability adjustment,
net of tax of $ 0.2 million
Comprehensive income for 2007
Conversion of preferred stock and
class B common stock
Stock option exercises
Amortization of stock based
compensation
Adjustment to initially apply FASB
Statement 158, net of tax of $7.1
million
Contributions from Cargill, Inc.
Balance as of May 31, 2007

ATT-SEC 5.42

Dollars

Retained
Earnings
$ 956.1

Accumulated
Other
Comprehensive
Income (Loss)
$(113.7)

Total
Stockholders’
Equity
$ 842.4

Preferred
Stock
—

Class B
Stock
—

Common
Stock
—

Common
Stock
$—

Capital in
Excess of
Par Value
$
—

—

—

—

—

—

165.6

—

165.6

—

—

—

—

—

—

41.9

41.9

—

—

—

—

—

—

(0.2)

(0.2)
207.3

2.8

—

126.3

1.3

1,677.7

—

—

1,679.0

—
—
—

—
5.5
—

2.5
250.6
—

—
2.6
—

26.0
467.6
(5.1)

—
—
—

—
—
—

26.0
470.2
(5.1)

—
2.8

—
5.5

—
379.4

—
$3.9

—
$2,166.2

(6.3)
$1,115.4

—
$ (72.0)

(6.3)
$3,213.5

—

—

—

—

—

(121.4)

—

(121.4)

—

—

—

—

—

—

376.5

376.5

—

—

—

—

—

—

(5.3)

(5.3)
249.8

—

—

2.9

—

38.1

—

—

38.1

—
—

—
—

2.1
—

—
—

37.0
3.5

—
—

—
—

37.0
3.5

—
2.8

—
5.5

—
384.4

—
$3.9

—
$2,244.8

(11.1)
$ 982.9

—
$ 299.2

(11.1)
$3,530.8

—

—

—

—

—

419.7

—

419.7

—

—

—

—

—

—

143.6

143.6

—

—

—

—

—

—

0.4

0.4
563.7

(2.8)
—

(5.5)
—

52.9
3.5

0.5
—

(0.5)
48.0

—
—

—
—

—
48.0

—

—

—

—

23.4

—

—

23.4

—
—
—

—
—
—

—
—
440.8

—
—
$4.4

—
2.3
$2,318.0

—
—
$1,402.6

15.7
—
$ 458.9

15.7
2.3
$4,183.9
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21 (In Part): Stockholders’ Equity
On July 1, 2006, the outstanding 2,750,000 7.50% Mandatory Convertible Preferred Shares automatically converted to
17,721,000 shares of our common stock. On July 1, 2006,
the outstanding 5,458,955 shares of Class B Common Stock
held by Cargill automatically converted to 35,177,450 shares
of our common stock.

Compensation Recognized
5.43

CAMERON INTERNATIONAL CORPORATION (DEC)

(Dollars in thousands)
Balance—December 31, 2004
Net income
Foreign currency translation
Change in fair value of derivatives accounted for as
cash flow hedges, net of $3,873 in taxes
Other comprehensive income from derivative
transactions recognized in current year earnings,
net of $18 in taxes
Comprehensive income
Non-cash stock compensation expense
Purchase of treasury stock
Common and treasury stock issued under stock
option and other employee benefit plans
Tax benefit of employee stock compensation plan
transactions
Stock split
Balance—December 31, 2005
Net income
Foreign currency translation
Change in fair value of derivatives accounted for as
cash flow hedges, net of $6,222 in taxes
Other comprehensive income from derivative
transactions recognized in current year earnings,
net of $116 in taxes
Minimum pension liability, net
Comprehensive income
Adjustment to initially apply FASB Statement
No. 158, net of $44,382 in taxes
Non-cash stock compensation expense
Purchase of treasury stock
Common and treasury stock issued under stock
option and other employee benefit plans
Tax benefit of employee stock compensation plan
transactions
Other
Balance—December 31, 2006

Common
Stock
$ 549

Capital in
Excess of
Par Value
$ 948,740

Retained
Earnings
$272,012

Accumulated
Other
Elements of
Comprehensive
Income
$ 94,974

Treasury
Stock
$ (88,028)

171,130
(49,110)

171,130
(49,110)

(8,441)

(8,441)

41

(9,395)

41
113,620
2,790
(9,395)

97,423

221,684

—

37,817
—
$1,594,763

2,790
31

124,230

576
$1,156

37,817
(576)
$1,113,001

$443,142

Total
$1,228,247

$ 37,464

$

317,816
57,130

317,816
57,130

13,468

13,468

(251)
(337)

(251)
(337)
387,826

(91,148)
(282,191)

(91,148)
25,568
(282,191)

25,568
6

(28,804)

103,777

74,979

$1,162

23,284
7,716
$1,140,765

642
$(177,772)

23,284
8,358
$1,741,439

$760,958

$ 16,326

(continued)
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(Dollars in thousands)
Balance—December 31, 2006
Net income
Foreign currency translation
Change in fair value of derivatives accounted for as
cash flow hedges, net of $2,803 in taxes
Other comprehensive income from derivative
transactions recognized in current year earnings,
net of $2,225 in taxes
Pension settlement loss, net of $14,422 in taxes
Pension curtailment gain, net of $757 in taxes
Actuarial loss, net of amortization
Comprehensive income
Adjustment to initially apply FIN 48
Non-cash stock compensation expense
Purchase of treasury stock
Common and treasury stock issued under stock
option and other employee benefit plans
Tax benefit of employee stock compensation
plan transactions
Stock split
Balance—December 31, 2007

11:47

Accounting Trends & Techniques

Common
Stock
$1,162

Retained
Earnings
$ 760,958

Treasury
Stock
$(177,772)

500,860

(2,000)
31,383

1,162
$2,324

Note 1: Summary of Major Accounting Policies
Stock-Based Compensation
At December 31, 2007, the Company had four stock-based
employee compensation plans, which are described in further detail in Note 8 of the Notes to Consolidated Financial Statements. Prior to January 1, 2006, the Company
measured compensation expense for its stock-based compensation plans using the intrinsic value method. Effective
January 1, 2006, compensation expense for the Company’s
stock-based compensation plans is now measured using the
fair value method required by Statement of Financial Accounting Standards No. 123 (revised 2004), Share-Based
Payment (SFAS 123(R)). Under SFAS 123(R), the fair value
of stock option grants and restricted stock unit awards is
amortized to expense using the straight-line method over
the shorter of the vesting period or the remaining employee
service period.
Note 8 (In Part): Stock-Based Compensation Plans
The Company has grants outstanding under four equity compensation plans, only one of which, the 2005 Equity Incentive
Plan (2005 EQIP), is currently available for future grants of equity compensation awards to employees and non-employee
directors. The other three plans, which continue to have options outstanding at December 31, 2007, are the Company’s
Long-Term Incentive Plan, as Amended and Restated as of
November 2002, the Broadbased 2000 Incentive Plan and
the Second Amended and Restated 1995 Stock Option Plan
for Non-Employee Directors. Prior to January 1, 2006, the
Company accounted for those plans under the recognition
and measurement provisions of APB Opinion No. 25, Accounting for Stock-Based Compensation. Accordingly, no

32,239
(1,162)
$1,160,814

500,860
59,686

5,011

5,011

(4,583)
23,282
(1,222)
2,504

(341,423)

(4,583)
23,282
(1,222)
2,504
585,538
(6,996)
31,383
(341,423)

93,195

52,784

$(426,000)

32,239
—
$2,094,964

(4,996)

$1,256,822

Total
$1,741,439

59,686

(40,411)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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Capital in
Excess of
Par Value
$1,140,765

Accumulated
Other
Elements of
Comprehensive
Income
$ 16,326

$101,004

stock-based employee compensation cost was recognized
in the Consolidated Results of Operations statements, except with respect to the amortization of the intrinsic value of
restricted stock unit grants totaling $2,790,000 for the year
ended December 31, 2005. Options granted under the Company’s four equity compensation plans had an exercise price
equal to the market value of the underlying common stock
on the date of grant and all terms were fixed. Effective January 1, 2006, the Company adopted the fair value recognition
provisions of SFAS 123(R), using the modified-prospectivetransition method. Under that transition method, compensation cost recognized for the years ended December 31,
2007 and 2006 included: (a) compensation cost related to all
share-based payments granted prior to, but not yet vested
as of January 1, 2006, based on the grant date fair value estimated in accordance with the original provisions of Financial
Accounting Standards Board Statement 123, Accounting for
Stock-Based Compensation (SFAS 123), and (b) compensation cost related to all share-based payments granted subsequent to January 1, 2006, based on the grant-date fair value
estimated in accordance with the provisions of SFAS 123(R).
Stock-based compensation expense recognized under the
provisions of SFAS 123(R) was as follows:
(Dollars in thousands)
Outstanding restricted and deferred stock
unit grants
Unvested outstanding stock options grants
Total stock-based compensation expense

2007

2006

$15,610
15,773
$31,383

$ 9,974
15,594
$25,568
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5.44

MARTIN MARIETTA MATERIALS, INC. (DEC)

(In thousands)
Balance at December 31, 2004
Net earnings
Minimum pension liability, net of tax benefit
of $4,157
Comprehensive earnings
Dividends declared
Issuances of common stock for stock award plans
Repurchases of common stock
Balance at December 31, 2005
Write off of capitalized stripping costs, net of tax
Reclassification of stock-based compensation
liabilities to share-holders’ equity for
FAS 123(R) adoption
Net earnings
Minimum pension liability, net of tax benefit
of $1,013
Foreign currency translation gain
Change in fair value of forward starting interest
rate swap agreements, net of tax benefit
of $772
Comprehensive earnings
Reclassifications of unrecognized actuarial
losses, prior service costs and transition assets
for FAS 158 adoption, net of tax benefit
of $13,359
Dividends declared
Issuances of common stock for stock award plans
Repurchases of common stock
Stock-based compensation expense
Balance at December 31, 2006
Increase in reserves for uncertain tax positions
for FIN 48 adoption
Net earnings
Amortization of unrecognized actuarial losses,
prior service costs and transition assets related
to pension and post-retirement benefits, net of
tax benefit of $1,085 and minority interest
of $82
Foreign currency translation gain
Change in fair value of forward starting interest
rate swap agreements, net of tax benefit
of $2,106
Comprehensive earnings
Dividends declared
Issuances of common stock for stock award plans
Repurchases of common stock(1)
Stock-based compensation expense
Balance at December 31, 2007
(1)
(2)

Common
Stock
$472

Additional
Paid-In
Capital(2)
$ 366,626

Accumulated
Other
Comprehensive
Earnings (Loss)
$ (8,970)

Retained
Earnings
$ 795,299

Total
Shareholders’
Equity
$1,153,427

—

—

—

—

192,666

192,666

—

—

—

(6,355)

—

—
1,079
(2,658)
45,727

—
11
(26)
$457

—
49,459
(175,544)
$ 240,541

—
—
—
$(15,325)

(39,953)
—
—
$ 948,012

(6,355)
186,311
(39,953)
49,470
(175,570)
$1,173,685

—

—

—

—

(4,929)

(4,929)

—
—

—
—

12,339
—

—
—

—
245,422

12,339
245,422

—
—

—
—

—
—

(1,548)
2,419

—
—

(1,548)
2,419

—

—

—

(1,179)

—

(1,179)
245,114

—
—
998
(1,874)
—
44,851

—
—
10
(19)
—
$448

—
—
54,042
(172,869)
13,438
$ 147,491

(20,418)
—
—
—
—
$(36,051)

—
(46,421)
—
—
—
$1,142,084

(20,418)
(46,421)
54,052
(172,888)
13,438
$1,253,972

—
—

—
—

—
—

—
—

(1,407)
262,749

(1,407)
262,749

—
—

—
—

—
—

(1,592)
3,831

—
—

(1,592)
3,831

—

—

—

(3,220)

—

—
656
(4,189)
—
41,318

—
6
(42)
—
$412

—
40,756
(156,979)
19,687
$ 50,955

—
—
—
—
$(37,032)

(53,610)
—
(418,160)
—
$ 931,656

(3,220)
261,768
(53,610)
40,762
(575,181)
19,687
$ 945,991

Shares of
Common
Stock
47,306

Repurchases of common stock in excess of the value of additional paid-in capital were recorded against retained earnings.
Additional paid-in capital at December 31, 2007 represents the pool of excess tax benefits.
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NOTES TO FINANCIAL STATEMENTS
Note A (In Part): Accounting Policies
Stock-Based Compensation
The Corporation has stock-based compensation plans for
employees and directors. Effective January 1, 2006, the Corporation adopted Statement of Financial Accounting Standards No. 123 (revised 2004), Share-Based Payment (“FAS
123(R)”) to account for these plans. FAS 123(R) requires
all forms of share-based payments to employees, including
stock options, to be recognized as compensation expense.
The compensation expense is the fair value of the awards
at the measurement date. Further, FAS 123(R) requires com-

(000s)
Stock-based compensation expense
recognized for years ended
December 31:
2007
2006
2005
Unrecognized compensation cost
at December 31, 2007:
Weighted-average period over which
unrecognized compensation
cost to be recognized:

pensation cost to be recognized over the requisite service
period for all awards granted subsequent to adoption. As
required by FAS 123(R), the Corporation continues to recognize compensation cost over the explicit vesting period for
all unvested awards as of January 1, 2006, with acceleration for any remaining unrecognized compensation cost if an
employee retires prior to the end of the vesting period.
Note K (In Part): Stock-Based Compensation
The following table summarizes stock-based compensation
expense for the years ended December 31, 2007, 2006
and 2005, unrecognized compensation cost for non-vested
awards at December 31, 2007 and the weighted-average
period over which unrecognized compensation cost is expected to be recognized:

Stock
Options

Restricted
Stock Awards

Incentive
Compensation
Awards

Directors’
Awards

Total

$7,740
5,897
255

$10,897
6,410
2,505

$493
474
314

$557
657
628

$19,687
13,438
3,702

$5,485

$15,541

$329

$ —

$21,355

2.1 years

2.6 years

1.6 years

—

The following presents expected stock-based compensation expense in future periods for outstanding awards as of
December 31, 2007:
(000s)
2008
2009
2010
2011
Total

$10,157
6,801
3,344
1,053
$21,355

Stock-based compensation expense is included in selling,
general and administrative expenses on the Corporation’s
consolidated statements of earnings.
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Stock Compensation Tax Benefit
5.45

EXPRESS SCRIPTS, INC. (DEC)
Amount

(In millions)
Balance at December 31, 2004
Comprehensive income:
Net income
Other comprehensive income
Foreign currency translation
adjustment
Comprehensive income
Stock split in form of dividend
Treasury stock acquired
Common stock issued under
employee plans, net of
forfeitures and stock redeemed
for taxes
Amortization of unearned
compensation under
employee plans
Exercise of stock options
Tax benefit relating to employee
stock compensation
Balance at December 31, 2005
Comprehensive income:
Net income
Other comprehensive income
Foreign currency translation
adjustment
Realized and unrealized gain on
available for sale securities; net
of taxes
Comprehensive income
Reclassification of unearned
compensation upon adoption
of FAS 123R
Treasury stock acquired
Common stock issued under
employee plans, net of
forfeitures and stock redeemed
for taxes
Amortization of unearned
compensation under
employee plans
Exercise of stock options
Tax benefit relating to employee
stock compensation
Balance at December 31, 2006

Unearned
Compensation
Under
Employee
Compensation
Plans
$(18.2)

Accumulated
Other
Comprehensive
Income
$ 8.2

Retained
Earnings
$1,142.8

Treasury
Stock
$ (404.8)

Total
$1,196.2

Number of
Shares
Common
Stock
79.8

Common
Stock
$0.8

Additional
Paid-In
Capital
$467.4

—

—

—

—

—

400.1

—

400.1

—
—
79.7
—

—
—
0.8
—

—
—
(0.8)
—

—
—
—
—

1.6
1.6
—
—

—
400.1
—
—

—
—
—
(220.4)

1.6
401.7
—
(220.4)

—

—

(3.4)

0.9

—

—

0.9

(1.6)

—
—

—
—

—
(25.3)

11.5
—

—
—

—
—

—
67.1

11.5
41.8

—
159.5

—
$1.6

35.6
$473.5

—
$ (5.8)

—
$ 9.8

—
$1,542.9

—
$ (557.2)

35.6
$1,464.8

—

—

—

—

—

474.4

—

474.4

—

—

—

—

0.1

—

—

0.1

—
—

—
—

—
—

—
—

2.0
2.1

—
474.4

—
—

2.0
476.5

—
—

—
—

(5.8)
—

5.8
—

—
—

—
—

—
(906.8)

—
(906.8)

(0.1)

—

(7.5)

—

—

—

5.6

(1.9)

—
—

—
—

27.6
(22.9)

—
—

—
—

—
—

—
57.2

27.6
34.3

—
159.4

—
$1.6

30.4
$495.3

—
—

—
$11.9

—
$2,017.3

—
$(1,401.2)

30.4
$1,124.9

$
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Amount

(In millions)
Balance at December 31, 2006
Comprehensive income:
Net income
Other comprehensive income
Foreign currency translation
adjustment
Realized and unrealized gain on
available for sale securities; net
of taxes
Comprehensive income
Stock split in form of dividend
Treasury stock acquired
Common stock issued under
employee plans, net of
forfeitures and stock
redeemed for taxes
Amortization of unearned
compensation under
employee plans
Exercise of stock options
Tax benefit relating to employee
stock compensation
Cumulative effect of adoption
of FIN 48
Balance at December 31, 2007

Accumulated
Other
Comprehensive
Income
$11.9

Retained
Earnings
$2,017.3

Treasury
Stock
$(1,401.2)

Total
$1,124.9

Number
of Shares
Common
Stock
159.4

Common
Stock
$1.6

Additional
Paid-In
Capital
$495.3

—

—

—

—

—

567.8

—

567.8

—

—

—

—

11.0

—

—

11.0

—
—
159.4
—

—
—
1.6
—

—
—
(1.6)
—

—
—
—
—

(2.0)
9.0
—
—

—
567.8
—
—

—
—
—
(1,140.3)

(2.0)
576.8
—
(1,140.3)

0.1

—

1.5

—

—

—

3.1

4.6

—
—

—
—

31.6
(11.7)

—
—

—
—

—
—

—
61.3

31.6
49.6

—

—

49.4

—

—

—

—

49.4

—
318.9

—
$3.2

—
$564.5

—
$—

—
$20.9

(0.2)
$2,584.9

—
$(2,477.1)

(0.2)
$696.4

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Employee Stock-Based Compensation (In Part)
On January 1, 2006, we adopted FAS 123R, “Share-Based
Payment”, which replaces FAS 123, “Accounting for StockBased Compensation,” and supersedes Accounting Principles Board No. (“APB”) 25, “Accounting for Stock Issued
to Employees.” We adopted FAS 123R using the modified
prospective method. Under this method of adoption, prior
periods are not restated. For awards granted prior to the
adoption of FAS 123R, compensation cost is recognized for
the unvested portion of outstanding awards based on the
grant-date fair value calculated under FAS 123 for pro forma
disclosures. We elected to use the short-cut method for determining the historical pool of windfall tax benefits.
11 (In Part): Employee Benefit Plans and Stock-Based
Compensation Plans
Stock-Based Compensation Plans (In Part)
As a result of the adoption of FAS 123R, we now classify
the excess tax benefit from the exercise of stock options as
a financing cash inflow. For the year ended December 31,
2007, the tax benefit related to employee stock compensation was $49.4 million. Prior to the adoption of FAS 123R, the
tax benefit from the exercise of stock options was classified
as an inflow from operating activities and under the modified
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Unearned
Compensation
Under
Employee
Compensation
Plans
$—

prospective method, prior periods are not restated to reflect
the adoption of FAS 123R.

•

•

•

•

•

•

A summary of the status of restricted stock and performance
shares as of December 31, 2007, and changes during the
year ended December 31, 2007 is presented below.
2007

(Share data in millions)
Outstanding at beginning of year
Granted
Released
Forfeited/cancelled
Outstanding at end of period

Shares
0.5
0.3
(0.2)
(0.1)
0.5

WeightedAverage Grant
Date Fair Value
$28.54
40.75
22.05
30.76
38.13

At December 31, 2007, the weighted-average remaining contractual lives of stock options outstanding and stock options
exercisable were 4.3 years and 3.1 years, respectively, and
the aggregate intrinsic value (the amount by which the market value of the underlying stock exceeds the exercise price
of the option) of shares outstanding and shares exercisable
was $383.2 million and $234.8 million, respectively. Cash proceeds, tax benefits, fair value of vested shares and intrinsic
value related to total stock options exercised and restricted
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shares vested during the years ended December 31, 2007,
2006 and 2005 are provided in the following table:
(In millions, except per share data)
Proceeds from stock options exercised
Tax benefit related to employee stock
compensation
Fair value of vested restricted shares
Intrinsic value of stock options exercised
Weighted average fair value of options
granted during the year

2007
$ 49.7

2006
$34.3

2005
$41.8

49.4
9.3
140.1

30.4
23.1
97.3

35.6
27.1
81.7

$ 12.83

$14.23

$7.56

Warrants Sold
5.46

NEWMONT MINING CORPORATION (DEC)

(In millions)
Balance at December 31, 2004
Net income
Other comprehensive income
Common stock dividends
Stock based compensation
Shares issued in exchange for
exchangeable shares
Balance at December 31, 2005
Net income
Other comprehensive income
Common stock dividends
Adoption of EITF 04-06
Adoption of FAS 158
Stock based compensation and
related share issuances
Shares issued in exchange for
exchangeable shares
Balance at December 31, 2006
Net loss
Other comprehensive income
Common stock dividends
Adoption of FIN 48
Stock based compensation and
related share issuances
Shares issued in exchange for
exchangeable shares
Warrants issued (Note 20)
Call options purchased (net of $128
deferred tax assets)
Balance at December 31, 2007

AICPA Accounting Trends & Techniques

Common Stock
Shares
Amount
446
$656

Additional
Paid-In
Capital
$6,524

Retained
Earnings
(Deficit)
$611

Accumulated
Other
Comprehensive
Income
$147

Total
Stockholders’
Equity
$7,938

—
—
—
2

—
—
—
3

—
—
—
61

322
—
(179)
—

—
231
—
—

322
231
(179)
64

—
448

7
$666

(7)
$6,578

—
$754

—
$378

—
$8,376

—
—
—
—
—

—
—
—
—
—

—
—
—
—
—

791
—
(180)
(81)
—

—
322
—
—
(27)

791
322
(180)
(81)
(27)

3

5

131

—

—

136

—
451

6
$677

(6)
$6,703

—
$1,284

—
$673

—
$9,337

—
—
—
—

—
—
—
—

—
—
(90)
—

(1,886)
—
(91)
(108)

—
284
—
—

(1,886)
284
(181)
(108)

2

4

88

—

—

92

—
—

15
—

(15)
248

—
—

—
—

—
248

—
453

—
$696

(238)
$6,696

—
$(801)

—
$957

(238)
$7,548
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in millions, except per share amounts)
Note 20 (In Part): Debt

Sale-leaseback of refractory ore treatment plant
57/8 % notes, net of discount
85/8 % debentures, net of discount
2014 convertible senior notes
2017 convertible senior notes
Newmont Australia 75/8 % guaranteed notes, net of premium
PTNNT project financing facility
PTNNT shareholder loan
Yanacocha credit facility
Yanacocha bonds
Project financings, capital leases and other

Current
$ 22
—
—
—
—
119
87
—
14
—
13
$255

2007
Non-Current
$ 212
597
218
575
575
—
306
—
76
100
24
$2,683

Current
$ 21
—
—
—
—
—
87
36
10
—
5
$159

2006
Non-Current
$ 235
597
217
—
—
120
393
—
90
100
—
$1,752

2014 and 2017 Convertible Senior Notes (In Part)
During July 2007, the Company completed a private offering
of $1,150 convertible senior notes due 2014 and 2017, each
in the amount of $575. The 2014 notes, maturing on July 15,
2014, will pay interest semi-annually at a rate of 1.25% per
annum, and the 2017 notes, maturing on July 15, 2017, will
pay interest semi-annually at a rate of 1.625% per annum.
The notes are convertible, at the holder’s option, equivalent
to a conversion price of $46.21 per share of common stock.
Upon conversion, the principle amount and all accrued interest will be repaid in cash and any conversion premium will
be settled in shares of our common stock or, at our election,
cash or any combination of cash and shares of our common
stock. The Company does not have an option to redeem the
notes prior to their applicable stated maturity date. The net
proceeds from the offering, after expenses, were approximately $1,126.
In connection with the convertible senior notes offering,
the Company entered into convertible note hedge transactions and warrant transactions (“Call Spread Transactions”). These transactions included the purchase of call options and the sale of warrants. The purchased call options
cover, in the aggregate and subject to customary anti-dilution
adjustments, 24,887,956 shares of the Company’s common
stock, par value $1.60 per share. The Company sold warrants
to purchase, in the aggregate and subject to customary antidilution adjustments, 24,887,956 shares of common stock
at a price of $60.27 per share. In most cases, the warrants
may not be exercised prior to the maturity of the notes. As a
result of the call option and warrant transactions, the conversion price of $46.21 was effectively increased to $60.27. The
aggregate cost to the Company of the purchased call options
was $366, partially offset by $248 that the Company received
from the sale of the warrants. The Company has analyzed the
Call Spread Transactions under EITF Issue No. 00-19, “Accounting for Derivative Financial Instruments Indexed to, and
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Potentially Settled in, a Company’s Own Stock,” and other
relevant literature, and determined that they meet the criteria
for classification as equity transactions. As a result, the Company recorded the purchase of the call options as a reduction
in paid-in capital and the proceeds of the warrants as an addition to paid-in capital, and the Company will not recognize
subsequent changes in fair value of the agreements.
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Treasury Stock Purchased
5.47

YAHOO! INC. (DEC)
(In thousands)
Common stock
Balance, beginning of year
Common stock issued
Balance, end of year

$

Additional paid-in capital
Balance, beginning of year
Common stock and stock-based awards issued and assumed
Stock-based compensation expense
Adoption of SFAS 123R
Change in deferred income tax asset valuation allowance
Gain in connection with business contribution
Tax benefits from stock-based awards
Structured stock repurchases, net
Other
Balance, end of year

$5,682,884
1,010,012
—
—
(423,147)
—
759,530
(611,421)
—
$6,417,858

$ 6,417,858
318,160
451,467
(235,394)
236,044
29,944
626,009
767,295
4,532
$ 8,615,915

$ 8,615,915
661,516
593,451
—
—
—
76,138
—
(10,010)
$ 9,937,010

Deferred stock-based compensation
Balance, beginning of year
Common stock and stock-based awards issued and assumed
Stock-based compensation expense
Adoption of SFAS 123R
Balance, end of year

$ (28,541)
(259,324)
52,471
—
$ (235,394)

$ (235,394)
—
—
235,394
$
—

$

$

Treasury stock
Balance, beginning of year
Repurchases of common stock
Balance, end of year

$ (159,988)
(387,735)
$ (547,723)

$ (547,723)
(2,777,140)
$(3,324,863)

$(3,324,863)
(1,835,909)
$(5,160,772)

Retained earnings
Balance, beginning of year
Net income
Adoption of FIN 48
Balance, end of year

$1,069,939
1,896,230
—
$2,966,169

$ 2,966,169
751,391
—
$ 3,717,560

$ 3,717,560
660,000
46,304
$ 4,423,864

Accumulated other comprehensive income (loss)
Balance, beginning of year
Net change in unrealized gains/losses on available-for-sale securities, net of tax
Foreign currency translation adjustment, net of tax
Balance, end of year

$ 535,736
(491,532)
(80,169)
$ (35,965)

$

(35,965)
38,018
148,452
$ 150,505

$ 150,505
5,074
175,623
$ 331,202

Total stockholders’ equity

$8,566,415

$ 9,160,610

$ 9,532,831

$1,896,230

$ 751,391

$ 660,000

(11,510)

32,961

2,999

(480,022)
(491,532)
(80,169)
(571,701)
$1,324,529

5,057
38,018
148,452
186,470
$ 937,861

2,075
5,074
175,623
180,697
$ 840,697

Comprehensive income
Net income
Other comprehensive (loss) income:
Unrealized gains/(losses) on available-for-sale securities, net of taxes of $7,669,
$(29,914), and $(8,131) for 2005, 2006, and 2007, respectively
Reclassification adjustment for realized (gains)/losses included in net income, net of
taxes of $320,015, $(3,371), and $(1,384) for 2005, 2006, and 2007, respectively
Net change in unrealized gains/(losses) on available-for-sale securities, net of tax
Foreign currency translation adjustment, net of tax
Other comprehensive (loss) income
Comprehensive income

AICPA Accounting Trends & Techniques

2005
$

1,416
54
1,470

2006
$
$

1,470
23
1,493

2007
$
$

1,493
34
1,527

—
—
—
—
—
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 11 (In Part): Stockholders’ Equity
Stock Repurchases
In March 2005, the Company’s Board of Directors authorized the repurchase of up to $3.0 billion of its outstanding
shares of common stock over the next five years, dependent
on market conditions, share price, and other factors. Under
this program, during the year ended December 31, 2005, the
Company repurchased 11.7 million shares of common stock
at an average price of $33.20 per share, for total consideration of $388 million. During the year ended December 31,
2006, the Company repurchased 93.1 million shares of common stock at an average price of $29.84 per share, including
31.6 million shares received upon the maturity of structured
stock repurchase transactions. Total cash consideration for
the stock repurchases in 2006 was $2.8 billion which consisted of $1.8 billion direct stock repurchases, $0.5 billion as
a result of settlements of structured stock repurchase transactions entered into in 2005, and $0.5 billion as a result of
settlements of structured stock repurchase transactions entered into in 2006. Including the $250 million structured stock
transaction settled in October 2006, the Company had substantially completed the $3.0 billion authorized stock repurchase program as of September 30, 2006.
In October 2006, the Company’s Board of Directors authorized a new stock repurchase program allowing it to repurchase up to $3.0 billion of its outstanding shares of common
stock from time to time over the next five years, dependent
on market conditions, share price, and other factors. Repurchases may take place in the open market or in privately negotiated transactions, including derivative transactions, and
may be made under a Rule 10b5-1 plan.
Under this program, in the year ended December 31, 2007,
the Company repurchased 57.9 million shares of common
stock directly at an average price of $27.34 per share. Total cash consideration for the repurchased stock was $1.6
billion.
In addition, upon the vesting of certain restricted stock
awards during the year ended December 31, 2007, 70,000
shares of such vested stock were reacquired by the Company
to satisfy tax withholding obligations. These repurchased
shares were recorded as $2 million of treasury stock and accordingly reduced the number of common shares outstanding by 70,000.
Structured Stock Repurchases
During the year ended December 31, 2006, the Company
had settlements of structured stock repurchase transactions
for a total amount of $0.5 billion which the Company entered
into in 2005 resulting in repurchases of 15.1 million shares at
an average price of $32.88 per share. A structured stock repurchase transaction for the amount of $250 million that the
Company entered into in 2005 was settled in cash resulting
in cash proceeds of $272 million in 2006. The Company also
entered into structured stock repurchase transactions for a
total amount of $0.5 billion in 2006. All of these transactions
were settled in stock during the year ended December 31,
2006 resulting in the repurchase of 16.5 million shares at an
average price of $30.25 per share. During the year ended
December 31, 2007, the Company entered into a $250 million structured stock repurchase transaction. This transaction matured and settled in 2007. The Company received
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8.4 million shares of its common stock at an effective buyback price of $29.80 per share. The structured stock repurchase transactions were recorded in stockholders’ equity on
the consolidated balance sheets.
On a cumulative basis, the Company has repurchased
204.1 million shares, which are recorded as part of treasury stock. Treasury stock is accounted for under the cost
method.
See Note 17—“Subsequent Events” for additional information related to Stock Repurchase Transactions.
Note 17 (In Part): Subsequent Events
Stock Repurchase Transactions
Subsequent to December 31, 2007, the Company repurchased approximately 3.4 million shares of its common stock
under the current stock repurchase program at an average
price of $23.39 per share, for a total of $79 million.
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Restricted Stock
5.48

NASHUA CORPORATION (DEC)

(In thousands, except share data)
Balance, December 31, 2005
Stock options exercised and related
tax benefit
Stock-based compensation
Restricted stock issued
Restricted stock forfeited
Purchase and retirement of treasury shares
Adjustments to initially apply SFAS No. 158,
net of tax
Comprehensive income:
Net income
Minimum pension liability adjustment,
net of tax
Comprehensive income
Balance, December 31, 2006
Stock options exercised and related
tax benefit
Stock-based compensation
Restricted stock issued
Restricted stock forfeited
Purchase and retirement of treasury shares
Purchase and retirement of treasury
shares—tender offer
Other
Comprehensive income:
Net income
Minimum pension liability adjustment,
net of tax
Comprehensive income
Balance, December 31, 2007

Common Stock
Shares
Par Value
6,259,084
$6,259

Additional
Paid-In
Capital
$15,764

Retained
Earnings
$57,860

Accumulated
Other
Comprehensive
Income (Loss)
$(26,149)

Total
$53,734

52,850
—
95,000
(47,327)
(15,429)

52
—
95
(47)
(15)

242
42
(95)
47
(2)

—
—
—
—
(101)

—
—
—
—
—

294
42
—
—
(118)

—

—

—

—

1,082

1,082

—

—

—

3,599

—

3,599

—

—

—

—

10,394

6,344,178

$6,344

$15,998

$61,358

$(14,673)

10,394
13,993
$69,027

85,150
—
148,000
(88,673)
(100,300)

85
—
148
(88)
(100)

596
232
(148)
88
(260)

—
—
—
—
(445)

—
—
—
—
—

(805)

(751,150)
3,431

(751)
3

(2,009)
65

(5,405)
—

—
—

(8,165)
68

—

—

—

4,140

—

4,140

—

—

—

—

(3,670)

5,640,636

$5,641

$14,562

$59,648

$(18,343)

(3,670)
470
$61,508

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

681
232
—

quently, the related amount recognized on the consolidated
statements of operations.

Note 1 (In Part): Summary of Significant Accounting Policies
Stock-Based Compensation (In Part)
At December 31, 2007, we had four stock compensation
plans, which are described more fully in Note 8. Effective
January 1, 2006, we account for stock-based compensation in accordance with the fair value recognition provision
of statement of Financial Accounting Standard No. 123 (revised 2004), Share-Based Payment, or FAS 123R, using the
modified-prospective method. We use the Monte Carlo Simulation, which requires the input of subjective assumptions.
These assumptions include estimating the length of time employees will retain their vested stock options before exercising them, the estimated volatility of our common stock price
over the expected term and the number of options that will
ultimately not complete their vesting requirements. Changes
in the subjective assumptions can materially affect the estimate of fair value stock-based compensation, and conse-

AICPA Accounting Trends & Techniques

Note 8 (In Part): Stock Option and Stock Award Plans
We have four stock compensation plans at December 31,
2007: the 2007 Value Creation Incentive Plan (2007 Plan),
the 2004 Value Creation Incentive Plan (2004 Plan), the 1999
Shareholder Value Plan (1999 Plan) and the 1996 Stock
Incentive Plan (1996 Plan).
On May 4, 2007, our shareholders adopted the 2007 Plan
pursuant to which restricted stock awards may be granted
to certain key executives. The restricted stock will vest only
upon achievement of certain target average closing prices
of our common stock over the 40-consecutive trading day
period which ends on the third anniversary of the date of
grant, such that 33 percent of such shares shall vest if the
40-day average closing price of at least $11.00 but less than
$12.00 is achieved, 66 percent of such shares shall vest if
the 40-day average closing price of at least $12.00 but less
than $13.00 is achieved, and 100 percent of such shares shall
vest if the 40-day average closing price of $13.00 or greater is
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achieved. The restricted shares vest upon a change of control
if the share price at the date of the change of control is equal
to or greater than $11.00. Shares of the restricted stock are
forfeited if the specified closing prices of our common stock
are not met or if certain individual ownership criteria are not
met. Of the 160,000 shares authorized for issuance under the
2007 Plan, 12,000 shares are available to be awarded as of
December 31, 2007.
On May 4, 2004, our shareholders adopted the 2004 Plan
in which restricted stock awards have been granted to certain key executives that will vest upon achievement of certain
target average closing prices of our common stock over the
40-consecutive trading day period which ends on the third
anniversary of the date of grant, or the 40-day average closing price, such that 33 percent of such shares shall vest if the
40-day average closing price of at least $13.00 but less than
$14.00 is achieved, 66 percent of such shares shall vest if
the 40-day average closing price of at least $14.00 but less
than $15.00 is achieved, and 100 percent of such shares shall
vest if the 40-day average closing price of $15.00 or greater is
achieved. The restricted shares vest upon a change in control if the share price at the date of the change of control
exceeds $13.00. Shares of the restricted stock are forfeited
if the specified closing prices of our common stock are not
met. As of December 31, 2007, 136,000 shares have been
forfeited. Of the 150,000 shares authorized for the 2004 Plan,
59,000 shares are outstanding as of December 31, 2007. The
2004 Plan has expired and no further awards can be granted.
Under the 1999 Plan, nonstatutory stock options have
been awarded. Of the 600,000 shares authorized for the 1999
Plan, 18,719 shares are available to be awarded as of December 31, 2007. Stock options under the 1999 Plan generally become exercisable either (a) 50 percent on the first
anniversary of grant and the remainder on the second anniversary of grant, (b) 100 percent at one year from the date of
grant, or (c) otherwise as determined by the Leadership and
Compensation Committee of our Board of Directors. Certain
options may become exercisable immediately under certain
circumstances and events as defined under the plan and option agreements. Nonstatutory and incentive stock options
granted under the 1999 Plan expire 10 years from the date of
grant. Currently, there are no incentive stock options granted
under the 1999 Plan.
Under the 1999 Plan, performance based restricted stock
awards have also been granted. There were 13,431 restricted
stock awards outstanding at December 31, 2007 under this
plan. The shares of restricted stock granted will vest either (i) if
closing prices of our common stock over the 40-consecutive
trading day period which ends on the third anniversary of the
date of grant, such that 33 percent of such shares shall vest
if the 40-day average closing price of at least $13.00 but less
than $14.00 is achieved, 66 percent of such shares shall vest
if the 40-day average closing price of at least $14.00 but less
than $15.00 is achieved, and 100 percent of such shares shall
vest if the 40-day average closing price of $15.00 or greater is
achieved or upon a change in control if the share price at the
date of the change in control exceeds $13.00, or (ii) annually
in three equal installments on the first, second and third anniversary of the date of grant. Shares of the restricted stock
are forfeited if the specified closing prices of our common
stock are not met.
Under the 1996 Plan, both nonstatutory stock options
and restricted stock have been awarded. There were 64,250
shares outstanding at December 31, 2007, all of which are
currently exercisable. Nonstatutory stock options granted
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under the 1996 Plan expire 10 years and one day from the
date of grant. Under this plan, there were 26,000 restricted
stock awards outstanding at December 31, 2007. These restricted stock awards vest upon achievement of certain target average closing prices of our common stock over the
40-consecutive trading day period which ends on the third
anniversary of the date of grant. The 1996 Plan has expired
and no further awards can be granted.
Effective January 1, 2006, we adopted FAS 123R, using
the modified-prospective application method for new awards
and to awards modified, repurchased, or cancelled after the
FAS 123R effective date, January 1, 2006. Additionally, compensation cost for the portion of awards for which the requisite service has not been rendered that are outstanding on
January 1, 2006 is recognized based on the fair value estimated on grant date and as the requisite service is rendered
on or after January 1, 2006.

•

•

•

•

•

•

A summary of the status of our restricted stock plans as of
December 31, 2007 and 2006 and changes during the years
ended on those dates is presented below:

Restricted stock outstanding at beginning
of year
Granted
Forfeited
Restricted stock outstanding at end of year
Weighted average fair value per restricted
share at grant date
Weighted average share price at grant date

2007

2006

183,673
151,431
(88,673)
246,431

136,000
95,000
(47,327)
183,673

$ 5.12
$ 10.54

$
$

2.81
7.06

While we did not grant stock options for the years ended December 31, 2007 and 2006, we did grant shares of restricted
stock. Key assumptions and methods used in estimating the
fair value at the grant date of restricted shares granted are
listed below:

Volatility of share price:
Restricted stock
Dividend yield:
Restricted stock
Interest rate:
Restricted stock
Expected forfeiture
Valuation methodology:
Restricted stock

Grant Year
2007

2006

44.0%

38.5%

—

—

4.6%
9.9%

4.8%
0%

Monte Carlo
Simulation

Monte Carlo
Simulation
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Treasury Stock Issued
5.49

CROWN HOLDINGS, INC. (DEC)

(In millions, except share data)
Balance January 1, 2005

Comprehensive
Income/(Loss)

Net loss
Derivatives qualifying as hedges
Translation adjustments
Translation adjustments—disposition of foreign
investments
Minimum pension liability adjustments, net of
tax of $19
Available for sale securities
Comprehensive loss
Restricted stock awarded: 604,196 common shares
Stock-based compensation
Stock issued—benefit plans: 2,650,136
common shares
Stock repurchased: 2,101,809 common shares
Balance December 31, 2005

$ (354)
(10)
(187)

Net income
Derivatives qualifying as hedges
Translation adjustments
Minimum pension liability adjustments, net
of tax of $2
Minimum pension tax adjustment
Available for sale securities
Comprehensive income
Adoption of FAS 158
Restricted stock awarded: 422,584 common shares
Stock-based compensation
Stock issued—benefit plans: 2,623,184 common
shares
Stock repurchased: 7,046,378 common shares
Balance December 31, 2006

$ 309
2
133

Net income
Derivatives qualifying as hedges
Translation adjustments
Translation adjustments—disposition of foreign
investments
Amortization of net loss and prior service cost
included in net periodic pension and
postretirement cost, net of tax of $19
Net loss and prior service cost adjustments, net of
tax of $62
Available for sale securities
Comprehensive income
Adoption of FIN 48
Restricted stock awarded: 394,221 common shares
Stock-based compensation
Stock issued—benefit plans: 1,646,828 common
shares
Stock repurchased: 4,974,892 common shares
Balance December 31, 2007

$ 528
(7)
25

AICPA Accounting Trends & Techniques

Common
Stock
$929

Paid-In
Capital
$1,699

Accumulated
Deficit
$(1,121)

Accumulated
Other
Comprehensive
Loss
$(1,087)

Treasury
Stock
$(100)

(354)

Total
$ 320

(10)
(187)

(354)
(10)
(187)

(5)

(5)

(5)

76
(6)
$ (486)

76
(6)

76
(6)

$929

(3)
3

3

3
(28)
$1,674

13
(10)
$ (94)

3

$(1,475)

$(1,219)

309

710
(121)
5
$1,038

2
133

309
2
133

710
(121)
5

710
(121)
5

(1,241)

$929

16
(38)
$ (185)

(1,241)

(2)
11

2

5
(99)
$1,589

13
(36)
$(115)

11

$(1,166)

$(1,731)

528

18
(135)
$ (494)

(7)
25

528
(7)
25

6

6

6

47

47

47

18
(4)
$ 613

18
(4)

18
(4)

(16)

$929

(16)

(2)
16

2

6
(93)
$1,516

8
(25)
$(130)

16

$ (654)

$(1,646)

14
(118)
$ 15
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In millions, except share, per share, employee and
statistical data)

the 2004 and 2006 plans, and no shares were available under
the other four plans. The 2004 and 2006 plans expire in April
2009 and 2016, respectively. Shares awarded are generally
issued from the Company’s treasury shares.

A (In Part): Summary of Significant Accounting Policies
Treasury Stock
Treasury stock is reported at par value. The excess of fair
value over par value is first charged to paid-in capital, if any,
and then to retained earnings.

Stock Options (In Part)
A summary of stock option activity follows:
2007

Shares
8,191,170
3,722,000
(1,651,903)
(107,500)
(294,250)
9,859,517

Weighted
Average
Exercise
Price
$13.42
23.47
8.36
23.45
48.09
16.92

9,540,185

$16.70

R (In Part): Stock-Based Compensation
As of December 31, 2007, the Company had six active stockbased incentive compensation plans—the 1990, 1994, 1997,
2001, 2004 and 2006 plans, all of which have been approved
by the Company’s shareholders. The plans provide for the
granting of awards in the form of stock options, deferred
stock, restricted stock or stock appreciation rights (“SARs”)
and may be subject to the achievement of certain performance goals as determined by the Plan Committee designated by the Board of Directors. There have been no issuances of deferred stock or SARs under any of the plans as
of December 31, 2007. As of December 31, 2007, there were
approximately 4.1 million shares available for awards under

Options outstanding at January 1
Granted
Exercised
Forfeited
Expired
Options outstanding at December 31
Options fully vested or expected to vest at
December 31

The following table summarizes outstanding and exercisable
options at December 31, 2007:
Options Outstanding

Range of Exercise Prices
$4.25 to $5.30
$5.49 to $8.38
$ 8.60
$ 8.75
$19.81 to $22.60
$23.45
$23.88 to $53.44

Number
Outstanding
1,031,280
562,187
2,179,400
774,750
875,650
3,568,500
867,750
9,859,517

Weighted Average
Remaining
Contractual Life
3.6
3.1
6.1
5.7
2.3
9.1
1.2
6.0

Outstanding stock options have a contractual term of ten
years, are fixed-price and non-qualified, and vest either semiannually or annually between six months and six years from
the date of grant.
Options outstanding at December 31, 2007 had an aggregate intrinsic value (which is the amount by which the stock
price exceeded the exercise price of the options as of December 31, 2007) of $94. The aggregate intrinsic value of options exercised during the years ended December 31, 2007,
2006 and 2005 was $26, $33 and $29, respectively. Cash received from exercise of stock options during 2007 was $14.
A tax benefit of $2 was realized from stock options exercised
during 2007.
At December 31, 2007, shares that were fully vested or expected to vest had an aggregate intrinsic value of $94 and
a weighted-average remaining contractual term of 5.9 years,
and shares exercisable had an aggregate intrinsic value of
$86 and a weighted-average remaining contractual term of
4.1 years. Also at December 31, 2007, there was $28 of
unrecognized compensation expense related to outstanding
nonvested stock options with a weighted-average recognition period of 5.1 years.

ATT-SEC 5.49

Weighted Average
Exercise Price
$ 4.83
7.46
8.60
8.75
20.49
23.45
31.88
$16.63

Options Exercisable
Number
Weighted Average
Exercisable
Exercise Price
1,031,280
$ 4.83
562,187
7.46
2,179,400
8.60
774,750
8.75
852,900
20.58
0
827,750
35.60
6,228,267
$13.12

Stock options are valued at their grant-date fair value using the Black-Scholes option pricing model. Valuations incorporate several variables, including expected term, expected
volatility, and a risk-free interest rate. The expected term
(which is the timeframe under which an award is exercised
after grant) is derived from historical data about participant
exercise and post-vesting employment termination patterns.
Volatility is the expected fluctuation of the Company’s stock
price in the market and is derived from a combination of historical data about the Company’s stock price and implied
volatilities based on market data. The risk-free interest rate
is the U.S. Treasury yield curve rate in effect at the date of
the grant which has a contractual life similar to the option’s
expected term.
During 2007, the Company granted approximately 3.7 million stock options to employees under its 2006 stock-based
incentive compensation plan. The options have a ten-year
contractual life and vest over six years at 20% per year with
the initial vesting scheduled on the second anniversary of
the grant. The grants were valued using the Black-Scholes
option pricing model.
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The fair value of each stock option on the date of the grant
was estimated using the Black-Scholes option pricing model
with the following weighted average assumptions:
2007
4.7%
6.0
32.2%
0.0%

Risk-free interest rate
Expected life of option (years)
Expected stock price volatility
Expected dividend yield

2005
4.2%
4.0
29.9%
0.0%

The weighted average grant-date fair values for options
granted during 2007 and 2005 were $9.50 and $4.83, respectively. There were no options granted during 2006.
Restricted Stock (In Part)
A summary of restricted stock transactions during the year
ended December 31, 2007 follows:
WeightedAverage
Grant Date
Fair Value
$16.33
22.92
15.00
$18.89

Shares
825,383
394,221
(360,746)
858,858

Beginning outstanding
Awarded
Released
Ending outstanding

Capped Call
5.50

ADVANCED MICRO DEVICES, INC. (DEC)

(In millions)
December 26, 2004

Retained
Earnings
$309

Accumulated
Other
Comprehensive
Income (Loss)
$381

Total
Stockholders’
Equity
$3,011

Number of
Shares
392

Amount
$4

Capital in
Excess of
Par Value
$2,408

—

—

—

—

165

—

165

—

—

—

—

—

4

4

—

—

—

—

—

(192)

(192)

—

—

—

—

—

(48)

(48)

—

—

—

—

—

16

16

—

—

—

—

—

3

3
(217)
(52)

17

—

188

1

—

—

189

27

—

199

—

—

—

199

—
436

—
$4

5
$2,800

—
$(90)

—
$474

—
$164

5
$3,352

Comprehensive loss:
Net income
Other comprehensive loss:
Net change in unrealized gains on
investments, net of taxes of $0
Net change in cumulative translation
adjustments
Net unrealized losses on cash flow
hedges, net of taxes of $0
Less: Reclassification adjustment for
loss included in earnings, net of
taxes of $0
Net change in minimum pension
liability
Total other comprehensive loss
Total comprehensive loss
Issuance of shares:
Employee stock plans
Conversion of the remaining 4.5%
senior convertible notes due 2007
Compensation recognized under
employee stock plans
December 25, 2005

Treasury
Stock
$(91)

(continued)
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(In millions)
December 25, 2005
Comprehensive loss:
Net loss
Other comprehensive loss:
Net change in unrealized gains on
investments, net of taxes of $0
Net change in cumulative translation
adjustments
Net change in unrealized gains on
cash flow hedges, net of taxes
of $0
Reclassification adjustment for gain
included in earnings, net of taxes
of $0
Total other comprehensive loss
Total comprehensive loss
Issuance of shares:
Employee stock plans
Common stock issued in public
offering, net of issuance cost
Common stock issued for ATI
Acquisition
Fair value of vested options and
restricted stock units issued to ATI
employees
Conversion of 4.75% senior
debentures due 2022
Compensation recognized under
employee stock plans
December 31, 2006
Comprehensive loss:
Net loss
Other comprehensive income:
Net change in unrealized gains on
investments, net of taxes of $0
Net change due to reduction in
Spansion investment
Net change in unrealized gains on
cash flow hedges, net of taxes
of $0
Reclassification adjustment for gain
included in earnings, net of taxes
of $1
Total other comprehensive income
Total comprehensive loss
Cumulative effect of adoption of new
accounting pronouncements
Issuance of shares:
Employee stock plans
Common stock issued, net of
issuance cost
Purchase of capped call
Compensation recognized under
employee stock plans
Others
December 29, 2007
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Retained
Earnings
$ 474

Accumulated
Other
Comprehensive
Income (Loss)
$164

Total
Stockholders’
Equity
$ 3,352

Number of
Shares
436

Amount
$4

Capital in
Excess of
Par Value
$2,800

—

—

—

—

(166)

—

(166)

—

—

—

—

—

(3)

(3)

—

—

—

—

—

(2)

(2)

—

—

—

—

—

7

7

—

—

—

—

—

(10)

(10)
(8)
(174)

18

—

234

(3)

—

—

231

14

—

495

—

—

—

495

58

1

1,171

—

—

—

1,172

—

—

144

—

—

—

144

21

—

488

—

—

—

488

—
547

—
$5

77
$5,409

—
$(93)

—
$ 308

—
$156

77
$ 5,785

—

—

—

—

(3,379)

—

(3,379)

—

—

—

—

—

2

2

—

—

—

—

—

(9)

(9)

—

—

—

—

—

21

21

—

—

—

—

—

(7)

(7)
7
(3,372)

—

—

—

—

(29)

—

(29)

10

0

80

(2)

—

—

78

49
—

1
—

602
(182)

—
—

—
—

—
—

603
(182)

—
—
606

—
—
$6

111
(4)
$6,016

—
—
$(95)

—
—
$(3,100)

—
—
$163

111
(4)
$ 2,990

Treasury
Stock
$(90)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 9 (In Part): Debt
Long-Term Borrowings and Obligations (In Part)
The Company’s long-term debt and capital lease obligations
as of December 29, 2007 and December 31, 2006 consist of:
(In millions)
5.75% senior notes due 2012
6.00% senior notes due 2015
October 2006 term loan
Fab 36 term loan
Repurchase obligations to Fab 36 partners
7.75% senior notes due 2012
Obligations under capital leases
Other
Less: current portion
Long-term debt and capital lease
obligations, less current portion

2007
$1,500
2,200
—
839
94
390
234
12
5,269
238
$5,031

2006
—
—
2,216
893
126
390
160
12
3,797
125

$

$3,672

6.00% Convertible Senior Notes Due 2015 (In Part)
On April 27, 2007, the Company issued $2.2 billion aggregate principal amount of 6.00% Convertible Senior Notes
due 2015 (the 6.00% Notes). The 6.00% Notes bear interest at 6.00% per annum. Interest is payable on May 1 and
November 1 of each year beginning November 1, 2007 until
the maturity date of May 1, 2015. The terms of the 6.00%
Notes are governed by an Indenture (the 6.00% Indenture)
dated April 27, 2007, by and between the Company and Wells
Fargo Bank, National Association, as Trustee.
Upon the occurrence of certain events described in the
6.00% Indenture, the 6.00% Notes will be convertible into
cash up to the principal amount, and if applicable, into shares
of the Company’s common stock issuable upon conversion
of the 6.00% Notes (6.00% Conversion Shares) in respect of
any conversion value above the principal amount, based on
an initial conversion rate of 35.6125 shares of common stock
per $1,000 principal amount of 6.00% Notes, which is equivalent to an initial conversion price of $28.08 per share. This
initial conversion price represents a premium of 100% relative to the last reported sale price of the Company’s common
stock on April 23, 2007 (the trading date preceding the date
of pricing of the 6.00% Notes) of $14.04 per share. The conversion rate will be adjusted for certain anti-dilution events.
In addition, the conversion rate will be increased in the case
of corporate events that constitute a fundamental change (as
defined in the 6.00% Indenture) under certain circumstances.
Holders of the 6.00% Notes may require the Company to
repurchase the 6.00% Notes for cash equal to 100% of the
principal amount to be repurchased plus accrued and unpaid
interest upon the occurrence of a fundamental change or a
termination of trading (as defined in the 6.00% Indenture).
Additionally, an event of default (as defined in the 6.00% Indenture) may result in the acceleration of the maturity of the
6.00% Notes.
In connection with the issuance of the 6.00% Notes, on
April 24, 2007, the Company purchased the capped call. The
capped call has an initial strike price of $28.08 per share,
subject to certain adjustment, which matches the initial conversion price of the 6.00% Notes, and a cap price of $42.12
per share. The capped call is intended to reduce the po-
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tential common stock dilution to then existing stockholders
upon conversion of the 6.00% Notes because the call option allows us to receive shares of common stock from the
counterparty generally equal to the number of shares of common stock issuable upon conversion of the 6.00% Notes.
The Company does not anticipate experiencing an increase
in the number of shares outstanding from the conversion of
the 6.00% Notes unless the price of the Company’s common
stock appreciates above $42.12 per share. If, however, the
market value per share of the Company’s common stock,
as measured under the terms of the capped call, exceeds
the cap price of the capped call, there would be dilution to
the extent that the then market value per share of the common stock exceeds the cap price. The Company analyzed
the capped call under EITF Issue No. 00-19, Accounting for
Derivative Financial Instruments Indexed to, and Potentially
Settled In, a Company’s Own Stock, and determined that it
meets the criteria for classification as an equity transaction.
As a result, the Company has recorded the purchase of the
capped call as a reduction in additional paid-in capital and
will not recognize subsequent changes in its fair value.
In September 2007, the FASB exposed for comment a proposed FASB Staff Position (FSP) No. APB 14-a, Accounting for Convertible Debt Instruments That May Be Settled
in Cash upon Conversion (including partial cash settlement).
This proposed FSP would change the accounting for certain convertible debt instruments, including the Company’s
6.00% Notes. Under the proposed new rules, for convertible
debt instruments that may be settled entirely or partially in
cash upon conversion, an entity should separately account
for the liability and equity components of the instrument in a
manner that reflects the issuer’s economic interest cost. The
effect of the proposed new rules for the Company’s 6.00%
Notes is that the equity component would be included in the
paid-in-capital portion of stockholders’ equity on the Company’s balance sheet and the value of the equity component
would be treated as an original issue discount for purposes
of accounting for the debt component of the 6.00% Notes.
Higher interest expense would result by recognizing accretion of the discounted carrying value of the 6.00% Notes to
their face amount as interest expense over the term of the
6.00% Notes. If issued as proposed, the final FSP would
provide final guidance effective for the fiscal years beginning
after December 15, 2007, would not permit early application,
and would be applied retrospectively to all periods presented.
In November 2007, the FASB announced it is expected
to begin its redeliberations of the proposed FSP in January
2008. Therefore, it is highly unlikely the proposed effective
date for fiscal years beginning after December 15, 2007 will
be retained.
The Company cannot predict the exact accounting treatment that will be imposed (which may differ from the foregoing description) or when any change will be finally implemented. However, if the final FSP is issued as exposed, the
Company expects to have higher interest expense starting in
the period of adoption due to the interest expense accretion
and, if the retrospective application provisions of the proposed FSP are retained in the final FSP, the Company’s prior
period interest expense associated with the 6.00% Notes
would be higher than previously reported interest expense
due to retrospective application.
The Company may elect to purchase or otherwise retire
the 6.00% Notes with cash, stock or other assets from time
to time in open market or privately negotiated transactions,
either directly or through intermediaries, or by tender offer,
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when the Company believes the market conditions are favorable to do so. Such purchases may have a material effect
on the Company’s liquidity, financial condition and results of
operations.

OTHER COMPONENTS OF
STOCKHOLDERS’ EQUITY
5.51

Certain items such as receivables from the sale of
stock, and employee stock ownership plans are presented
as separate components of stockholders’ equity. Other items
such as foreign currency translation adjustments, unrealized

gains and losses on certain investments in debt and equity
securities, and defined benefit postretirement plan adjustments are considered components of other comprehensive
income. SFAS No. 130 permits presentation of components
of other comprehensive income and total comprehensive income in a statement of changes in stockholders’ equity. In
addition, the Standard allows disclosure of accumulated balances, by component, included in accumulated other comprehensive income in a statement of changes in stockholders’ equity.

5.52 Examples of statements reporting changes in separate components of stockholders’ equity, other than those
classified as components of other comprehensive income,
follow. See Sections 2 and 4 for examples of presentation of
other comprehensive income and related accumulated balances in statements of changes in stockholders’ equity.

Unearned Compensation Expense
5.53

CON-WAY INC. (DEC)
Preferred Stock
Series B

Common Stock

Retained
Earnings

Repurchased
Common
Stock

Accumulated
Other
Comprehensive
Income (Loss)

(Dollars in thousands
except per share data)

Number
of Shares

Amount

Number
of Shares

Amount

Additional
Paid-In
Capital

Balance,
December 31, 2004

742,995

$7

58,544,254

$36,590

$542,136

$(54,861)

$ 414,785

$(157,069)

$(15,736)

Net income
—
Other comprehensive
income (loss):
Foreign currency
translation adjustment
—
Minimum pension liability
adjustment, net of
deferred tax of $13,742
—
Exercise of stock
options, including
tax benefits of $22,490
—
Share-based
compensation
—
Primary DC Plan deferred
compensation
—
Repurchased
common stock issued
for conversion of
preferred stock
(101,636)
Treasury stock
repurchases
—
Common dividends
declared ($.40 per
share)
—
Series B, Preferred
dividends ($12.93
per share), net of
tax benefits of $1,386
—
Balance,
December 31, 2005
641,359

—

—

—

—

—

221,762

—

—

—

—

—

—

—

—

—

124

—

—

—

—

—

—

—

(21,495)

—

2,688,272

1,680

96,864

—

—

—

—

—

(28,263)

(17)

62

2,666

—

(33)

—

—

—

—

—

8,489

—

—

—

(1)

—

—

(12,775)

—

—

12,775

—

—

—

—

—

—

—

—

(21,036)

—

—

—

—

—

—

—

(7,728)

—

—

$6

61,204,263

$38,253

$626,287

$(43,706)

$ 607,783

$(293,380)

$(37,107)

Deferred
Compensation

(149,053)

(continued)
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Preferred Stock
Series B

Common Stock

Retained
Earnings

Repurchased
Common
Stock

Accumulated
Other
Comprehensive
Income (Loss)

(Dollars in thousands
except per share data)

Number
of Shares

Amount

Number
of Shares

Amount

Additional
Paid-In
Capital

Balance,
December 31, 2005

641,359

$6

61,204,263

$38,253

$626,287

$(43,706)

$ 607,783

$(293,380)

$(37,107)

—

—

—

—

—

—

266,132

—

—

—

—

—

—

—

—

—

—

221

—

—

—

—

—

—

—

—

17,025

—

—

392,200

246

16,306

—

—

—

—

—

—

20,186

(65)

8,359

—

—

(2,107)

—

—

—

—

—

(3,078)

3,078

—

—

—

—

—

—

—

—

9,137

—

—

—

(37,543)

—

—

—

(6,773)

—

—

6,773

—

—

—

—

—

—

—

—

(350,215)

—

—

—

—

—

—

—

(19,693)

—

—

—

—

—

—

—

—

(7,154)

—

—

—

—

—

—

—

—

—

—

(95,549)

603,816

$6

61,616,649

$38,434

$641,101

$(31,491)

$847,068

$(638,929)

$(115,410)

Net income
Other comprehensive
income:
Foreign currency
translation
adjustment
Minimum pension
liability adjustment,
net of deferred tax
of $10,885
Exercise of stock
options, including
tax benefits of
$4,317
Share-based
compensation,
including tax
benefits of $848
Adjustment to initially
apply SFAS 123R
Primary DC Plan
deferred
compensation
Repurchased
common stock
issued for
conversion of
preferred stock
Treasury stock
repurchases
Common dividends
declared ($.40 per
share)
Series B, Preferred
dividends ($12.93
per share), net of
tax benefits of
$1,019
Adjustment to initially
apply SFAS
158—recognition
provision net of
deferred tax of
$61,088
Balance,
December 31, 2006

Deferred
Compensation

(continued)
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Preferred Stock
Series B

Common Stock

Retained
Earnings

Repurchased
Common
Stock

Accumulated
Other
Comprehensive
Income (Loss)

(Dollars in thousands
except per share data)

Number
of Shares

Amount

Number
of Shares

Amount

Additional
Paid-In
Capital

Balance,
December 31, 2006

603,816

$ 6

61,616,649

$ 38,434

$641,101

$(31,491)

$847,068

$(638,929)

$(115,410)

—

—

—

—

—

—

152,912

—

—

—

—

—

—

—

—

—

—

699

—

—

—

—

—

—

—

—

73,711

—

—

—

—

—

—

—

—

11,506

—

—

247,657

155

9,604

—

—

—

—

—

—

50,189

26

11,326

—

—

(308)

—

—

—

—

—

—

10,686

—

—

—

(42,818)

—

—

—

(8,519)

—

—

8,519

—

—

—

—

—

—

—

—

—

—

(18,191)

—

—

—

—

—

—

—

—

(6,960)

—

—

—

—

—

—

—

—

(2,586)

—

15,602

560,998

$ 6

61,914,495

$653,512

$(20,805)

$972,243

$(720,583)

$(13,892)

Net income
Other comprehensive
income:
Foreign currency
translation
adjustment
Employee benefit
plans
Actuarial gain, net
of deferred tax
of $47,126
Prior-service
credit, net of
deferred tax
of $7,356
Exercise of stock
options, including
tax benefits of
$1,530
Share-based
compensation,
including tax
benefits of $110
Primary DC Plan
deferred
compensation
Repurchased
common stock
issued for
conversion of
preferred stock
Treasury stock
repurchases
Common dividends
declared ($.40 per
share)
Series B, Preferred
dividends ($12.93
per share), net of
tax benefits of $691
Adjustment to initially
apply SFAS
158—measurement
provision, net of
deferred tax of
$8,321
Balance,
December 31, 2007
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$ 38,615
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
7 (In Part): Debt and Other Financing Arrangements
Long-term debt and guarantees consisted of the following:
(Dollars in thousands)
Mortgage note payable, 7.63%, due 2008
(interest payable monthly)
Primary DC Plan notes guaranteed, 8.54%,
due through 2009 (interest payable
semi-annually)
Promissory note, 6.00%, due 2009 (interest
paid quarterly)
87/8 % notes due 2010 (interest payable
semi-annually), net of discount and
including fair market value adjustment
7.25% senior notes due 2018 (interest
payable semi-annually)
6.70% senior debentures due 2034 (interest
payable semi-annually), net of discount
Less current maturities
Long-term debt and guarantees

2007

2006

$ 2,004

$ 2,039

DC Plan”) and a new supplemental defined contribution retirement plan, which provides additional benefits for certain
employees who are affected by IRC limitations on compensation eligible for benefits available under the Primary DC Plan.
Beginning in 2007, these provisions increase expense related
to the Primary DC Plan and eliminate the future service cost
associated with the Primary DB Plan and the Supplemental
DB Plan.
Defined Contribution Retirement Plan

43,400

62,000

1,100

—

214,026

219,515

425,000

—

292,896
978,426
(22,704)
$955,722

292,804
576,358
(18,635)
$557,723

Primary DC Plan Notes
Con-way guarantees the notes issued by Con-way’s Retirement Savings Plan, a voluntary defined contribution retirement plan that is more fully discussed in Note 11, “Employee
Benefit Plans.” Of the $43.4 million outstanding under the
Series B notes, $20.7 million was repaid in January 2008,
leaving $22.7 million maturing in January 2009.
Holders of the Series B notes issued by Con-way’s defined contribution retirement plan have the right to require
Con-way to repurchase those notes if, among other things,
both Moody’s and Standard & Poor’s credit-rating agencies
have publicly rated Con-way’s long-term senior debt at less
than investment grade unless, within 45 days, Con-way shall
have obtained, through a guarantee, letter of credit or other
permitted credit enhancement or otherwise, a credit rating for
such notes of at least “A” from Moody’s or Standard & Poor’s
(or another nationally recognized rating agency selected by
the holders of such notes) and shall maintain a rating on such
notes of “A” or better thereafter.
11 (In Part): Employee Benefit Plans
In the periods presented, employees of Con-way and its
subsidiaries in the U. S. were covered under several retirement benefit plans, including defined benefit pension
plans, defined contribution retirement plans, and a postretirement medical plan. Con-way’s defined benefit pension plans
include “qualified” plans that are eligible for certain beneficial
treatment under the Internal Revenue Code (“IRC”), as well
as “non-qualified” plans that do not meet IRC criteria.
Effective January 1, 2007, Con-way’s Board of Directors
approved changes to Con-way’s retirement benefits that are
intended to preserve the retirement benefits earned by existing employees under Con-way’s primary qualified defined
benefit pension plan (the “Primary DB Plan”) and its primary
non-qualified supplemental defined benefit pension plan (the
“Supplemental DB Plan”) while expanding benefits earned
under its defined contribution retirement plan (the “Primary
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The Primary DC Plan is a voluntary defined contribution plan
with a leveraged employee-stock ownership plan feature, for
non-contractual U. S. employees with salary deferral qualified under Section 401(k) of the IRC. In 1989, the Primary DC
Plan borrowed $150.0 million to purchase 986,259 shares of
preferred stock, which may only be held by the Primary DC
Plan trustee or another plan trustee.
Effective January 1, 2007, amendments to Con-way’s Primary DC Plan increased the contributions made by Con-way
to its employees’ 401(k) accounts. Con-way increased its
discretionary matching contributions under the Primary DC
Plan to 50% of the first six percent of employees’ eligible
compensation (from 50% of the first three percent of eligible compensation) and now makes additional contributions
to employees’ 401(k) accounts based on years of service.
As a result, Con-way’s expense related to its contributions
under the Primary DC Plan was $84.4 million in 2007, $14.8
million in 2006, and $13.8 million in 2005. At December 31,
2007 and 2006, Con-way had recognized accrued liabilities
of $21.9 million and $1.4 million, respectively, for its contributions related to the Primary DC Plan.
The preferred stock earns a dividend of $12.93 per share
and is used to pay debt service on the Primary DC Plan Notes.
Dividends on these preferred shares are deductible for income tax purposes and, accordingly, are reflected net of their
tax benefits in the statements of consolidated income. Allocation of preferred stock to participants’ accounts is based
upon the ratio of the current year’s principal and interest payments to the total debt of the Primary DC Plan. Since Conway guarantees the debt, it is reflected in long-term debt and
guarantees in the consolidated balance sheets. The guarantees of the Primary DC Plan Notes are reduced as principal
is paid.
Each share of preferred stock is convertible into common
stock, upon an employee ceasing participation in the plan or
upon election by the employee, at a rate generally equal to the
number of shares of common stock that could be purchased
for $152.10, but not less than the minimum conversion rate
of 4.71 shares of common stock for each share of preferred
stock.
Deferred compensation expense is recognized as the preferred shares are allocated to participants and is equivalent to
the cost of the preferred shares allocated. Deferred compensation expense of $10.7 million, $9.1 million, and $8.5 million
was recognized in 2007, 2006, and 2005, respectively.
At December 31, 2007, the Primary DC Plan owned
560,998 shares of preferred stock, of which 424,211 shares
have been allocated to employees. At December 31, 2007,
the estimated fair value of the 136,787 unallocated shares
was $30.4 million. At December 31, 2007, Con-way has reserved authorized and unissued common stock adequate to
satisfy the conversion feature of the preferred stock.
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Employee Stock Ownership Plan
5.54

BADGER METER, INC. (DEC)

(In thousands except per share amounts)
Balance, December 31, 2004
Comprehensive income:
Net earnings
Other comprehensive income (loss):
Minimum employee benefit liability (net
of $13 tax effect)
Foreign currency translation
Comprehensive income
Cash dividends of $0.29 per share
Stock options exercised
Tax benefit on stock options and
dividends
ESSOP transactions
Stock-based compensation
Treasury stock purchases
Issuance of treasury stock
Balance, December 31, 2005
Comprehensive income (loss):
Net earnings
Other comprehensive income (loss):
Minimum employee benefit liability (net
of $6,525 tax effect)
Foreign currency translation
Comprehensive loss
Impact of adoption of SFAS 158 (net
of $1,658 tax effect)
Cash dividends of $0.31 per share
Stock options exercised
Tax benefit on stock options and
dividends
ESSOP transactions
Stock-based compensation
Impact of adoption of SFAS 123(R)
Issuance of treasury stock
Balance, December 31, 2006
Comprehensive income:
Net earnings
Other comprehensive income:
Employee benefit funded status
adjustment (net of $1,731 tax effect)
Foreign currency translation
Comprehensive income
Cash dividends of $0.34 per share
Stock options exercised
Tax benefit on stock options and
dividends
ESSOP transactions
Stock-based compensation
Issuance of treasury stock
Balance, December 31, 2007

ATT-SEC 5.54

Common
Stock
$19,744

Capital in
Excess of
Par Value
$ 8,441

Reinvested
Earnings
$64,928

Accumulated
Other
Comprehensive
Income (Loss)
$ 2,024

Employee
Benefit and
Restricted
Stock
$(1,065)

Treasury
Stock
$(30,006)

13,253

13,253
1
(2,024)

1
(2,024)
11,230
(3,923)
2,434

(3,923)
336

2,098

32

1,370
101
536

$20,112

774
$13,320

150
(442)

$74,258

$

1

$(1,357)

(3,323)
411
$(32,918)

7,548
(10,548)
1,183

(10,548)
1,183
(1,817)

(2,677)

(2,677)
(4,327)
2,722

48

$20,553

2,329
2,935
158
769
(442)
359
$19,428

171
442
$77,479

$(12,041)

$ (744)

62
$(32,856)

16,457

2,795
55
19,307
(4,875)
2,125

(4,875)
1,796

20

1,997
190
915
329
$24,655

$20,902

62

$89,061

2,935
329
817
—
421
$71,819
16,457

2,795
55

329

1,370
251
126
(3,323)
1,185
$73,416
7,548

(4,327)
393

Total
$64,066

$ (9,191)

$ (682)

80
$(32,776)

1,997
252
935
409
$91,969
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December 31, 2007, 2006 and 2005, respectively, with a fair
value of $6.2 million, $4.3 million and $3.5 million as of
December 31, 2007, 2006 and 2005, respectively. Unreleased shares are not considered outstanding for purposes
of computing earnings per share.
The ESSOP includes a voluntary 401(k) savings plan that
allows certain employees to defer up to 20% of their income
on a pretax basis subject to limits on maximum amounts.
The Company matches 25% of each employee’s contribution, with the match percentage applying to a maximum of
7% of the employee’s salary. The match is paid using Company stock released through the ESSOP loan payments. For
ESSOP shares purchased prior to 1993, compensation expense is recognized based on the original purchase price
of the shares released and dividends on unreleased shares
are charged to retained earnings. For shares purchased after
1992, expense is based on the market value of the shares
on the date released and dividends on unreleased shares are
accounted for as additional interest expense. At December
31, 2007, the Company intends to use proceeds of $23,000
from the ESSOP to reduce the existing loan in 2008. This
commitment releases shares to satisfy the 401(k) match for
2007. Compensation expense of $190,000, $209,000 and
$221,000 was recognized for the match for 2007, 2006 and
2005, respectively.

Note 7 (In Part): Employee Benefit Plans
D. Badger Meter Employee Savings and Stock
Ownership Plan
The Badger Meter Employee Savings and Stock Ownership
Plan (the “ESSOP”) has used proceeds from loans, guaranteed by the Company, to purchase Common Stock of the
Company from shares held in treasury. The Company is obligated to contribute sufficient cash to the ESSOP to enable it
to repay the loan principal and interest. The principal amount
of the loan was $682,000 as of December 31, 2007 and
$744,000 as of December 31, 2006. This principal amount
has been recorded as short-term debt and a like amount of
unearned compensation has been recorded as a reduction
of shareholders’ equity in the accompanying Consolidated
Balance Sheets.
The Company made principal payments of $62,000,
$171,000 and $150,000 in 2007, 2006 and 2005, respectively. The associated commitments released shares of
Common Stock in 2007 for the 2006 obligation (17,145 in
2007 for the 2006 obligation, 23,342 in 2006 for the 2005
obligation, and 29,176 in 2005 for the 2004 obligation) for
allocation to participants in the ESSOP. The ESSOP held
unreleased shares of 137,493, 154,638 and 177,980 as of

Stock Subscriptions Receivable
5.55

TUPPERWARE BRANDS CORPORATION (DEC)

(In millions)
December 25, 2004
Net income
Other comprehensive income:
Foreign currency translation
adjustments
Minimum pension liability, net
of tax benefit of $1.8 million
Net equity hedge gain, net of
tax provision of $9.5 million
Net settlement of deferred
losses on cash flow hedges
Comprehensive income
Cash dividends declared
($0.88 per share)
Settlements of subscriptions
receivable
Restricted stock grants, net
Stock and options issued for
incentive plans, net of
related tax benefits of $2.0
million
December 31, 2005

Common
Treasury
Stock
Stock
Shares Dollars Shares Dollars
62.4
$0.6
3.5 $(96.8)

Paid-In
Capital
$25.6

Subscriptions
Receivable
$(18.7)

Retained
Earnings
$560.9

Unearned
Portion of
Restricted
Stock for
Future
Service
$(2.9)

Accumulated
Other
Comprehensive
Loss
$(177.8)

85.4

85.4
(33.9)

(33.9)

(5.0)

(5.0)

16.9

16.9

(0.3)

(0.3)
$ 63.1

(52.7)

(52.7)

6.0

6.0
(3.5)

(3.5)

62.4

$0.6

(1.6) 45.1
1.9 $(51.7)

2.8
$28.4

$(12.7)

(16.2)
$577.4

Total
Shareholders’
Equity
$290.9

$(6.4)

$(200.1)

31.7
$335.5

(continued)
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(In millions)
December 31, 2005
Net income
Other comprehensive
income:
Foreign currency translation
adjustments
Net equity hedge loss, net of
tax of $12.0 million
Net settlement of deferred
gains on cash flow hedges
Comprehensive income
Cash dividends declared
($0.88 per share)
Pension liability, net of tax
benefit of $6.1 million
Settlements of subscriptions
receivable
Restricted stock grants, net
Stock and options issued for
incentive plans
December 30, 2006
Net income
Other comprehensive
income:
Foreign currency translation
adjustments
Net equity hedge loss, net of
tax of $17.7 million
Net settlement of deferred
losses on cash flow hedges
net of tax of $3.2 million
Pension and post retirement
costs, net of tax of $0.6
million
Comprehensive income
Cash dividends declared
($0.88 per share)
Settlements of subscriptions
receivable
Repurchase of common
stock
FIN 48 adoption
Income tax benefit from stock
and option awards
Stock and options issued for
incentive plans
December 29, 2007

15:42
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Common
Treasury
Stock
Stock
Shares Dollars Shares Dollars
62.4
$0.6
1.9 $(51.7)

Paid-In
Capital
$28.4

Retained
Earnings
$577.4

Accumulated
Other
Comprehensive
Loss
$(200.1)

94.2

42.5

42.5

(21.3)

(21.3)

0.6

0.6
$116.0
(53.4)

(12.5)
9.4

$0.6

(0.1)
1.8

5.6
$(46.1)

4.2
$32.6

$ (3.3)

(4.3)
$613.9

$(6.4)

$(190.8)

116.9

79.3

79.3

(31.4)

(31.4)

(5.6)

(5.6)

2.4

2.4
$161.6
(54.0)

1.0

1.0

(41.6)

(41.6)
(2.2)

(2.2)
5.5

62.4

$0.6

(2.4)
0.8

61.6
$(26.1)

Note 9. Subscriptions Receivable
In October 2000, a subsidiary of the Company adopted a
Management Stock Purchase Plan (the MSPP), which provided for eligible executives to purchase Company stock using full recourse loans provided by the subsidiary. Under the

4.7
$42.8

5.5
$400.5
116.9

(54.0)

1.4

(12.5)
9.4
—

—

62.4

Total
ShareHolders’
Equity
$335.5
94.2

(53.4)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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Subscriptions
Receivable
$(12.7)

Unearned
Portion of
Restricted
Stock for
Future
Service
$(6.4)

5.5

$ (2.3)

(16.8)
$657.8

2.4
$(4.0)

$(146.1)

51.9
$522.7

MSPP, the Company loaned $13.6 million to 33 senior executives to purchase 847,000 common shares from treasury
stock. In 2001 and 2002, an additional nine senior executives
purchased 74,500 shares of common stock from treasury
stock utilizing loans totaling $1.7 million. The loans had annual interest rates of 5.21 percent to 5.96 percent, and all dividends, while the loans are outstanding, are applied toward
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due in 2008. No further loans or sales of stock are being made
under this Plan.
In 2007, 2006 and 2005, the Company returned to income
$0.1 million, $0.4 million and $0.8 million, respectively, of a
provision recorded since the adoption of the MSPP for the
potential cash bonus payments described above associated
with principal amounts due in 2007, 2006 and 2005. This was
due to the associated loans being repaid prior to their due
dates. The Company will continue to accrue for the cost of
potential future cash bonus payments associated with loans
that remain outstanding.
On November 30, 1998, the Company made a nonrecourse, non-interest bearing loan of $7.7 million (the loan)
to its chairman and chief executive officer (chairman), the
proceeds of which were used by the chairman to buy in
the open market 400,000 shares of the Company’s common
stock (the shares) at an average price of $19.12 per share.
The shares were pledged to secure the repayment of the
loan. The loan was recorded as a subscription receivable and
was due November 12, 2006, with voluntary prepayments
permitted commencing November 12, 2002, and mandatory
prepayments required equal to 10 percent of annual bonus
payments. On October 26, 2006 the Company’s chairman
and chief executive officer surrendered 330,368 shares of
the Company’s common stock at a market price of $21.49
in satisfaction of the $7.1 million outstanding balance, which
had previously been reduced through cash payments of $0.6
million.

interest due. Each of the loans had scheduled repayment
dates of 25 percent on the fifth and sixth anniversaries of the
loan issuance, with the balance due on the eighth anniversary. During 2007, 2006 and 2005 participants surrendered a
total of 29,471, 99,388 and 254,441 shares of the Company’s
common stock at current market prices to satisfy loans totaling $0.7 million, $2.1 million and $5.6 million, respectively
as part of both scheduled and voluntary repayments. In addition, participants made cash payments to satisfy loan and
interest payment obligations totaling $0.3 million, $0.5 million
and $0.6 million during 2007, 2006 and 2005, respectively.
Under the terms of the MSPP, if at the scheduled repayment
date a loan remains outstanding and the Company’s stock
price per share is below the market price when the loan was
originated, the Company will make cash bonus payments
equal to the amount the value of the stock is below its purchase price, up to 25 percent of the outstanding principal on
the loan then due. For 2007, 2006 and 2005 the cash bonus
payments made under the plan were not material. For each
share purchased, an option on two shares was granted under the 2000 Incentive Plan. See Note 14 to the Consolidated
Financial Statements. The outstanding loans are recorded as
subscriptions receivable and are secured by the shares purchased. The remaining principal amounts of $2.3 million are

Warrants
5.56

FOSTER WHEELER LTD. (DEC)

(In thousands of dollars, except share data)
Preferred shares:
Balance at beginning of year
Preferred shares converted into common shares
Balance at end of year
Common shares:
Balance at beginning of year
Issuance of common shares upon exercise
of common share purchase warrants
Issuance of common shares upon
equity-for-debt exchanges
Issuance of common shares upon exercise
of stock options
Issuance of common shares related to
restricted awards
Cancellation of common shares upon
forfeiture of restricted awards
Issuance of common shares upon conversion
of preferred shares
Balance at end of year

2007
Shares
3,658
(1,771)
1,887

Amount
$

2006
Shares

—
—
—

4,195
(537)
3,658

138,182,948

$1,382

1,801,798

Amount

Amount

—
—
—

75,484
(71,289)
4,195

114,924,524

$1,150

81,085,796

$ 810

18

16,888,556

169

949,218

10

—

—

2,555,800

26

23,322,890

234

2,976,020

30

3,046,430

30

255,890

2

686,818

7

701,614

7

34,832

2

—

—

(4,952)

—

—

—

230,220
143,877,804

2
$1,439

70,976
138,182,948

—
$1,382

9,275,898
114,924,524

92
$1,150

$

$

2005
Shares

$

$
$

1
(1)
—

(continued)
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2007
(In thousands of dollars, except share data)
Balance at end of year
Paid-in capital:
Balance at beginning of year
Issuance of common shares upon exercise
of common share purchase warrants
Issuance of common shares upon equity-for-debt
exchanges
Issuance of common shares upon exercise of
stock options
Issuance of common shares related to
restricted awards
Share-based compensation expense-stock
options and restricted awards
Excess tax benefit related to share-based
compensation
Reclassification of unearned compensation
balance upon adoption of SFAS No. 123R
Issuance of common shares upon conversion
of preferred shares
Balance at end of year
Accumulated deficit:
Balance at beginning of year
Cumulative effect of adoption of FIN 48
Balance at beginning of year, as adjusted
Net income/(loss) for the year
Balance at end of year
Accumulated other comprehensive loss:
Balance at beginning of year
Foreign currency translation adjustments
Net gains on derivative instruments designated as
cash flow hedges (net of tax provision:
2007—$432; 2006—$203)
Defined benefit pension and other postretirement
plans:
Minimum pension liability adjustments (net of tax
provision:
2006—$4,674; 2005—$8,456)
Adjustment resulting from the adoption of SFAS
No. 158 (net of tax benefit: 2006—$54,364)
Net actuarial gains arising during the period (net of
tax provision of $5,836)
Reclassification adjustments for amortization of prior
service cost/(credit), net loss/(gain) and transition
obligation/ (asset) included in net periodic benefit
expense (net of tax provision of $6,799)
Balance at end of year

Shares
143,877,804

$

Shares
138,182,948

$

2005
Amount
1,382

Shares
114,924,524

$

Amount
1,150

$1,348,800

$ 1,186,943

$ 882,762

8,430

75,514

4,441

—

58,737

296,759

18,046

17,565

1,198

(7)

(7)

1,229

5,350

15,491

—

4,694

2,915

645

—

(8,358)

—

(2)
$1,385,311

—
$ 1,348,800

(91)
$ 1,186,943

$ (944,113)
(4,356)
(948,469)
393,874
$ (554,595)

$(1,206,097)
—
(1,206,097)
261,984
$ (944,113)

$(1,096,348)
—
(1,096,348)
(109,749)
$(1,206,097)

$ (343,342)
31,939

$ (314,796)
31,612

$ (296,743)
(22,928)

1,331

342

—

—

40,087

4,875

—

(100,587)

—

33,032

—

—

15,926
$ (261,114)

—
$ (343,342)

—
$ (314,796)

$

$

$

Unearned compensation:
Balance at beginning of year
Issuance of restricted awards
Share-based compensation expense-restricted
awards
Reclassification of unearned compensation
balance upon adoption of SFAS No. 123R
Balance at end of year

$

Total shareholders’ equity/(deficit)

ATT-SEC 5.56

2006
Amount
1,439

—
—

(8,358)
—

(16,047)
(1,230)

—

—

8,919

—
—

$

8,358
—

—
(8,358)

$ 571,041

$

62,727

$

$ (341,158)
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(Amounts in thousands of dollars, except share
data and per share amounts)
13. Common Share Purchase Warrants
In connection with the equity-for-debt exchange consummated in 2004, we issued 4,152,914 Class A common share
purchase warrants and 40,771,560 Class B common share
purchase warrants. Each Class A warrant entitles its owner
to purchase 3.3682 common shares at an exercise price of
$4.689 per common share thereunder, subject to the terms
of the warrant agreement between the warrant agent and us.
The Class A warrants are exercisable on or before September 24, 2009. Each Class B warrant entitled its owner to purchase 0.1446 common shares at an exercise price of $4.689
per common share thereunder, subject to the terms and conditions of the warrant agreement between the warrant agent
and us. The Class B warrants were exercisable on or before
September 24, 2007.
In January 2006, we completed transactions that increased
the number of common shares to be delivered upon the exercise of our Class A and Class B common share purchase
warrants during the offer period and raised $75,336 in net
proceeds. The exercise price per warrant was not increased
in the offers. Holders of approximately 95% of the Class A
warrants and 57% of the Class B warrants participated in the
offers resulting in the aggregate issuance of approximately
16,807,000 common shares.
Cumulatively through December 28, 2007, 3,945,306 Class
A warrants and 38,736,956 Class B warrants have been exercised for 19,639,572 common shares. The number of common shares issuable upon the exercise of the remaining out-
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standing Class A warrants is approximately 699,265 as of
December 28, 2007. The remaining outstanding Class B warrants expired on September 24, 2007.
The holders of the Class A warrants are not entitled to
vote, to receive dividends or to exercise any of the rights of
common shareholders for any purpose until such warrants
have been duly exercised. We currently maintain and intend
to continue to maintain at all times during which the warrants are exercisable, a “shelf” registration statement relating
to the issuance of common shares underlying the warrants
for the benefit of the warrant holders, subject to the terms of
the registration rights agreement. The registration statement
became effective on December 28, 2005.
Also in connection with the equity-for-debt exchange consummated in 2004, we entered into a registration rights
agreement with certain selling security holders in which we
agreed to file a registration statement to cover resales of our
securities held by them immediately following the exchange
offer. We filed a registration statement in accordance with this
agreement on October 29, 2004. The registration statement,
which became effective on December 23, 2004, must remain
in effect until December 23, 2009 unless certain events occur to terminate our obligations under the registration rights
agreement prior to that date. If we fail to maintain the registration statement as required or it becomes unavailable for
more than two 45-day periods in any consecutive 12-month
period, we are required to pay damages at a rate of $13.7
per day for each day that the registration statement is not
effective. As of December 28, 2007, the maximum exposure
under this provision is approximately $8,700. We have not,
and do not, expect to incur any damages under the related
registration rights agreement.
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Section 6: Statement of Cash Flows
GENERAL
6.01 Statement of Financial Accounting Standards No. 95,
Statement of Cash Flows, requires enterprises to present a
Statement of Cash Flows which classifies cash receipts and
payments by operating, investing, and financing activities.
6.02

This section reviews the format and content of the
Statement of Cash Flows.

PRESENTATION IN ANNUAL REPORT
6.03 Table 6-1 shows where in relation to other financial
statements a Statement of Cash Flows is presented in an
annual report. As shown in Table 6-1, a Statement of Cash
Flows is usually presented as the last financial statement or
after the income statement and balance sheet but before the
statement of changes in stockholders’ equity.
6.04

Total Companies................................

6.07 Paragraph 29 of SFAS No. 95 states that the reconciliation of net income to net cash flow from operating activities
shall separately report all major classes of reconciling items.
For example, major classes of deferrals of past operating
cash receipts and payments, and accruals of expected future operating cash receipts and payments, including at a
minimum changes during the period in receivables pertaining to operating activities, in inventory, and in payables pertaining to operating activities, shall be separately reported.
Table 6-3 lists the major types of items used by the survey
companies to reconcile net income to net cash flow from
operating activities. Besides deferred taxes and changes in
trade receivables, trade payables and inventory, depreciation
and amortization expense is the most frequently presented
reconciling item.

6.08

TABLE 6-1: PRESENTATION IN ANNUAL REPORT
Final statement ....................................
Follows income statement and
balance sheet ...................................
Between income statement and
balance sheet ...................................
First statement .....................................

6.06 Table 6-2 shows the methods used to report cash
flows from operating activities. Companies using the direct
method usually present the reconciliation of net income to net
cash flow from operating activities as a schedule at the bottom of the Statement of Cash Flows or on the page adjacent
to the Statement. Companies using the indirect method usually present the reconciliation within the Statement of Cash
Flows.

2007
296

2006
296

2005
305

2004
301

286

287

278

279

17
1

16
1

16
1

19
1

600

600

600

600

Table 6-4 shows where in the financial statements
interest and income tax payments are disclosed. Those survey companies disclosing the amount of interest payments
in the notes to financial statements did so usually in a note
discussing debt or in a note discussing details about the
Statement of Cash Flows. Those survey companies disclosing the amount of income tax payments in the notes to financial statements did so usually in a note discussing income
taxes or in a note discussing details about the Statement of
Cash Flows.

6.09 Examples of reporting cash flows from operating activities and related interest and income tax payment disclosures follow.
6.10

CASH FLOWS FROM OPERATING
ACTIVITIES

TABLE 6-2: METHOD OF REPORTING CASH FLOWS
FROM OPERATING ACTIVITIES

6.05 Paragraphs 21–24 of SFAS No. 95 define those trans-

Indirect method.....................................
Direct method.......................................

2007
594
6

2006
594
6

2005
592
8

2004
592
8

Total Companies................................

600

600

600

600

actions and events that constitute operating cash receipts
and payments. SFAS No. 95 recommends that the direct
method, as defined in paragraph 27, be used to report net
cash flow from operating activities. Most of the survey companies used the indirect method (reconciling net income to
net cash flow from operating activities) to report net cash
flow from operating activities. Regardless of whether the direct or indirect method is used, paragraph 29 of SFAS No. 95
requires that a reconciliation of net income to net cash flow
from operating activities be presented and that interest and
income tax payments be disclosed.
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6.11
TABLE 6-3: CASH FLOWS FROM OPERATING
ACTIVITIES—RECONCILING ITEMS
Income Statement Items
Depreciation and/or amortization.........
Deferred taxes......................................
Employee related costs........................
Gain or loss on sale of assets other
than property.....................................
Gain or loss on sale of property...........
Tax benefit from share-based
compensation plans..........................
Equity in investee’s earnings ...............
Provision for bad debt..........................
Intangible asset amortization...............
Write-down of assets............................
Restructuring........................................
Changes in Operating Assets and
Liabilities
Accounts receivable.............................
Inventories............................................
Accounts receivable combined with
inventories and/or other items..........
Accounts payable.................................
Accounts payable combined with
other items........................................
Income taxes payable..........................
Employee related liabilities ..................

2007

2006

2005

2004

597
529
490

600
512
442

597
496
276

596
497
222

229
203

192
208

182
225

169
218

199
165
155
154
140
96

197
179
145
144
116
109

136
170
140
147
107
113

78
153
154
144
111
126

544
492

556
497

552
497

555
500

48
322

40
333

56
335

44
351

252
255
137

241
247
136

241
258
145

227
241
119

6.12
TABLE 6-4: INTEREST AND INCOME TAX PAYMENTS
2007

2006

2005

2004

Interest Payments
Notes to financial statements...............
Bottom of statements of cash flows.....
Within statement of cash flows............
Amount not disclosed...........................

292
285
6
17

298
282
6
14

296
279
8
17

306
273
8
13

Total Companies ................................

600

600

600

600

Income Tax Payments
Notes to financial statements ..............
Bottom of statement of cash flows ......
Within statement of cash flows............
Amount not disclosed ..........................

296
291
7
6

303
288
7
2

299
288
9
4

310
278
9
3

Total Companies................................

600

600

600

600
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Section 6: Statement of Cash Flows

DIRECT METHOD
6.13

ARDEN GROUP, INC. (DEC)
(In thousands)
Cash flows from operating activities:
Cash received from customers
Cash paid to suppliers and employees
Interest and dividends received
Interest paid
Income taxes paid
Net cash provided by operating activities
Cash flows from investing activities:
Capital expenditures
Purchases of investments
Sales of investments
Proceeds from the sale of property, plant and equipment
Net cash used in investing activities
Cash flows from financing activities:
Purchase and retirement of company stock
Principal payments under capital lease obligations
Cash dividends paid
Net cash used in financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year
Reconciliation of net income to net cash provided by operating activities:
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization
Provision for losses on accounts receivable
Deferred income taxes
Net (gain) loss from the disposal of property, plant and equipment
Realized gain on investments, net
Amortization of discount on investments
Stock appreciation rights compensation expense
Changes in assets and liabilities net of effects from noncash investing and
financing activities:
(Increase) decrease in assets:
Accounts and notes receivable
Inventories
Other current assets
Other assets
Increase (decrease) in liabilities:
Accounts payable, trade and other current liabilities
Federal and state income taxes payable
Deferred rent
Other liabilities
Net cash provided by operating activities

AICPA Accounting Trends & Techniques

2007

2006

2005

$ 485,819
(438,044)
3,186
(99)
(20,660)
30,202

$ 482,645
(440,735)
2,580
(125)
(17,645)
26,720

$ 470,646
(426,372)
1,613
(155)
(12,653)
33,079

(3,824)
(945)
2
28
(4,739)

(4,868)
(827)
2,751
215
(2,729)

(6,390)
(713)
5,579
52
(1,472)

0
(225)
(3,161)
(3,386)
22,077
36,842
$ 58,919

(19,999)
(221)
(3,267)
(23,487)
504
36,338
$ 36,842

(334)
(216)
(3,382)
(3,932)
27,675
8,663
$ 36,338

$ 29,207

$ 23,224

$ 19,851

6,685
45
798
30
(64)
0
2,908

7,097
14
(1,044)
(191)
(2)
(6)
3,671

7,401
49
(2,600)
27
(36)
(62)
946

(263)
(1,677)
28
299

(49)
(735)
(316)
(148)

270
(381)
(549)
(403)

(4,621)
(2,411)
74
(836)
$ 30,202

(2,859)
(705)
274
(1,505)
$ 26,720

1,734
3,511
924
2,397
$ 33,079
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6.14

EMC CORPORATION (DEC)
(In thousands)
Cash flows from operating activities:
Cash received from customers
Cash paid to suppliers and employees
Dividends and interest received
Interest paid
Income taxes paid
Net cash provided by operating activities
Cash flows from investing activities:
Additions to property, plant and equipment
Capitalized software development costs
Purchases of short and long-term available for sale securities
Sales of short and long-term available for sale securities
Maturities of short and long-term available for sale securities
Proceeds from the sale of portion of EMC’s interest in VMware to Cisco
Business acquisitions, net of cash acquired
Other
Net cash used in investing activities
Cash flows from financing activities:
Issuance of common stock from the exercise of stock options
Proceeds from the sale of VMware’s common stock
Issuance of VMware’s common stock from the exercise of stock options
Repurchase of EMC common stock
Excess tax benefits from stock-based compensation
Payment of long-term and short-term obligations
Proceeds from long-term and short-term obligations
Purchase of call options
Sale of warrants
Debt issuance costs
Net cash provided by (used in) financing activities
Effect of exchange rate changes on cash
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year
Reconciliation of net income to net cash provided by operating activities:
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Cumulative effect of a change in accounting principle
Minority interest in VMware, net of taxes
Gain on sale of VMware stock to Cisco
Depreciation and amortization
Non-cash restructuring and other special charges
Stock-based compensation expense
Increase in provision for doubtful accounts
Deferred income taxes, net
Excess tax benefits from stock-based compensation
Tax benefit from stock options exercised
Other
Changes in assets and liabilities, net of acquisitions:
Accounts and notes receivable
Inventories
Other assets
Accounts payable
Accrued expenses
Income taxes payable
Deferred revenue
Other liabilities
Net cash provided by operating activities
Non-cash activity:
Issuance of common stock and stock options exchanged in business combinations

ATT-SEC 6.14

2007

2006

2005

$ 13,333,489
(10,182,600)
254,062
(76,025)
(202,324)
3,126,602

$11,167,249
(8,666,586)
258,631
(26,804)
(592,066)
2,140,424

$ 9,732,761
(7,539,855)
249,208
(9,132)
(216,686)
2,216,296

(699,038)
(232,047)
(6,204,762)
6,177,552
349,475
150,000
(692,003)
(12,074)
(1,162,897)

(718,095)
(192,895)
(6,611,698)
7,758,144
107,120
—
(2,618,376)
(20,860)
(2,296,660)

(601,145)
(167,109)
(12,115,524)
12,726,160
257,751
—
(683,663)
(28,155)
(611,685)

782,449
1,253,533
2,760
(1,453,669)
91,782
(17,178)
19,815
—
—
—
679,492
10,908
2,654,105
1,828,106
$ 4,482,211

257,789
—
—
(3,655,404)
20,025
(2,331,587)
5,654,004
(669,076)
391,144
(58,863)
(391,968)
53,940
(494,264)
2,322,370
$ 1,828,106

263,296
—
—
(1,003,419)
—
(3,721)
220
—
—
—
(743,624)
(15,420)
845,567
1,476,803
$ 2,322,370

$ 1,665,668

$ 1,227,601

$ 1,133,165

—
15,455
(148,585)
917,274
3,778
367,404
8,885
(68,397)
(91,782)
—
3,850

(247)
—
—
764,162
75,889
398,687
10,290
(131,966)
(20,025)
—
27,271

—
—
—
639,974
17,370
81,578
9,750
(3,173)
—
42,593
56,594

(576,422)
13,574
(86,022)
155,296
35,934
243,216
670,820
(3,344)
$ 3,126,602

(232,295)
(69,567)
(31,822)
59,631
133,856
(297,936)
234,164
(7,269)
$ 2,140,424

(221,507)
(180,442)
(65,150)
12,186
153,622
263,255
280,563
(4,082)
$ 2,216,296

$

$

$

4,607

41,151

77,645
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Section 6: Statement of Cash Flows

INDIRECT/RECONCILIATION METHOD
6.15

MEDTRONIC, INC. (APR)
(Dollars in millions)
Operating activities:
Net earnings
Adjustments to reconcile net earnings to net cash
provided by operating activities:
Depreciation and amortization
Special charges
IPR&D charges
Provision for doubtful accounts
Stock-based compensation
Excess tax benefit from exercise of stock-based awards
Deferred income taxes
Change in operating assets and liabilities:
Accounts receivable
Inventories
Prepaid expenses and other assets
Accounts payable and accrued liabilities
Other long-term liabilities
Net cash provided by operating activities
Investing activities:
Acquisitions, net of cash acquired
Purchase of intellectual property
Additions to property, plant and equipment
Purchases of marketable securities
Sales and maturities of marketable securities
Other investing activities, net
Net cash used in investing activities
Financing activities:
Change in short-term borrowings, net
Payments on long-term debt
Issuance of long-term debt
Purchase of call options
Sale of warrants
Dividends to shareholders
Repurchase of common stock
Issuance of common stock
Excess tax benefit from exercise of stock-based awards
Net cash (used in) provided by financing activities
Effect of exchange rate changes on cash and cash equivalents
Net change in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period
Supplemental cash flow information:
Cash paid during the year for:
Income taxes
Interest
Supplemental noncash investing and financing activities:
Reclassification of debentures from short-term to long-term debt
Reclassification of debentures from long-term to short-term debt

AICPA Accounting Trends & Techniques

2007

2006

2005

$ 2,802

$ 2,547

$ 1,804

583
98
—
31
185
(36)
(236)

544
—
364
39
25
99
105

463
—
654
43
19
61
(143)

(326)
(24)
(45)
17
(70)
2,979

(217)
(257)
(86)
(981)
38
2,220

(271)
(51)
(107)
409
(57)
2,824

(8)
(121)
(573)
(11,837)
10,894
(56)
(1,701)

(285)
(837)
(407)
(8,065)
6,627
100
(2,867)

(108)
(10)
(452)
(1,805)
803
(31)
(1,603)

45
(1,880)
—
—
—
(504)
(1,039)
331
36
(3,011)
(5)
(1,738)
2,994
$ 1,256

(18)
—
5,428
(1,075)
517
(465)
(3,589)
506
—
1,304
105
762
2,232
$ 2,994

90
(2)
—
—
—
(405)
(511)
334
—
(494)
(89)
638
1,594
$ 2,232

$ 1,034
230

$ 860
109

$ 559
55

$

$

$ 1,973
—

94
—

—
1,971
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6.16

MET-PRO CORPORATION (JAN)

Increase (decrease) in cash and cash equivalents
Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cash provided by
operating activities:
Depreciation and amortization
Deferred income taxes
(Gain) loss on sales of property and equipment, net
Stock-based compensation
Allowance for doubtful accounts
(Increase) decrease in operating assets:
Accounts receivable
Inventories
Prepaid expenses and deposits
Other assets
Increase (decrease) in operating liabilities:
Accounts payable and accrued expenses
Customers’ advances
Other non-current liabilities
Net cash provided by operating activities
Cash flows from investing activities
Proceeds from sales of property and equipment
Acquisitions of property and equipment
Increase in securities available for sale
Net cash (used in) investing activities
Cash flows from financing activities
Proceeds from new borrowings
Reduction of debt
Exercise of stock options
Payment of dividends
Purchase of treasury shares
Payment of cash in lieu of fractional shares
Net cash provided by (used in) financing activities
Effect of exchange rate changes on cash
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

ATT-SEC 6.16

2008

2007

2006

$11,906,165

$ 6,926,804

$ 7,313,284

1,738,625
1,369,460
(3,556,088)
510,108
19,352

1,602,138
26,203
13,310
327,200
(114,238)

1,486,340
610,593
13,131
—
34,002

(2,633,358)
(1,197,111)
(754)
(115,992)

(1,831,614)
(3,161,103)
2,872
332,466

(4,428,817)
(2,657,517)
(141,097)
(484,162)

2,654,425
(723,531)
(96,157)
9,875,144

255,908
(721,878)
242,084
3,900,152

228,250
409,760
2,057,647
4,441,414

4,396,164
(5,456,418)
—
(1,060,254)

14,310
(4,398,910)
(21,820)
(4,406,420)

31,565
(4,151,253)
—
(4,119,688)

—
(1,499,334)
1,081,835
(3,101,839)
(630,515
(1,642)
(4,151,495)
(78,712)
4,584,683
17,322,194
$21,906,877

4,312,293
(1,492,699)
147,174
(2,857,423)
—
—
109,345
35,812
(361,111)
17,683,305
$17,322,194

793,947
(1,800,910)
324,281
(2,648,576)
(140,135)
(1,914)
(3,473,307)
(54,590)
(3,206,171)
20,889,476
$17,683,305
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ADJUSTMENTS TO RECONCILE NET INCOME TO OPERATING CASH FLOWS

Employee Related Costs
6.17

THE HERSHEY COMPANY (DEC)
(In thousands of dollars)
Cash flows provided from (used by) operating activities
Net income
Adjustments to reconcile net income to net cash provided from operations:
Depreciation and amortization
Stock-based compensation expense, net of tax of $10,634, $14,524
and $19,716, respectively
Excess tax benefits from exercise of stock options
Deferred income taxes
Business realignment and impairment charges, net of tax of $144,928,
$4,070, and $44,975, respectively
Contributions to pension plans
Changes in assets and liabilities, net of effects from business
acquisitions and divestitures:
Accounts receivable—trade
Inventories
Accounts payable
Other assets and liabilities
Net cash provided from operating activities

2007

2006

2005

$ 214,154

$559,061

$ 488,547

310,925

199,911

218,032

18,987
(9,461)
(124,276)

25,598
(9,275)
4,173

34,449
(20,186)
71,038

267,653
(15,836)

7,573
(23,570)

74,021
(277,492)

40,467
45,348
62,204
(31,329)
$ 778,836

(14,919)
(12,461)
(13,173)
275
$723,193

(130,663)
(60,062)
16,715
47,363
$ 461,762

2007

2006

2005

$1,138.7

$1,554.0

$1,055.4

(38.6)
288.8
15.1
130.5
40.3
(8.3)
40.5
(20.9)
—
40.8

—
246.0
(5.0)
142.7
31.4
4.6
75.4
(452.8)
18.6
30.6

—
225.6
10.3
11.8
23.0
28.5
120.0
—
—
(24.1)

(255.6)
(88.0)
(45.0)
59.7
$1,298.0

(8.4)
28.2
(98.6)
245.8
$1,812.5

10.5
(134.9)
215.7
(108.3)
$1,433.5

Sale of Assets Other Than Property
6.18

AUTOMATIC DATA PROCESSING, INC. (JUN)
(In millions)
Cash flows from operating activities
Net earnings
Adjustments to reconcile net earnings to cash flows provided by operating activities:
Gain on sale of cost-based investment
Depreciation and amortization
Deferred income taxes
Stock-based compensation expense
Pension expense
Net realized (gain) loss from the sales of marketable securities
Amortization of premiums and discounts on available-for-sale securities
Gain on sale of businesses, net of tax
Impairment of assets of discontinued operations businesses
Other
Changes in operating assets and liabilities, net of effects from acquistions and
divestitures of businesses:
(Increase) decrease in accounts receivable
(Increase) decrease in other assets
(Decrease) increase in accounts payable, accrued expenses and other liabilities
Operating activities of discontinued operations
Net cash flows provided by operating activities
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Sale of Property
6.19

SMITH INTERNATIONAL, INC. (DEC)
(In thousands)
Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash provided by
operating activities, excluding the net effects of acquisitions:
Minority interests
Depreciation and amortization
Share-based compensation expense
Increase in LIFO inventory reserves
Deferred income tax provision
Provision for losses on receivables
Foreign currency translation losses
Gain on disposal of property, plant and equipment
Equity earnings, net of dividends received
Gain on sale of operations
Changes in operating assets and liabilities:
Receivables
Inventories
Accounts payable
Other current assets and liabilities
Other non-current assets and liabilities
Net cash provided by operating activities

2007

2006

2005

$ 647,051

$ 502,006

$ 302,305

248,353
193,296
34,239
22,712
22,265
5,082
4,059
(21,133)
(17,170)
(1,534)

191,416
150,384
27,280
18,942
3,737
7,578
3,376
(18,893)
(9,247)
(6,473)

122,759
117,722
5,947
22,144
10,636
4,216
1,213
(14,812)
(10,420)
(5,898)

(154,355)
(202,436)
(9,760)
(58,262)
(23,920)
$ 688,487

(364,834)
(412,748)
161,111
48,975
(24,126)
$ 278,484

(243,882)
(197,204)
105,832
3,487
(15,996)
$ 208,049

2007

2006

2005

$ 375.3

$ 449.2

$ 415.3

144.7
—
111.5
(12.6)
29.6
(16.2)
(2.0)
6.1
—
—
0.7
—
2.4

160.9
7.6
16.1
—
104.5
70.3
(8.3)
—
(28.9)
0.7
2.7
1.9
(2.5)

191.2
86.1
4.2
—
20.1
(65.1)
(1.3)
—
(59.9)
5.7
1.1
(11.1)
1.4

57.9
15.7
7.9
(127.4)
18.9
—
4.4
$ 616.9

(84.3)
(19.2)
45.0
70.7
17.0
(9.0)
1.4
$ 795.8

76.7
29.8
(18.7)
(144.4)
13.3
—
(16.5)
$ 527.9

Tax Benefit From Share-Based Compensation Plans
6.20

NATIONAL SEMICONDUCTOR CORPORATION (MAY)
(In millions)
Cash flows from operating activities:
Net income
Adjustments to reconcile net income with net cash provided by operating activities:
Depreciation and amortization
Impairment of goodwill
Share-based compensation expense
Excess tax benefit from share-based payment arrangements
Tax benefit associated with stock options
Deferred tax provision (benefit)
Gain on investments
In-process research and development charge
Gain on sale of businesses
Share in net losses of equity-method investments
Loss on disposal of equipment
Non-cash other operating (income) expense, net
Other, net
Changes in certain assets and liabilities, net:
Receivables
Inventories
Other current assets
Accounts payable and accrued expenses
Income taxes payable
Other non-current assets
Other non-current liabilities
Net cash provided by operating activities
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Equity Earnings/(Loss)
6.21

NOBLE ENERGY, INC. (DEC)
(In thousands)
Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation, depletion and amortization—oil and gas production
Depreciation, depletion and amortization—electricity generation
Dry hole expense
Impairment of operating assets
Amortization of unproved leasehold costs
Stock-based compensation expense
Gain on sale of assets
Deferred income taxes
Accretion of discount on asset retirement obligations
Increase in allowance for doubtful accounts
Income from equity method investees
Dividends from equity method investees
Deferred compensation expense
Non-cash (gain) loss on derivative instruments
Loss on involuntary conversion
Other
Changes in operating assets and liabilities, net of acquisition:
Increase in accounts receivable
Decrease (increase) in other current assets
Decrease (increase) in probable insurance claims
Increase (decrease) in accounts payable
Decrease in other current liabilities
Net cash provided by operating activities

AICPA Accounting Trends & Techniques

2007

2006

2005

$ 943,870

$ 678,428

$ 645,720

727,981
14,277
90,210
3,661
16,013
26,825
(11,854)
291,881
8,125
15,272
(210,928)
226,634
33,526
(184,944)
51,406
(1,733)

622,608
16,319
70,325
8,525
18,923
11,816
(219,577)
194,261
10,797
15,891
(139,362)
37,350
15,936
415,298
—
21,509

390,544
16,476
98,015
5,368
17,855
3,467
(4,201)
183,770
11,214
5,551
(90,812)
59,625
14,980
32,680
1,000
(40,421)

(21,609)
8,048
108,075
19,278
(137,441)
$2,016,573

(32,348)
(4,954)
139,590
(11,151)
(139,878)
$1,730,306

(73,940)
(28,254)
(25,306)
20,747
(4,200)
$1,239,878
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Provision for Bad Debt
6.22

TUPPERWARE BRANDS CORPORATION (DEC)
(In millions)
Operating activities:
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization
Equity compensation
Amortization and write off of deferred debt costs and gains
Net gains on disposal of assets
Provision for bad debts
Net impact of write-down of inventories and change in LIFO reserve
Non-cash impact of re-engineering, impairment costs and loss on disposal
Cumulative effect of a change in accounting principle
Net change in deferred income taxes
Excess tax benefits from share-based payment arrangements
Termination of interest rate hedge
Changes in assets and liabilities:
Accounts and notes receivable
Inventories
Non-trade amounts receivable
Prepaid expenses
Other assets
Accounts payable and accrued liabilities
Income taxes payable
Other liabilities
Net cash impact from hedging activity
Other
Net cash provided by operating activities

2007

2006

2005

$116.9

$ 94.2

$ 85.4

63.5
7.6
8.7
(13.2)
14.2
10.4
14.5
—
(11.7)
(2.2)
—

72.9
6.6
3.2
(10.7)
8.3
6.4
0.4
—
(10.1)
—
—

50.8
4.4
(5.4)
(0.6)
5.4
(3.7)
4.1
0.8
(4.3)
—
3.1

(15.4)
(36.9)
(1.7)
(1.6)
3.2
31.5
(16.5)
1.6
4.3
0.2
$177.4

(21.3)
5.4
10.1
(1.3)
(0.2)
18.8
(4.0)
3.2
(9.1)
—
$172.8

9.6
(6.2)
(6.3)
0.5
17.4
(23.9)
7.3
(2.1)
3.7
0.2
$140.2

2007

2006

2005

$ 57,650

$(88,152)

$ 25,611

13,737
39,237
—
2,144
2,311
8,565
419
(1,741)
227
—
2,203

14,219
38,217
—
2,144
1,992
8,064
6,426
16,547
73
4,197
31,206

—
37,277
11,104
2,354
1,596
10,437
—
3,253
28
—
5,127

(10,724)
(247)
(1,534)
(16,654)
(10,815)
$ 84,778

(18,177)
(3,454)
(3,395)
795
16,524
$ 27,226

(18,809)
2,172
(3,706)
(1,129)
(21,118)
$ 54,197

Intangible Asset Amortization
6.23

SKYWORKS SOLUTIONS, INC. (SEP)
(In thousands)
Cash flows from operating activities:
Net income (loss)
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Share-based compensation expense
Depreciation
Charge in lieu of income tax expense
Amortization of intangible assets
Amortization of deferred financing costs
Contribution of common shares to savings and retirement plans
Non-cash restructuring expense
Deferred income taxes
Loss on sale of assets
Asset impairments
Provision for losses on accounts receivable
Changes in assets and liabilities:
Receivables
Inventories
Other assets
Accounts payable
Other liabilities
Net cash provided by operating activities
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Restructuring Charges
6.24

THE STANDARD REGISTER COMPANY (DEC)
(Dollars in thousands)
Cash flows from operating activities
Net (loss) income
Cumulative effect of a change in accounting principle
Adjustments to reconcile net (loss) income to net
cash provided by operating activities:
Depreciation and amortization
Asset impairments
Restructuring charges
(Gain) loss on sale of discontinued operations
Pension and postretirement benefit expense
Share-based compensation
Deferred tax (benefit) expense
Other
Changes in operating assets and liabilities, net of
effects from dispositions and acquisitions:
Accounts and notes receivable
Inventories
Restructuring spending
Accounts payable and accrued expenses
Pension and postretirement obligations
Deferred compensation payments
Other assets and liabilities
Net cash provided by operating activities

AICPA Accounting Trends & Techniques

2007

2006

2005

$ (7,305)
—

$(11,661)
(78)

$ 1,399
—

26,774
(439)
7,996
(1,330)
52,990
(591)
(6,755)
1,099

31,028
2,738
1,558
12,402
32,195
2,515
80
1,750

39,217
303
2,266
(905)
24,176
2,090
8,064
2,472

5,746
3,748
(7,592)
(14,255)
(29,763)
(6,868)
9,662
$ 33,117

(14,612)
(2,209)
(3,387)
127
(31,071)
(1,336)
(92)
$ 19,947

5,224
4,763
(5,211)
(4,683)
(20,015)
(2,481)
814
$ 57,493
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Changes in Assets and Liabilities
6.25

BARNES & NOBLE, INC. (JAN)
(In thousands)
Cash flows from operating activities:
Net earnings
Adjustments to reconcile net earnings to net cash flows from operating activities:
Depreciation and amortization (including amortization of deferred financing fees)
Stock-based compensation expense
Deferred taxes
Property and equipment impairment charge
Minority interest
Decrease in other long-term liabilities for tenant allowances and scheduled
rent increases
Loss on disposal of property and equipment
Changes in operating assets and liabilities, net
Net cash flows from operating activities
Cash flows from investing activities:
Purchases of property and equipment
Insurance proceeds from property claims
Payments on GameStop note receivable
Net increase in other noncurrent assets
Net cash flows from investing activities
Cash flows from financing activities:
Purchase of treasury stock through repurchase program
Cash dividends paid to shareholders
Proceeds from exercise of common stock options
Excess tax benefit from stock-based compensation
Dividend to minority interest
Repayment of debt
Net cash flows from financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year
Changes in operating assets and liabilities, net:
Receivables, net
Merchandise inventories
Prepaid expenses and other current assets
Accounts payable and accrued liabilities
Changes in operating assets and liabilities, net

ATT-SEC 6.25

2007

2006

2005

$ 135,799

$ 150,527

$ 146,681

172,756
17,168
11,593
5,876
2,554

170,855
17,146
1,368
3,411
1,788

173,814
3,566
1,925
12,656
1,686

(2,858)
3,048
88,672
434,608

(2,048)
1,207
(73,001)
271,253

(8,596)
3,542
164,467
499,741

(196,509)
4,666
12,173
(821)
(180,491)

(179,373)
—
12,173
(84)
(167,284)

(187,167)
—
12,173
(1,289)
(176,283)

(248,343)
(39,342)
31,218
15,792
(1,162)
—
(241,837)
12,280
348,767
$ 361,047

(118,936)
(39,910)
19,735
12,551
(1,228)
—
(127,788)
(23,819)
372,586
$ 348,767

(282,746)
(20,221)
62,143
—
(700)
(245,000)
(486,524)
(163,066)
535,652
$ 372,586

$

$ (1,675)
(40,583)
(33,325)
2,582
$ (73,001)

$ (8,595)
(39,419)
(8,216)
220,697
$ 164,467

2,320
(12,278)
(4,406)
103,036
$ 88,672
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6.26

THE DUN & BRADSTREET CORPORATION (DEC)
(Amounts in millions)
Cash flows from operating activities:
Net Income
Less: net income (loss) from discontinued operations
Net income from continuing operations
Reconciliation of net income to net cash provided by operating activities:
Depreciation and amortization
Amortization of unrecognized pension loss
Gain (loss) from sales of businesses
Income tax benefit from stock-based awards
Excess tax benefit on stock-based awards
Equity-based compensation
Restructuring charge
Restructuring payments
Deferred income taxes, net
Accrued income taxes, net
Changes in current assets and liabilities:
Increase in accounts receivable
Net increase in other current assets
Increase in deferred revenue
Decrease in accounts payable
Net increase in accrued liabilities
Net decrease in other accrued and current liabilities
Changes in non-current assets and liabilities:
Net increase in other long-term assets
Net decrease in long-term liabilities
Net, other non-cash adjustments
Net cash provided by operating activities from continuing operations
Net cash provided by operating activities from discontinued operations
Net cash provided by operating activities

INTEREST AND INCOME TAX PAYMENTS
6.27

2007

2006

2005

$298.1
5.4
$292.7

$240.7
2.0
$238.7

$221.2
(1.3)
$222.5

46.6
15.9
(19.9)
33.8
(26.4)
25.9
25.1
(31.2)
(38.7)
88.4

32.1
—
—
49.5
(39.6)
20.8
25.5
(21.1)
0.4
41.8

34.6
—
(0.6)
74.7
—
11.9
30.7
(31.9)
0.2
(43.3)

(30.0)
(4.1)
44.3
(5.4)
16.1
(0.1)

(43.3)
(1.8)
44.1
(9.2)
8.3
(3.6)

(18.0)
(5.5)
37.4
(2.2)
10.2
(6.4)

(28.1)
(16.2)
(4.1)
384.6
9.3
$393.9

(40.6)
(11.9)
0.7
290.8
14.1
$304.9

(18.4)
(34.7)
0.2
261.4
0.1
$261.5

$0.0, $9.4 and $18.0, respectively, for which $0.1, $7.6, and
$17.8 in 2007, 2006, and 2005, respectively, has been reimbursed to us thus far from UCB pursuant to the Stock and
Asset Purchase Agreement.

CYTEC INDUSTRIES INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Currencies in millions, except per share
amounts, unless otherwise indicated)
12 (In Part): Debt
Cash payments during the years ended December 31, 2007,
2006 and 2005, included interest of $44.5, $56.1 and $75.3,
respectively. Included in interest expense, net, for the years
ended December 31, 2007, 2006 and 2005, is interest income
of $2.1, $1.6 and $3.7, respectively.
14 (In Part): Income Taxes
Income taxes paid in 2007, 2006 and 2005 were $59.7, $67.5
and $64.4, respectively, and include non-U.S. taxes of $45.8,
$56.9 and $59.8 in 2007, 2006 and 2005, respectively. Income taxes related to pre-acquisition tax period of the Surface Specialties entities paid in 2007, 2006 and 2005 were

AICPA Accounting Trends & Techniques
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6.28

NCR CORPORATION (DEC)
(In millions)
Operating activities
Net income
Adjustments to reconcile net income to net cash provided
by operating activities:
Income from discontinued operations
Depreciation and amortization
Stock-based compensation expense
Excess tax benefit from stock-based compensation
Deferred income taxes
Non-cash income tax adjustment
Other adjustments to income, net
Changes in operating assets and liabilities:
Receivables
Inventories
Current payables and accrued expenses
Deferred service revenue and customer deposits
Employee severance and pension
Other assets and liabilities
Net cash provided by operating activities
Investing activities
Expenditures for property, plant and equipment
Proceeds from sales of property, plant and equipment
Additions to capitalized software
Other investing activities, business acquisitions and divestitures, net
Net cash used in investing activities
Financing activities
Repurchases of Company common stock
Excess tax benefit from stock-based compensation
Short-term borrowings, repayments
Long-term debt, additions
Proceeds from employee stock plans
Distribution to discontinued operations
Other financing activities, net
Net cash used in financing activities
Cash flows from discontinued operations
Net cash provided by operating activities
Net cash used in investing activities
Net cash provided by financing activities
Net cash provided by discontinued operations
Effect of exchange rate changes on cash and cash equivalents
Increase in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period
Supplemental data
Cash paid during the year for:
Income taxes
Interest

ATT-SEC 6.28

2007

2006

2005

$ 274

$ 382

$ 529

(103)
110
42
(9)
(7)
—
(2)

(231)
104
20
(10)
8
—
(9)

(213)
113
4
—
80
(181)
(2)

(166)
(76)
52
43
(31)
24
151

(66)
(76)
67
32
24
(55)
190

21
(13)
(35)
24
35
(47)
315

(64)
31
(48)
(12)
(93)

(99)
59
(45)
(6)
(91)

(55)
11
(37)
(17)
(98)

(83)
9
—
—
48
(200)
(1)
(227)

(280)
10
(1)
1
89
—
(3)
(184)

(415)
—
—
—
138
—
—
(277)

223
(74)
5
154
20
5
947
$ 952

292
(89)
7
210
12
137
810
$ 947

199
(63)
—
136
(16)
60
750
$ 810

$ 123
$ 24

$ 60
$ 24

$ 50
$ 23
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TIME WARNER INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
17 (In Part): Additional Financial Information
Cash Flows (In Part)
Additional financial information with respect to cash (payments) and receipts is as follows (millions):

Cash payments made for interest
Interest income received
Cash interest payments, net
Cash payments made for income taxes
Income tax refunds received
Cash tax payments, net

2007
$(2,352)
103
$(2,249)
$ (667)
110
$ (557)

2006
$(1,829)
135
$(1,694)
$ (565)
34
$ (531)

2005
$(1,534)
230
$(1,304)
$ (486)
82
$ (404)

2007

2006

2005

$(224,474)
(94,615)
86,921
—
3,453
$(228,715)

$(263,580)
(159,957)
145,369
—
9,845
$(268,323)

$(283,478)
—
—
(3,090)
3,797
$(282,771)

CASH FLOWS FROM INVESTING
ACTIVITIES
6.30 Paragraphs 15–17 of SFAS No. 95 define those transactions and events which constitute investing cash receipts
and payments. With the exception of certain transactions described in paragraphs 12 and 13 of SFAS No. 95 and paragraph 7 of SFAS No. 104, Statement of Cash Flows—Net
Reporting of Certain Cash Receipts and Cash Payments and
Classification of Cash Flows From Hedging Activities, which
amends SFAS No. 95, cash receipts and payments should
be reported separately and not netted. Examples of reporting
cash flows from investing activities follow.

Property Acquisitions/Disposals
6.31

AUTOZONE, INC. (AUG)
(In thousands)
Cash flows from investing activities:
Capital expenditures
Purchase of marketable securities
Proceeds from sale of investments
Acquisitions
Disposal of capital assets
Net cash used in investing activities

AICPA Accounting Trends & Techniques
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6.32

SPECTRUM BRANDS, INC. (SEP)
(In thousands)
Cash flows from investing activities:
Purchases of property, plant and equipment
Proceeds from sale of property, plant and equipment
Proceeds from sale of assets held for sale
Payments for acquisitions, net of cash acquired
Net cash used by investing activities of continuing operations
Net cash (used) provided by investing activities of
discontinued operations
Net cash (used) provided by investing activities

2007

2006

2005

$(22,101)
1,572
—
—
(20,529)

$(54,945)
5,439
10,641
(18,501)
(57,366)

$

(2,200)
$(22,729)

78,007
$ 20,641

(7,108)
$(1,693,828)

2007

2006

2005

$(1,629.8)
9.2
(357.4)
366.5
$(1,611.5)
3,148.7
$ 1,537.2

$ (362.2)
13.4
(339.8)
(398.6)
$(1,087.2)
(100.0)
$(1,187.2)

$(273.2)
19.0
(339.9)
(99.8)
$(693.9)
(182.2)
$(876.1)

(56,742)
177
—
(1,630,155)
(1,686,720)

Investments
6.33

CARDINAL HEALTH, INC. (JUN)
(In millions)
Cash flows from investing activities:
Acquisition of subsidiaries, net of divestitures and cash acquired
Proceeds from sale of property and equipment
Additions to property and equipment
Sale (purchase) of investment securities available for sale
Net cash used in investing activities—continuing operations
Net cash provided by/(used in) investing activities—discontinued operations
Net cash provided by/(used in) investing activities

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Short-Term Investments
The Company’s short-term investments at June 30, 2007
included $132.0 million in tax exempt auction rate securities. At June 30, 2006, the Company’s short-term investments included $208.9 million in tax exempt variable rate
demand notes and $289.5 million in tax exempt auction rate
securities. These short-term investments are classified as
available-for-sale on the Company’s consolidated balance
sheet. The Company’s investments in these securities are
recorded at cost, which approximates fair market value due
to their variable interest rates. See Note 4 for additional information regarding short-term investments.
4. Investments
At June 30, 2007, the Company held approximately $132.0
million in tax exempt auction rate securities. At June 30, 2006,
the Company held approximately $208.9 million in tax exempt variable rate demand notes and approximately $289.5
million in tax exempt auction rate securities. These shortterm investments are classified as available-for-sale on the
Company’s consolidated balance sheet. The interest rate
earned on the Company’s current investments resets every
28 or 35 days and the investments are automatically reinvested unless the Company provides notice of intent to liq-

ATT-SEC 6.32

uidate to the broker. The Company’s investments in these
securities are recorded at cost, which approximates fair market value due to their variable interest rates. The underlying
maturities of the current investments range from one to 33
years. The bonds are issued by municipalities and other tax
exempt entities. Most are backed by letters of credit from the
banking institutions that broker the debt placements or another financial institution. All of the current investments have
ratings of at least Aaa or AAA.
At June 30, 2006, the Company held a $16.7 million cost
investment in Global Healthcare Exchange, LLC (“GHX”).
During the three months ended December 31, 2006, a valuation of GHX was performed by an independent third-party
in conjunction with a business transaction initiated by GHX.
Based on the results of the valuation, the Company determined the investment was impaired and recorded a $12.3
million charge to impairment charges and other within the
consolidated statement of earnings. At June 30, 2007, the
investment held was $4.4 million. The Company will continue
to monitor GHX’s financial performance in order to assess for
additional impairment.
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CUMMINS INC. (DEC)
(Millions)
Cash flows from investing activities
Capital expenditures
Investments in internal use software
Proceeds from disposals of property, plant and equipment
Investments in and advances to equity investees
Acquisitions of businesses, net of cash acquired
Proceeds from the sale of businesses
Investments in marketable securities—acquisitions
Investments in marketable securities—liquidations
Purchase of other investments
Other, net
Net cash used in investing activities

2007

2006

2005

$(353)
(67)
44
(66)
(20)
35
(405)
395
(57)
(21)
$(515)

$(249)
(52)
49
(18)
(2)
24
(303)
273
—
1
$(277)

$(186)
(39)
21
(13)
(2)
—
(123)
126
—
4
$(212)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Summary of Significant Accounting Policies
Marketable Securities
We account for marketable securities in accordance with the
provisions of Statement of Financial Accounting Standards
(SFAS) No.115, “Accounting for Certain Investments in Debt
and Equity Securities.” We determine the appropriate classification of all marketable securities as “held-to-maturity,
“available-for-sale” or “trading” at the time of purchase, and
re-evaluate such classifications at each balance sheet date.
At December 31, 2007 and 2006, all of our investments were
classified as available-for-sale.
Available-for-sale securities are carried at fair value with
the unrealized gain or loss, net of tax, reported in other
comprehensive income. Unrealized losses considered to be
“other-than-temporary” are recognized currently in earnings.
The cost of securities sold is based on the specific identification method. The fair value of most investment securities
is determined by currently available market prices.
Where quoted market prices are not available, we use the
market price of similar types of securities that are traded in
the market to estimate fair value. See Note 5 for a detailed
description of our investments in marketable securities.
Note 5. Marketable Securities
A summary of marketable securities, all of which are classified as current, is as follows:

(Millions)
Available-for-sale:
Debt mutual funds
Government debt securities—non-U.S.
Corporate debt securities
Equity securities and other
Total marketable securities

AICPA Accounting Trends & Techniques

Cost

2007
Gross
Unrealized
Gains/
(Losses)

Estimated
Fair Value

$ 94
6
12
—
$112

$—
(1)
—
9
$ 8

$ 94
5
12
9
$120

Cost

2006
Gross
Unrealized
Gains/
(Losses)

Estimated
Fair Value

$71
14
4
2
$91

$ 1
(1)
—
4
$ 4

$72
13
4
6
$95
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Proceeds from sales of available-for-sale securities were
$395 million, $273 million and $126 million in 2007, 2006
and 2005, respectively. Gross realized gains from the sale of
available-for-sale securities were $1 million, $1 million and $2
million in 2007, 2006 and 2005, respectively. Gross realized
losses from the sale of available-for-sale securities were less
than $1 million in 2007, 2006 and 2005.
At December 31, 2007, the fair value of available-for-sale
investments in debt securities by contractual maturity is as
follows:
(Millions)
Maturity date
1 year or less
1–5 years
5–10 years
After 10 years
Total

Fair Value
$ 4
6
5
2
$17

Business Combinations
6.35

NATURE VISION, INC. (DEC)

Cash flows from investing activities
Purchases of property and equipment
Purchase of Cass Creek assets, net of
cash received and promissory note
Purchase of Fish Hawk assets, net of
promissory note
Purchase of Vector Teknologies assets
Proceeds from cash value on terminated
life insurance policies
Proceeds from sale of property and
equipment
Proceeds from sale of building and land
held for sale
Proceeds from sale of discontinued
operations
Payments received on note receivable
Net proceeds from sale of working
capital associated with discontinued
operations
Purchases of intangibles
Net cash flows from investing activities

2007

2006

$ (268,824)

$ (719,711)

(2,105,860)

—

(208,310)
—

—
(384,074)

148,310

—

163,689

30,905

—

643,640

475,106
300,000

2,003,418
—

2,602,685
(13,530)
$ 1,093,266

—
(16,574)
$1,557,604

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 2. Acquisitions
Cass Creek Acquisition
On September 20, 2007, Nature Vision closed on the acquisition of substantially all of the assets of Cass Creek, a
manufacturer and distributor of electronic game calling devices, pursuant to the terms of an Asset Purchase Agreement.The transaction involved the acquisition of equipment,
inventories, intellectual property, books and records, permits,
licenses, accounts receivable, cash, goodwill, general intan-

ATT-SEC 6.35

gibles and certain other assets of Cass Creek for a total purchase price of approximately $2,600,000. The purchase price
was paid as follows: (i) $1,560,000 cash was paid at closing,
(ii) $386,000 by the assumption of an existing line of credit
for Cass Creek that was paid off, by the Company upon closing, and (iii) $500,000 by a five year unsecured promissory
note payable in annual installments of $100,000 of principal
plus interest accrued at 8% per annum. In connection with
the acquisition, the Company incurred transaction costs of
$167,036. The assets acquired and liabilities assumed in the
acquisition are based on their value estimates at the date
of acquisition. The assets and liabilities were recorded at
fair value pursuant to SFAS No. 141. The purchase provides
the Company with an expanded hunting platform and is intended to smooth the seasonal sales cycle. The goodwill is
deductible for tax purposes over 15 years.
In order to fund the acquisition, the Company borrowed
$2,000,000 from M&I Business Credit, LLC (“M&I”) under the
terms of a Demand Term Note dated September 19, 2007
in the principal amount of $2,000,000. The amount borrowed
was payable upon demand and bore interest at an annual rate
of .75% per annum above the prime rate of interest publicly
announced by M&I Bank. If not sooner demanded, principal
on the Demand Term Note was due and payable in equal
consecutive monthly installments of $16,677 commencing
on November 1, 2007 and continuing until April 1, 2008. In
any event, all principal and accrued interest on the Demand
Term Note is due and payable in full upon demand but not
later than April 1, 2008.
In connection with the financing of the Cass Creek acquisition, on September 20, 2007, the Company granted a
non-qualified stock option for the purchase of 33,000 shares
of its common stock at an exercise price of $2.10 per share
to the Company’s Chief Executive Officer, in consideration
of his personal guarantee of the payment of the demand
term note and the promissory note payable. The fair value
of the options granted (associated with debt guarantee) was
calculated at $50,256 using the Black-Scholes model and
are included in long-term prepaid expenses on the balance
sheet and will be amortized over the life of the guarantee. The following assumptions were used to calculate the
value of the options: dividend yield of 0%, risk-free interest rate of 5%, expected life equal to 6 years, and volatility
of 81%.
The purchase price allocation for Cass Creek is as follows:

Cash
Accounts receivable
Inventories
Prepaid expenses
Property and equipment
Intangibles**
Goodwill
Total purchase price
Less—cash acquired
Less—promissory note
Net cash expended at the time of acquisition

$

7,176
123,154
815,657
60,007
100,000
880,000
627,042
2,613,036
(7,176)
(500,000)
$2,105,860

** Intangibles consist of $260,000 related to intellectual property,
useful life of 5 years, $100,000 related to non-compete, useful life
of 5 years, and $520,000 related to customer lists, useful life of
5 years.
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Fish Hawk Acquisition

The purchase price allocation for Fish Hawk is as follows:

On July 3, 2007, the Company purchased substantially all the
assets of Fish Hawk Electronics Corporation, for $323,310.
The amount of $100,000 was paid at closing, $68,979 was
due and paid in October 2007, and $100,000 is payable pursuant to a three year promissory note in addition, the Company incurred transaction costs of $54,331 connection with
the acquisition. The note bears interest at 8% and requires
annual principal payments of $33,333 plus interest at 8%
through July 2010. The purchase provides the Company with
downrigger display technology that compliments its Vector
line of downrigger trolling products. In Connection with this
transaction, the Company expensed in process research and
development of $15,000 during the year ended December
31, 2007. The goodwill is deductible for tax purposes over
15 years. The pro forma results of operations for Fish Hawk
Electronics Corporation are not included as of January 1,
2006 as they were not considered material.

Inventory
Property and equipment
Intangibles*
In process research and development (included in
selling, general, and administrative expenses)
Goodwill
Total purchase price
Less—promissory note
Net cash expended at the time of acquisition

$ 68,979
30,000
170,000
15,000
39,331
$ 323,310
(100,000)
$ 223,310

* Intangibles consist of $100,000 related to trademarks, useful life
of 5 years, $50,000 related to non-compete, useful life of 5 years
and $20,000 related to customer lists, useful life of 5 years.

Vector Acquisition
On February 28, 2006, the Company purchased substantially
all the assets of VectorTeknologies, LLC for $384,074 in cash.
The Company also entered into a royalty agreement for sales
of the purchased products until December 31, 2009. The royalty agreement is not anticipated to be material. The purchase
provides the Company with a new line of products, downriggers for controlled depth fishing, for the outdoor recreation
division, Nature Vision. The product line will also provide a
platform for additional product innovation. The acquisition
was financed with the existing line of credit. The pro forma
results of operations as if the Vector Teknologies, LLC purchase occurred on January 1, 2006 are not material.
The results of Cass Creek and Fish Hawk have been included in the consolidated financial statements since the
date of the acquisitions. The following un-audited pro forma
condensed results of operations for the years ended December 31, 2007 and 2006 give effect to the acquisition of Cass
Creek as if such transaction had occurred on January 1, 2006.
The unaudited pro forma information does not purport to represent what the Company’s results of operations would actually have been if such transaction in fact had occurred at such
date or to project the Company’s results of future operations.
For the years ended December 31, 2007 and 2006:
2007

Net sales
Loss from continuing operations
Gain from discontinued operations
Net loss
Loss per common share:
Basic
Diluted

2006

As Reported
$ 9,607,686
(2,735,335)
95,913
$(2,639,422)

Pro Forma
$11,022,517
(2,305,533)
95,913
$ (2,209,620)

As Reported
$ 8,993,993
(1,581,914)
500,844
$(1,081,070)

Pro Forma
$11,424,929
(1,333,896)
500,844
$ (833,052)

$
$

$
$

$
$

$
$

(1.15)
(1.15)

(.97)
(.97)

(.49)
(.49)

(.38)
(.38)

Information regarding goodwill is summarized below:

Goodwill December 31, 2006
Goodwill—Fish Hawk acquisition
Goodwill—Cass Creek acquisition
Goodwill, December 31, 2007

AICPA Accounting Trends & Techniques

$

—
39,331
627,042
$666,373
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Sale of Discontinued Operations
6.36

INSIGHT ENTERPRISES, INC. (DEC)
(In thousands)
2007
Cash flows from investing activities:
Proceeds from sale of
discontinued operations, net of
direct expenses
$ 28,631
Purchases of property and
equipment
(35,761)
Acquisition of Software Spectrum,
net of cash acquired
—
Cash receipt of underwriter
receivable
—
Net cash used in investing
activities
$ (7,130)

2006

$ 46,250

2005

$

—

(34,242)

(35,027)

(321,167)

—

—

26,540

$(309,159)

$ (8,487)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Acquisitions and Dispositions (In Part)
On March 1, 2007, we completed the sale of PC Wholesale, a
division of our North America operating segment. As a result
of the disposition, PC Wholesale’s results of operations for all
periods presented are classified as a discontinued operation.
See further information in Note 19.

•

•

•

•

•

•

On June 30, 2006, we completed the sale of 100% of the
outstanding stock of Direct Alliance Corporation (“Direct Alliance”), a business process outsourcing provider in the U.S.,
for a cash purchase price of $46,250,000, subject to earn out
and claw back provisions. Accordingly, Direct Alliance’s results of operations for all periods presented are classified as
a discontinued operation. See further information in Note 19.
19 (In Part): Discontinued Operations
PC Wholesale
On March 1, 2007, we completed the sale of PC Wholesale, a
division of our North America operating segment that sells to
other resellers. The sale of PC Wholesale is consistent with
our strategic plan as we concluded that selling IT products to
other resellers is not a core element of our growth strategy.

The transaction generated proceeds of $28,631,000. In the
fourth quarter of 2007, we resolved certain post-closing contingencies and recognized an additional gain on the sale of
PC Wholesale of $350,000, $264,000 net of taxes. This resolution will require a cash payment of $900,000 to be made
in 2008.
In accordance with SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” (“SFAS No. 144”),
we have reported the results of operations of PC Wholesale
as a discontinued operation in the consolidated statements
of earnings for all periods presented. We did not allocate interest, general corporate overhead expense or non-specific
partner funding to the discontinued operation. PC Wholesale’s accounts receivable and inventory was approximately
$15,000,000 and $6,000,000, respectively, at December 31,
2006. Other assets and liabilities of PC Wholesale included
in the consolidated balance sheet as of December 31, 2006
were not material.
Direct Alliance
On June 30, 2006, we completed the sale of 100% of the
outstanding stock of Direct Alliance for a purchase price of
$46,500,000, subject to a working capital adjustment. The
purchase price did not include real estate and intercompany
receivables, which had an estimated fair value of $49,400,000
(book value of $43,237,000) and were distributed to us immediately prior to closing. In addition to payment of the purchase price, the buyer is obligated to make a one-time bonus
payment to us if Direct Alliance achieves certain gross profit
levels for the year ended December 31, 2006 (“Earn Out”).
Additionally, the buyer is entitled to a claw back of the purchase price of up to $5,000,000 if certain Direct Alliance client
contracts are not renewed on terms prescribed in the sale
agreement. The Company is in the process of negotiating
the final resolution of the Earn Out and the claw back, which
may result in additional gain recorded on the sale. Additionally, on June 30, 2006, we paid $2,696,000 to the holders
of 1,997,500 exercised Direct Alliance stock options. If additional gain is recorded on the sale as a result of final resolution
of the Earn Out and clawback, additional amounts will also
be paid to the holders of 1,997,500 exercised Direct Alliance
stock options.
In accordance with SFAS No. 144, we have reported the
results of operations of Direct Alliance as a discontinued
operation in the consolidated statements of earnings for
all periods presented. We did not allocate interest or general corporate overhead expense to the discontinued operation.

Notes Receivable
6.37

GOLDEN ENTERPRISES, INC. (JUN)

Cash flows from investing activities
Purchase of property, plant and equipment
Proceeds from sale of property, plant and equipment
Collection of notes receivable
Net cash used in investing activities

ATT-SEC 6.36

2007

2006

2005

$(1,731,230)
577,355
53,672
$(1,100,203)

$(1,670,021)
188,221
49,558
$(1,432,242)

$(2,700,674)
139,644
45,760
$(2,515,270)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Capitalized Software

Note 2. Notes Receivable

6.38

Notes receivable as of June 1, 2007 and June 2, 2006 consist
of the following:

NCR CORPORATION (DEC)

2007
8% note, due in 120 monthly
installments of $3,640 through
November 1, 2010, collateralized
by property
8% note, due in 360 monthly
installments of $12,474 through
November 1, 2030, collateralized
by property
Less current portion
Maturities at year end
2009
2010
2011
2012
2013
Thereafter

2006

$ 132,955

$ 164,608

1,583,801
1,716,756
58,126
$1,658,630

1,605,820
1,770,428
53,672
$1,716,756

(In millions)
Investing activities
Expenditures for property, plant and
equipment
Proceeds from sales of property,
plant and equipment
Additions to capitalized software
Other investing activities, business
acquisitions and divestitures, net
Net cash used in investing activities

2007

2006

2005

$(64)

$(99)

$(55)

31
(48)

59
(45)

11
(37)

(12)
$(93)

(6)
$(91)

(17)
$(98)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Significant Accounting Policies

$

62,951
68,176
51,630
32,804
35,526
1,407,543

Note 11 (In Part): Disclosures About Fair Value
of Financial Instruments
The Statement of Financial Accounting Standards No. 107,
Disclosures About Fair Value of Financial Instruments requires disclosure of fair value information about financial instruments, whether or not recognized on the face of the balance sheet, for which it is practical to estimate that value.
SFAS 107 defines fair value as the quoted market prices for
those instruments that are actively traded in financial markets. In cases where quoted market prices are not available,
fair values are estimated using present value or other valuation techniques. The fair value estimates are made at a
specific point in time, based on available market information
and judgments about the financial instruments, such as estimates of timing and amount of expected future cash flows.
Such estimates do not reflect any premium or discount that
could result from offering for sale at one time the Company’s
entire holdings of a particular financial instrument, nor do they
consider the tax impact of the realization of unrealized gains
or losses. In many cases, the fair value estimates cannot be
substantiated by comparison to independent markets, nor
can the disclose value be realized in immediate settlement of
the instrument.
The fair value of notes receivable is estimated by using a
discount rate that approximates the current rate for comparable notes. At June 1, 2007 and June 2, 2006 the aggregate fair
value was approximately $2,015,145 and $2,090,955 compared to a carrying amount of $1,716,756 and $1,770,428,
respectively.

AICPA Accounting Trends & Techniques

Long-Lived Assets
Capitalized Software
Certain direct development costs associated with internaluse software are capitalized within other assets and are amortized over the estimated useful lives of the resulting software.
NCR typically amortizes capitalized internal-use software on
a straight-line basis over four years beginning when the asset
is substantially ready for use as this is considered to approximate the usage pattern of the software.
Costs incurred for the development of software that will
be sold, leased or otherwise marketed are capitalized when
technological feasibility has been established. These costs
are included within other assets and are amortized over the
estimated useful lives of the resulting software. The Company
amortizes capitalized software on a sum-of-the-years’ digits
basis over three years beginning when the product is available for general release, as this is considered to approximate
the sales pattern of the software. Costs capitalized include
direct labor and related overhead costs. Costs incurred prior
to technological feasibility and after general release are expensed as incurred. The following table identifies the activity
relating to capitalized software:
(In millions)
Beginning balance at January 1
Capitalization
Amortization
Ending balance at December 31

2007
$ 69
48
(42)
$ 75

2006
$ 59
47
(37)
$ 69

2005
$ 57
36
(34)
$ 59

Valuation of Long-Lived Assets
Long-lived assets such as property, plant and equipment,
software and equity method investments are reviewed for
impairment when events or changes in circumstances indicate that the carrying amount of the assets may not be recoverable as well as in the period in which the held for sale
criteria of SFAS 144 are met. An impairment loss would be
recognized when estimated future undiscounted cash flows
expected to result from the use of the asset and its eventual
disposition are less than the carrying amount.
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Restricted Cash
6.39

UTSTARCOM, INC. (DEC)
(In thousands)
Cash flows from investing activities:
Additions to property, plant and equipment
Proceeds from sale of semiconductor design assets
Proceeds from sale of long-term investment
Investment in affiliates
Purchase of businesses, net of cash acquired
Purchase of intangible assets
Change in restricted cash
Purchase of short-term investments
Proceeds from sale of short-term investments
Other
Net cash provided by investing activities

2007

2006

2005

$(27,324)
4,271
3,334
(79)
—
(215)
6,591
(37,935)
79,885
910
$ 29,438

$(26,274)
35,965
775
(302)
—
(658)
20,882
(42,400)
46,428
1,649
$ 36,065

$(64,396)
—
—
(3,550)
(24,326)
(750)
(18,418)
(165,284)
346,966
(105)
$ 70,137

2007

2006

2005

$(308.5)
—
48.6
(5.9)
$(265.8)

$(279.6)
(791.1)
61.3
16.0
$(993.4)

$(291.7)
—
—
1.7
$(290.0)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 4. Restricted Cash
At December 31, 2007, the Company had short-term restricted cash of $6.4 million and long-term restricted cash
of $20.2 million included in other long-term assets. At December 31, 2006, the Company had short-term restricted
cash and investments of $16.7 million and long-term restricted cash of $16.5 million included in other long-term assets. These amounts primarily collateralize the Company’s
issuances of standby and commercial letters of credit.

Insurance Proceeds
6.40

BALL CORPORATION (DEC)
($ in millions)
Cash flows from investing activities
Additions to property, plant and equipment
Business acquisitions, net of cash acquired
Property insurance proceeds (Note 6)
Other, net
Cash used in financing activities

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
6. Property Insurance Gain
On April 1, 2006, a fire in the Hassloch, Germany, metal beverage can plant in the company’s metal beverage packaging,
Europe/Asia, segment damaged a significant portion of the
plant’s building and machinery and equipment. A €26.7 million ($33.8 million) fixed asset write down was recorded in
2006 to reflect the estimated impairment of the assets damaged as a result of the fire. As a result, a pretax gain of €59.6
million ($75.5 million) was recorded in the 2006 consolidated
statement of earnings to reflect the difference between the
net book value of the impaired assets and the property insur-

ATT-SEC 6.39

ance proceeds. In accordance with the agreement reached
with the insurance company, property insurance proceeds of
€48.7 million ($61.3 million) were received in 2006 and the
final proceeds of €37.6 million ($48.6 million) were received
in January 2007. An additional €27.2 million ($35.1 million)
and €40 million ($51 million) were recorded in cost of sales in
2007 and 2006, respectively, for insurance recoveries related
to business interruption costs, as well as €11.3 million ($14.3
million) in 2006 to offset clean-up costs.
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CASH FLOWS FROM FINANCING
ACTIVITIES
6.41 Paragraphs 18–20 of SFAS No. 95 define those transactions and events which constitute financing cash receipts
and payments. With the exception of certain transactions described in paragraphs 12 and 13 of SFAS No. 95 and paragraph 7 of SFAS No. 104, which amends SFAS No. 95, cash
receipts and payments should be reported separately and
not netted. Examples of reporting cash flows from financing
activities follow.

Debt Proceeds/Repayments
6.42

TEREX CORPORATION (DEC)
(In millions)
Financing activities
Principal repayments of long-term debt
Proceeds from issuance of long-term debt
Payment of debt issuance costs
Excess tax benefit from stock-based compensation
Net repayments under revolving line of credit agreements
Share repurchase
Proceeds from stock options exercised
Other
Net cash provided by (used in) financing activities

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollar amounts in millions, unless otherwise noted,
except per share amounts)
Note N (In Part): Long-Term Obligations
Long-term debt is summarized as follows:

7-3/8% Senior Subordinated Notes due
January 15, 2014
9-1/4% Senior Subordinated Notes due
July 15, 2011
8% Senior Subordinated Notes due
November 15, 2017
2006 Credit Agreement—term debt
2006 Credit Agreement—revolving
credit facility
Notes payable
Capital lease obligations
Other
Total debt
Less: notes payable and current portion
of long-term debt
Long-term debt, less current portion

2007

2006

$ 298.4

$ 298.2

—

200.0

800.0
197.0

—
199.0

—
1.9
8.6
46.1
1,352.0

19.5
7.6
6.4
32.4
763.1

(32.5)
$1,319.5

(227.0)
$ 536.1

AICPA Accounting Trends & Techniques

2007

2006

$(200.0)
800.0
(10.7)
22.9
(29.0)
(166.6)
10.4
4.1
$ 431.1

$(300.0)
—
(7.9)
16.9
(73.4)
—
15.3
(3.6)
$(352.7)

2005
$

—
—
—
—
(35.5)
—
5.1
(18.6)
$(49.0)

8% Senior Subordinated Notes
On November 13, 2007, the Company sold and issued
$800 aggregate principal amount of 8% Senior Subordinated
Notes Due 2017 (“8% Notes”). The 8% Notes are not currently guaranteed by any of the Company’s subsidiaries, but
under specified limited circumstances could be guaranteed
by certain domestic subsidiaries of the Company in the future. The 8% Notes were issued under an indenture, dated
as of July 20, 2007, and supplemental indenture, dated as of
November 13, 2007, between the Company and HSBC Bank
USA, National Association, as trustee. The 8% Notes are redeemable by the Company beginning in November 2012 at
an initial redemption price of 104.000% of principal amount.
7-3/8% Senior Subordinated Notes
On November 25, 2003, the Company sold and issued
$300 aggregate principal amount of 7-3/8% Senior Subordinated Notes Due 2014 discounted to yield 7-1/2% (“7-3/8%
Notes”). The 7-3/8% Notes are jointly and severally guaranteed by certain domestic subsidiaries of the Company (see
Note T—“Consolidating Financial Statements”). The 7-3/8%
Notes were issued in a private placement made in reliance
upon an exemption from registration under the Securities Act
of 1933, as amended (the “Securities Act”). During the second quarter of 2004, the outstanding unregistered 7-3/8%
Notes were exchanged for 7-3/8% Notes registered under
the Securities Act. The 7-3/8% Notes are redeemable by the
Company beginning in January 2009 at an initial redemption
price of 103.688% of principal amount.
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9-1/4% Senior Subordinated Notes
On December 17, 2001, the Company sold and issued $200
aggregate principal amount of 9-1/4% Senior Subordinated
Notes Due 2011 (“9-1/4% Notes”). The 9-1/4% Notes were
issued in a private placement made in reliance upon an exemption from registration under the Securities Act. During the
first quarter of 2002, the outstanding unregistered 9-1/4%
Notes were exchanged for 9-1/4% Notes registered under
the Securities Act. The 9-1/4% Notes were redeemable by
the Company beginning in January 2007 at an initial redemption price of 104.625% of principal amount.
On January 15, 2007, the Company redeemed the outstanding $200 principal amount of 9-1/4% Notes. The total cash paid was $218.5, and included a call premium of
4.625% as set forth in the indenture for the 9-1/4% Notes
plus accrued interest of $46.25 per $1,000 principal amount
at the redemption date. The Company recorded pre-tax
charges of $12.5 in the first quarter of 2007 for the call premium and accelerated amortization of debt acquisition costs
as a loss on early extinguishment of debt.
10-3/8% Senior Subordinated Notes
On March 29, 2001, the Company sold and issued $300 aggregate principal amount of 10-3/8% Senior Subordinated

Notes Due 2011 (“10-3/8% Notes”). The 10-3/8% Notes were
issued in a private placement made in reliance upon an exemption from registration under the Securities Act. During the
third quarter of 2001, the outstanding unregistered 10-3/8%
Notes were exchanged for 10-3/8% Notes registered under
the Securities Act. The 10-3/8% Notes were redeemable by
the Company beginning in April 2006 at an initial redemption
price of 105.188% of principal amount.
On June 30, 2006, the Company completed the redemption of $100 principal amount of the $300 principal amount
outstanding under the 10-3/8% Notes. The total cash paid
was $107.8, and included a call premium of 5.188% as set
forth in the indenture for the 10-3/8% Notes plus accrued interest of $25.65 per $1,000 principal amount at the redemption date. The Company recorded pre-tax charges of $6.7 in
the second quarter of 2006 for the call premium and accelerated amortization of debt acquisition costs as a loss on early
extinguishment of debt.
On August 14, 2006, the Company redeemed the remaining $200 outstanding principal amount of the 10-3/8% Notes.
The total cash paid was $218.0, and included a call premium of 5.188% as set forth in the indenture for the 10-3/8%
Notes plus accrued interest of $38.33 per $1,000 principal
amount at the redemption date. The Company recorded pretax charges of $13.2 in the third quarter of 2006 for the call
premium and accelerated amortization of debt acquisition
costs as a loss on early extinguishment of debt.

6.43

VERIZON COMMUNICATIONS INC. (DEC)
(Dollars in millions)
Cash flows from financing activities
Proceeds from long-term borrowings
Repayments of long-term borrowings and capital lease obligations
Increase (decrease) in short-term obligations, excluding current maturities
Dividends paid
Proceeds from sale of common stock
Purchase of common stock for treasury
Other, net
Net cash used in financing activities—continuing operations
Net cash used in financing activities—discontinued operations
Net cash used in financing activities

2007

2006

2005

$ 3,402
(5,503)
(3,252)
(4,773)
1,274
(2,843)
(2)
(11,697)
—
$(11,697)

$ 3,983
(11,233)
7,944
(4,719)
174
(1,700)
(201)
(5,752)
(279)
$ (6,031)

$ 1,487
(3,825)
2,098
(4,427)
37
(271)
(57)
(4,958)
(76)
$(5,034)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 10 (In Part): Leasing Arrangements
As Lessee (In Part)
We lease certain facilities and equipment for use in our operations under both capital and operating leases. Total rent
expense from continuing operations under operating leases
amounted to $1,712 million in 2007, $1,608 million in 2006
and $1,458 million in 2005.
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Amortization of capital leases is included in depreciation
and amortization expense in the consolidated statements of
income. Capital lease amounts included in plant, property
and equipment are as follows:
(Dollars in millions)
Capital leases
Accumulated amortization
Total

2007
$ 329
(153)
$ 176

2006
$ 359
(160)
$ 199

The aggregate minimum rental commitments under noncancelable leases for the periods shown at December 31,
2007, are as follows:

(Dollars in millions)
2008
2009
2010
2011
2012
Thereafter
Total minimum rental commitments
Less interest and executory costs
Present value of minimum lease
payments
Less current installments
Long-term obligation at
December 31, 2007

Capital
Leases
$ 75
63
59
55
38
132
422
(110)

Operating
Leases
$1,489
1,276
1,016
756
497
1,967
$7,001

312
(46)
$ 266

Note 11 (In Part): Debt
Long-Term Debt (In Part)
Outstanding long-term debt obligations are as follows:
(Dollars in millions)
Notes payable
Telephone subsidiaries—debentures
Other subsidiaries—debentures and other
Employee stock ownership plan loans—NYNEX debentures
Capital lease obligations (average rate 6.8% and 8.0%)
Unamortized discount, net of premium
Total long-term debt, including current maturities
Less: debt maturing within one year
Total long-term debt
Notes Payable
In April 2007, Verizon issued $750 million of 5.50% notes due
2017, $750 million of 6.25% notes due 2037, and $500 million
of floating rate notes due 2009 resulting in cash proceeds of
$1,977 million, net of discounts and issuance costs.
In March 2007, Verizon issued $1,000 million of 13-month
floating rate exchangeable notes with an original maturity
of 2008. These notes are exchangeable periodically at the
option of the note holder into similar notes until 2017.
In February 2007, Verizon utilized a $425 million floating
rate vendor financing facility due 2013.

AICPA Accounting Trends & Techniques

Interest Rates %
4.00–8.23
4.63–7.00
7.15–7.63
7.85–8.75
6.46–8.75
9.55

Maturities
2008–2037
2008–2033
2012–2032
2010–2031
2008–2028
2010

2007
$14,923
10,580
850
1,679
2,450
70
312
(97)
30,767
(2,564)
$28,203

2006
$14,805
11,703
1,275
1,679
2,977
92
360
(106)
32,785
(4,139)
$28,646

In February 2008, we issued $4,000 million of fixed rate
notes, with varying maturities, that resulted in cash proceeds
of $3,953 million, net of discounts and issuance costs.
Previously, Verizon issued $1,750 million in principal
amount at maturity of floating rate notes due August 15, 2007.
On January 8, 2007, we redeemed the remaining $1,580 million principal of the outstanding floating rate notes at a redemption price equal to 100% of the principal amount of
the notes being redeemed plus accrued and unpaid interest through the date of redemption. The total payment on
the date of redemption was approximately $1,593 million.
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Approximately $1,600 million of other borrowings were redeemed during 2007.
Telephone and Other Subsidiary Debt (In Part)
During the fourth quarter of 2007, Verizon redeemed previously guaranteed $480 million 7.0% debentures, Series B,
issued by Verizon New England Inc. due 2042 at par plus
accrued and unpaid interest to the redemption dates. During
the third quarter of 2007, $150 million Verizon Pennsylvania
Inc. 7.375% notes matured and were repaid. During the second quarter of 2007, $125 million Verizon New England Inc.
7.65% notes and the $225 million Verizon South Inc. 6.125%
notes matured and were repaid. During the first quarter of
2007, $150 million GTE Southwest Inc. 6.23% notes and the
$275 million Verizon California Inc. 7.65% notes matured and
were repaid. In addition, we redeemed $500 million of GTE
Corporation 7.90% debentures due February 1, 2027 and
$300 million Verizon South Inc. 7.0% debentures, Series F,
due 2041 at par plus accrued and unpaid interest to the redemption dates. During the first quarter we recorded pretax
charges of $28 million ($18 million after-tax) in connection
with the early extinguishments of debt.

Capital Stock Proceeds/Payments
6.44

SCHERING-PLOUGH CORPORATION (DEC)
(Amounts in millions)
Financing activities:
Cash dividends paid to common shareholders
Cash dividends paid to preferred shareholders
Proceeds from preferred stock issuance, net
Proceeds from common stock issuance, net
Issuance of long-term debt, net
Short-term borrowings
Payments of short-term borrowings
Stock option exercises
Other, net
Net cash provided by/(used for) financing activities

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
16. Shareholders’ Equity
Preferred Shares
As of December 31, 2007, Schering-Plough has authorized 50,000,000 shares of preferred stock that consists of
11,500,000 preferred shares designated as 6 percent Mandatory Convertible Preferred Stock and 38,500,000 preferred
shares whose designations have not yet been determined.
As of December 31, 2007, 10,000,000 of the shares of 6 percent Mandatory Convertible Preferred Stock are issued and
outstanding.
2007 Mandatory Convertible Preferred Stock
On August 15, 2007, Schering-Plough issued 10,000,000
shares of 6 percent Mandatory Convertible Preferred Stock
(the 2007 Preferred Stock) with a face value of $2.5 billion. Net

ATT-SEC 6.44

2007

2006

2005

$ (382)
(99)
2,438
1,537
6,430
—
(29)
225
(31)
$10,089

$ (326)
(86)
—
—
—
—
(1,035)
83
3
$(1,361)

$ (324)
(86)
—
—
—
900
(1,183)
60
—
$ (633)

proceeds to Schering-Plough were approximately $2.4 billion
after deducting commissions, discounts and other underwriting expenses. Schering-Plough used the net proceeds from
the sale of the 2007 Preferred Stock to fund a portion of the
purchase price for the OBS acquisition.
Each share of the 2007 Preferred Stock will automatically
convert into between 7.4206 and 9.0909 common shares of
Schering-Plough depending on the average closing price of
Schering-Plough’s common shares over the 20 trading day
period ending on the third trading day prior to the mandatory conversion date of August 13, 2010, as defined in the
prospectus. The preferred shareholders may elect to convert at any time prior to August 13, 2010, at the minimum
conversion ratio of 7.4206 common shares per share of the
2007 Preferred Stock. Additionally, if at any time prior to the
mandatory conversion date the closing price of ScheringPlough’s common shares exceeds $50.53 (for at least 20
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trading days within a period of 30 consecutive trading days),
Schering-Plough may elect to cause the conversion of all,
but not less than all, of the 2007 Preferred Stock then outstanding at the same minimum conversion ratio of 7.4206
common shares for each share of 2007 Preferred Stock.
The 2007 Preferred Stock accrues dividends at an annual rate of 6 percent on shares outstanding. The dividends
are cumulative from the date of issuance and, to the extent
Schering-Plough is legally permitted to pay dividends and the
Board of Directors declares a dividend payable, ScheringPlough will pay dividends on each dividend payment date.
The dividend payment dates are February 15, May 15, August 15 and November 15 of each year, with the first dividend
to be paid on November 15, 2007.
Equity Issuance and Treasury Shares
On August 15, 2007, Schering-Plough issued 57,500,000
common shares from treasury shares at $27.50 per share. Net
proceeds to Schering-Plough were approximately $1.5 billion
after deducting commissions, discounts and other underwrit-

ing expenses. Schering-Plough used the net proceeds from
the sale of the common shares to fund a portion of the purchase price for the OBS acquisition.
A summary of treasury share transactions for the years
ended December 31 is as follows:
(Shares in millions)
Share balance at January 1
Issuance of common shares
Stock incentive plans activities
Share balance at December 31

2007
547
(57)
—
490

2006
550
—
(3)
547

2005
555
—
(5)
550

Included in the treasury share balance is 70.2 million shares
that were acquired by a subsidiary of Schering-Plough
through an open-market purchase program in 1994–1995.
These shares are not considered treasury shares under New
Jersey law; however, like treasury shares, they may not be
voted and are not considered outstanding shares for determining the necessary votes to approve a matter submitted
to a stockholder vote. The subsidiary does not receive dividends on these shares.

6.45

SEAGATE TECHNOLOGY (JUN)
(In millions)
Net proceeds from issuance of long-term debt
Repayment of long-term debt
Redemption of 8% Senior Notes due 2009
Redemption premium on 8% Senior Notes due 2009
Proceeds from exercise of employee stock options and
employee stock purchase plan
Dividends to shareholders
Tax benefit from exercise of stock options
Repurchases of common shares
Net cash used in financing activities

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
7 (In Part): Equity
Repurchases of Equity Securities
On August 8, 2006, the Company announced that its board
of directors authorized the use of up to $2.5 billion for the
repurchase of the Company’s outstanding common shares
over a two-year period. From the authorization of this repurchase program and through the fiscal year ended June 29,
2007, the Company repurchased approximately 62.0 million
shares, all of which were cancelled and are no longer outstanding. The Company repurchased these shares through
a combination of open market purchases and prepaid forward agreements with large financial institutions, according
to which the Company prepaid the financial institutions a
fixed amount to deliver a variable number of shares at future
dates. The Company entered into these agreements in order
to take advantage of repurchasing shares at a guaranteed
discount to the Volume Weighted Average Price (“VWAP”) of
its common shares. The Company’s policy to date has been

AICPA Accounting Trends & Techniques

2007
$ 1,477
(5)
(400)
(16)

2006
$ —
(340)
—
—

2005
$ —
(3)
—
—

219
(212)
—
(1,526)
$ (463)

118
(155)
44
(399)
$(732)

90
(122)
—
—
$ (35)

to enter into such transactions only when the discount that it
receives is higher than the foregone return on its cash prepayment to the financial institution. There were no explicit commissions or fees on these prepaid forward agreements. Under the terms of these agreements, there was no requirement
for the financial institutions to return any portion of the prepayment to the Company. These prepaid forward agreements
were not derivatives because the Company had prepaid all
amounts and had no remaining obligation. The agreements
do not contain an embedded derivative. The prepayments
were recorded as a reduction to shareholders’ equity when
paid and the shares were deducted from shares outstanding.
The agreements require the physical delivery of shares; there
were no settlement alternatives, except in the case of certain
defined extraordinary events which are outside the control of
Seagate and the financial institutions. The parameters used
to calculate the final number of shares deliverable were the
total notional amount of the contract and the average VWAP
of the Company’s stock during the contract period less the
agreed upon discount. The contracts are indexed solely to
the price of Seagate’s common shares.

ATT-SEC 6.45

P1: ICD
ACPA050-06-P03

AICPA

AICPA-xml-v1.cls

October 17, 2008

564

9:14

Accounting Trends & Techniques

During fiscal year 2007, the Company repurchased 24.3
million shares through open market repurchases. In addition,
the Company made payments totaling $950 million under
prepaid forward agreements and took delivery of 37.7 million
shares using prepaid forward agreements. Shares physically
delivered to the Company were cancelled and were no longer
outstanding. At June 29, 2007, there were no outstanding
prepaid forward agreements to repurchase the Company’s
common shares.
As of June 29, 2007, the Company had approximately
$974 million remaining under the authorized $2.5 billion stock
repurchase program. Share repurchases during fiscal year
2007 were as follows:

(In millions)
First quarter
Second quarter
Third quarter
Fourth quarter
Total through 4th quarter of fiscal year 2007

Total Number of
Shares Purchased
6.8
23.0
22.5
9.7
62.0

Average Price
Paid per Share
$22.47
$25.26
$26.26
$20.76
$24.62

Total Number of
Shares Purchased
Under Publicly
Announced Plans or
Programs
6.8
29.8
52.3
62.0
62.0

Approximate Dollar
Value of Shares
That May Yet Be
Purchased Under
the Plans or
Programs
$2,347
$1,766
$1,175
$ 974
$ 974

During the fourth quarter of fiscal year 2006, the Company
repurchased 16.7 million shares under a previously authorized stock repurchase program. The program authorizing
repurchases in the fourth quarter of fiscal year 2006 was
completed and there is no outstanding authority for further
shares to be purchased under that program.

Exercise of Stock Options and Related Tax Effect
6.46

GARDNER DENVER, INC. (DEC)
(Dollars in thousands)
Cash flows from financing activities:
Principal payments on short-term borrowings
Proceeds from short-term borrowings
Principal payments on long-term debt
Proceeds from long-term debt
Proceeds from issuance of common stock
Proceeds from stock option exercises
Excess tax benefits from stock-based compensation
Purchase of treasury stock
Debt issuance costs
Other
Net cash (used in) provided by financing activities

ATT-SEC 6.46

2007

2006

2005

$ (37,074)
39,377
(276,351)
148,799
—
9,003
6,320
(960)
—
(959)
$(111,845)

$ (33,266)
28,339
(331,576)
158,197
—
5,773
3,674
(1,260)
(570)
(159)
$(170,848)

$ (26,620)
18,354
(659,635)
922,439
199,228
6,006
—
(2,872)
(8,186)
—
$ 448,714
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands except per share
amounts or amounts described in millions)
Note 1 (In Part): Summary of Significant Accounting Policies
Stock-Based Compensation
Prior to January 1, 2006, the Company accounted for sharebased payments to employees in accordance with the recognition and measurement provisions of Accounting Principles Board Opinion No. 25 (“APB No. 25”), “Accounting for
Stock Issued to Employees,” and related Interpretations, as
permitted by Statement of Financial Accounting Standards
(“SFAS”) No. 123, “Accounting for Stock-Based Compensation,” (“SFAS No. 123”). Stock-based employee compensation expense was not recognized in the Company’s consolidated financial statements for fiscal years prior to 2006, as
all stock option awards granted under the Company’s stockbased compensation plans had an exercise price equal to
the market value of the common stock on the date of the
grant. Effective January 1, 2006, the Company adopted
the provisions of SFAS No. 123 (revised 2004), “ShareBased Payment,” (“SFAS No. 123(R)”) using the modified
prospective transition method. Under this transition method,
compensation expense recognized during the year ended
December 31, 2006 included: (a) compensation expense for
all share-based awards granted prior to, but not yet vested
as of, December 31, 2005, based on the grant date fair value
estimated in accordance with the original provisions of SFAS
No. 123, and (b) compensation expense for all share-based
awards granted subsequent to December 31, 2005, based
on the grant date fair value estimated in accordance with the
provisions of SFAS No. 123(R). In accordance with the modified prospective transition method, results for prior periods
have not been restated. The Company’s stock-based compensation plans and share-based payments are described
more fully in Note 13 “Stock-Based Compensation Plans.”
Note 13 (In Part): Stock-Based Compensation Plans
On January 1, 2006, Gardner Denver adopted SFAS No.
123(R), which requires the measurement and recognition of
compensation expense for all share-based payment awards
made to employees and directors based on estimated fair
values. SFAS No. 123(R) superseded the Company’s previous accounting under APB 25, for periods beginning in fiscal
2006. In March 2005, the SEC issued Staff Accounting Bulletin No. 107 (“SAB 107”) to assist preparers with their implementation of SFAS No. 123(R). The Company has applied
the provisions of SAB 107 in its adoption of SFAS 123(R).
The Company adopted SFAS No. 123(R) using the modified prospective transition method. Under this method, the
Company’s consolidated financial statements as of and for
the years ended December 31, 2007 and 2006, reflect the
impact of SFAS No. 123(R), while the consolidated financial
statements for the year ended December 31, 2005 have not
been restated to reflect, and do not include, the impact of
SFAS No. 123(R). Stock-based compensation expense recognized under SFAS No. 123(R) was $5.0 million and $5.3
million during 2007 and 2006, respectively, and consisted
of: (1) compensation expense for all unvested share-based
awards outstanding as of December 31, 2005, based on
the grant date fair value estimated in accordance with the
pro forma provisions of SFAS No. 123, and (2) compensation expense for share-based awards granted subsequent
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to adoption based on the grant date fair value estimated in
accordance with the provisions of SFAS No. 123(R). Stockbased compensation expense recognized during 2007 and
2006 is based on the value of the portion of share-based
payment awards that are ultimately expected to vest. SFAS
No. 123(R) amends SFAS No. 95, “Statement of Cash Flows”,
to require that excess tax benefits be reported as a financing
cash inflow rather than as a reduction of taxes paid, which
is included within operating cash flows. The following table
shows the impact of the adoption of SFAS No. 123(R) on the
Consolidated Statements of Operations for the years ended
December 31, 2007 and 2006.

Selling and administrative expenses
Total stock-based compensation expense
included in operating expenses
Income before income taxes
Provision for income taxes
Net income
Basic and diluted earnings per share

2007
$ 4,988

2006
$ 5,340

4,988
(4,988)
1,087
$(3,901)
$ (0.07)

5,340
(5,340)
1,509
$(3,831)
$ (0.07)

The following table summarizes the excess tax benefits from
stock-based compensation realized during 2007 and 2006
and included in the consolidated statements of cash flows.

Net cash provided by operating activities
Net cash used in financing activities

2007
$(6,320)
$ 6,320

2006
$(3,674)
$ 3,674

Plan Descriptions
Under the Company’s Amended and Restated Long-Term
Incentive Plan (the “Incentive Plan”), designated employees
and nonemployee directors are eligible to receive awards
in the form of stock options, stock appreciation rights, restricted stock awards or performance shares, as determined
by the Management Development and Compensation Committee of the Board of Directors. The Company’s Incentive
Plan is intended to assist the Company in recruiting and retaining employees and directors, and to associate the interests of eligible participants with those of the Company and its
stockholders. An aggregate of 8,500,000 shares of common
stock has been authorized for issuance under the Incentive
Plan. Under the Incentive Plan, the grant price of an option
is determined by the Management Development and Compensation Committee, but must not be less than the market
close price of the Company’s common stock on the date of
grant. The grant price for options granted prior to May 1,
2007 could not be less than the average of the high and low
price of the Company’s common stock on the date of grant.
The Incentive Plan provides that the term of any option
granted may not exceed ten years. There are no vesting provisions tied to performance conditions for any of the outstanding options and restricted stock awards. Vesting for all outstanding options or restricted stock awards is based solely
on continued service as an employee or director of the Company. Under the terms of existing awards, employee options
become vested and exercisable ratably on each of the first
three anniversaries of the date of grant (or upon retirement,
death or cessation of service due to disability, if earlier). The
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options granted to employees in 2007, 2006 and 2005 expire
seven years after the date of grant.
Pursuant to the Incentive Plan, the Company also issues
share-based awards to directors who are not employees of
Gardner Denver or its affiliates. Each nonemployee director
is eligible to receive options to purchase up to 18,000 shares
of common stock on the day after the annual meeting of
stockholders. These options become exercisable on the first
anniversary of the date of grant (or upon retirement, death or
cessation of service due to disability, if earlier) and expire five
years after the date of grant.

Outstanding at December 31, 2006
Granted
Exercised
Forfeited or canceled
Outstanding at December 31, 2007
Exercisable at December 31, 2007

The Company also has an employee stock purchase plan
(the “Stock Purchase Plan”), a qualified plan under the requirements of Section 423 of the Internal Revenue Code, and
has reserved 2,300,000 shares for issuance under this plan.
The Stock Purchase Plan requires participants to have the
purchase price of their options withheld from their pay over
a one-year period. No options were offered to employees
under the Stock Purchase Plan in 2007, 2006 or 2005.
Stock Option Awards
The following summary presents information regarding outstanding stock options as of December 31, 2007 and
changes during the year then ended (underlying shares in
thousands):

Shares
2,422
251
(774)
(29)
1,870
1,292

Outstanding
Weighted-Average
Exercise Price
$15.78
36.00
11.63
27.54
20.06
$15.54

Aggregate
Intrinsic Value

Weighted-Average
Remaining
Contractual Life

$25,297
$22,903

3.9 years
3.4 years

The weighted-average estimated grant-date fair value of employee and director stock options granted during the years
ended December 31, 2007, 2006, and 2005 was $12.15,
$10.31, and $6.65, respectively.
The total pre-tax intrinsic value of options exercised during the years ended December 31, 2007, 2006, and 2005,
was $20.7 million, $14.2 million and $9.6 million, respectively. Pre-tax unrecognized compensation expense for stock
options, net of estimated forfeitures, was $1.7 million as of
December 31, 2007, and will be recognized as expense over
a weighted-average period of 1.2 years.

Dividends Paid
6.47

DEAN FOODS COMPANY (DEC)
(In thousands)
Cash flows from financing activities:
Proceeds from issuance of debt
Repayment of debt
Net proceeds from (payments for) revolver and
receivables backed facility
Payments of financing costs
Issuance of common stock
Payment of special cash dividend
Tax savings on share-based compensation
Redemption of common stock
Net cash used in continuing operations
Net cash provided by discontinued operations
Net cash used in financing activities

ATT-SEC 6.47

2007

2006

2005

$ 1,912,500
(336,880)

$ 498,020
(70,473)

$
—
(118,554)

324,300
(31,281)
48,114
(1,942,738)
18,369
—
(7,616)
—
$
(7,616)

(481,000)
(6,974)
32,311
—
31,211
(400,062)
(396,967)
9,898
$(387,069)

275,900
(4,279)
57,718
—
20,614
(699,878)
(468,479)
29,522
$(438,957)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
9 (In Part): Long-Term Debt
Senior Credit Facility (In Part)
On April 2, 2007, we recapitalized our balance sheet through
the completion of a new $4.8 billion senior credit facility and
the return of $1.94 billion to shareholders of record on March
27, 2007 through a $15 per share special cash dividend.
10 (In Part): Common Stock and Share-Based
Compensation
Special Cash Dividend
On April 2, 2007, we recapitalized our balance sheet through
the completion of a new $4.8 billion senior credit facility and
the return of $1.94 billion to shareholders of record on March
27, 2007 through a $15 per share special cash dividend. In
connection with the dividend, we recorded a charge to retained earnings equal to the retained earnings balance at the
date of the dividend with the excess charged to additional
paid-in capital.

Debt Issuance Costs
6.48

USG CORPORATION (DEC)
(Millions)
Financing activities
Repayment of debt
Issuance of debt, net of discount
Proceeds from equity offering, net of fees
Payment of debt issuance fees
Excess tax benefits from share-based compensation
Proceeds from the exercise of stock options
Proceeds from rights offering, net of fees
Reorganization distribution—debt principal
Net cash (used for) provided by financing activities

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
10 (In Part): Debt
Total debt as of December 31 consisted of the following:
(Millions)
7.75% senior notes
6.3% senior notes
Industrial revenue bonds
Term loan
Tax bridge term loan
Total

AICPA Accounting Trends & Techniques

2007
$ 499
500
239
—
—
$1,238

2006
$ —
500
239
700
1,065
$2,504

2007

2006

2005

$(1,765)
499
422
(4)
(5)
—
—
—
$ (853)

$ —
2,265
—
(26)
5
14
1,720
(766)
$3,212

$ (1)
—
—
—
—
45
—
—
$44

Senior Notes (In Part)
In the third quarter of 2007, we sold $500 million of 7.75%
senior unsecured notes maturing in January 2018 in an underwritten public offering. We recorded the notes on the consolidated balance sheet at $499 million, which is net of debt
discount of $1 million. In addition, we recorded $4 million of
deferred financing fees related to the issuance of the notes.
The interest rate payable on the notes is subject to adjustment from time to time by up to 2% in the aggregate if the
debt ratings assigned to the notes decrease or thereafter increase. We used the net proceeds from the sale of the notes,
together with cash on hand, to repay the $500 million balance outstanding under our term loan facility plus accrued
interest on that balance.
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Lease Obligation Payments
6.49

WAUSAU PAPER CORP. (DEC)
(Dollar amounts in thousands)
Cash flows from financing activities:
Repayments of notes payable
Payments under capital lease obligation
Borrowings under credit agreements, net
Dividends paid
Proceeds from stock option exercises
Excess tax benefit related to share-based compensation
Payments for purchase of company stock
Net cash used in financing activities

2007
$(35,081)
(131)
15,000
(17,205)
—
35
(10,049)
$(47,431)

2006

2005

$

(48)
(146)
—
(17,335)
1,503
102
(6,440)
$(22,364)

$

(10)
(115)
—
(17,523)
—
—
(7,861)
$(25,509)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 4 (In Part): Debt
A summary of long-term debt as of December 31 is as
follows:
(Dollar amounts in thousands)
Senior notes with interest from 7.31% to 7.43%, due between August 31, 2009, and August 31, 2011
Industrial development bonds due July 1, 2023, with weighted average interest rate of 3.87% in 2007
and 3.69% in 2006
Revolving-credit agreement with financial institutions, with weighted average interest rate of 6.16%
in 2007
Note payable
Capitalized leases (see Note 5)
Subtotal
Premium on senior notes
Total debt
Less: current maturities of long-term debt (see Note 5)
Total long-term debt

•

•

•

•

•

•

The aggregate annual maturities of long-term debt, excluding
capital leases (see Note 5), are as follows:

(Dollar amounts in thousands)
2008
2009
2010
2011
2012
Thereafter

Annual
Maturities
$
49
68,567
69
50,076
—
19,000

Note 5 (In Part): Lease Commitments
We have various leases for real estate, mobile equipment,
and machinery that generally provide for renewal privileges or
for purchase at option prices established in the lease agree-

ATT-SEC 6.49

2007
$103,500

2006
$138,500

19,000

19,000

15,000
261
138
137,899
1,634
139,533
(175)
$139,358

—
342
269
158,111
2,360
160,471
(184)
$160,287

ments. Property, plant, and equipment include the following
amount for capitalized leases as of December 31:
(Dollar amounts in thousands)
Machinery and equipment
Allowance for amortization
Net value

2007
$ 393
(144)
$ 249

2006
$ 393
(65)
$ 328

Lease amortization is included in depreciation expense.
Future minimum payments, by year and in the aggregate,
under capitalized leases and noncancelable operating leases
with initial or remaining terms of one year or more consisted
of the following at December 31, 2007:
(Dollar amounts in thousands)
2008
2009
2010
2011
2012
Thereafter
Total minimum payments

Capital Leases
$126
12
—
—
—
—
$138

Operating Leases
$1,006
986
975
956
956
877
$5,756
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Section 6: Statement of Cash Flows

FOREIGN CURRENCY CASH FLOWS
6.50 Paragraph 25 of SFAS No. 95 specifies the effect of
exchange rate changes on cash balances held in foreign currencies be reported as a separate part of the Statement of
Cash Flows. Examples of reporting foreign currency cash
flows follow.

6.51

CORN PRODUCTS INTERNATIONAL, INC. (DEC)
(In millions)
Cash provided by (used for) operating activities:
Net income
Non-cash charges (credits)to net income:
Depreciation
Deferred income taxes
Stock option expense
Unrealized gain on investment
Minority interest in earnings
Foreign currency transaction losses (gains)
Earnings from non-controlled affiliates
Changes in working capital:
Accounts receivable and prepaid expenses
Inventories
Accounts payable and accrued liabilities
Deposit with tax authority
Other
Cash provided by operating activities
Cash provided by (used for) investing activities:
Capital expenditures
Proceeds from disposal of plants and properties
Payments for acquisitions/investments, net of cash acquired
Other
Cash used for investing activities
Cash provided by (used for) financing activities:
Payments on debt
Proceeds from borrowings
Dividends paid (including to minority interest shareholders)
Repurchases of common stock
Issuance of common stock
Excess tax benefit on share-based compensation
Other
Cash provided by (used for) financing activities
Effects of foreign exchange rate changes on cash
Increase in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

AICPA Accounting Trends & Techniques

2007

2006

2005

$ 198

$ 124

$ 90

125
7
7
(6)
5
4
—

114
(6)
5
—
4
(1)
(1)

106
(16)
—
—
3
3
(1)

(32)
(86
59
(17)
(6)
258

(31)
(57)
59
—
20
230

24
5
31
—
—
245

(177)
3
(59)
1
(232)

(171)
3
(42)
—
(210)

(143)
7
(5)
—
(141)

(283)
366
(33)
(55)
16
6
(2)
15
3
44
131
$ 175

(46)
62
(26)
(23)
21
6
—
(6)
1
15
116
$ 131

(47)
3
(22)
(39)
14
—
—
(91)
2
15
101
$ 116

ATT-SEC 6.51

P1: ICD
ACPA050-06-P03

AICPA

AICPA-xml-v1.cls

October 17, 2008

570

9:14

Accounting Trends & Techniques

6.52

WENDY’S INTERNATIONAL, INC. (DEC)
(In thousands)
Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cash provided
by operating activities
Income from discontinued operations
Depreciation and amortization
Deferred income taxes
(Gain) loss from property dispositions, net
Equity based compensation expense
Tax benefit on the exercise of stock options
Excess stock-based compensation tax benefits
Net reserves for receivables and other contingencies
Changes in operating assets and liabilities, net of effects of
acquisitions and dispositions of restaurants
Accounts and notes receivable
Inventories and other
Accounts payable and accrued expenses
Other, net
Net cash provided by operating activities from continuing operations
Net cash (used in) provided by operating activities from discontinued operations
Net cash provided by operating activities
Cash flows from investing activities
Proceeds from property dispositions
Capital expenditures
Acquisition of franchises
Proceeds from insurance settlements
Principal payments on notes receivable
Investments in joint ventures and other investments
Other investing activities
Net cash provided by (used in) investing activities from continuing operations
Net cash used in investing activities from discontinued operations
Net cash used in investing activities
Cash flows from financing activities
Proceeds from issuance of debt
Proceeds from employee stock options exercised
Excess stock-based compensation tax benefits
Repurchase of common stock
Principal payments on debt
Dividends paid on common shares
Net cash used in financing activities from continuing operations
Net cash provided by (used in) financing activities from discontinued operations
Net cash used in financing activities
Effect of exchange rate changes on cash—continuing operations
Effect of exchange rate changes on cash—discontinued operations
Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of period
Add: cash and cash equivalents of discontinued operations at beginning of period
Net increase (decrease) in cash and cash equivalents
Less: cash and cash equivalents of discontinued operations at end of period
Cash and cash equivalents at end of period
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2007

2006

2005

94,312

$ 224,067

(1,271)
115,339
37,647
2,880
12,342
5,006
(5,006)
758

(57,266)
123,700
(31,781)
14,800
11,413
29,189
(29,189)
635

(138,972)
129,000
(12,475)
(48,060)
16,194
37,872
0
(81)

13,356
613
(18,149)
3,834
255,245
(1,710)
253,535

(23,386)
(2,000)
(3,710)
17,189
143,906
127,473
271,379

(1,984)
(4,607)
(15,956)
5,819
190,817
286,460
477,277

31,771
(130,102)
(9,586)
8,389
608
(911)
0
(99,831)
(174)
(100,005)

62,885
(109,533)
(13,263)
0
514
(1,701)
(1,540)
(62,638)
(88,279)
(150,917)

196,036
(181,302)
(13,251)
0
9,838
(2,420)
(5,216)
3,685
(190,898)
(187,213)

0
6,621
5,006
(298,032)
(78,304)
(40,885)
(405,594)
0
(405,594)
3,377
0
(248,687)
457,614
2,273
(248,687)
0
$ 211,200

127,973
119,846
29,189
(1,024,963)
(37,306)
(69,667)
(854,928)
796,946
(57,982)
(246)
4,412
66,646
230,560
162,681
66,646
(2,273)
$ 457,614

0
215,938
0
(99,545)
(127,675)
(66,137)
(77,419)
(94)
(77,513)
265
3,676
216,492
64,679
112,070
216,492
(162,681)
$ 230,560

$ 87,896

$
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Section 6: Statement of Cash Flows

NONCASH ACTIVITIES
6.53 Paragraph 32 of SFAS No. 95 requires the disclosure
of information about noncash investing and financing activities. Examples of the disclosure of noncash activities follow.

6.54

CHESAPEAKE ENERGY CORPORATION (DEC)
($ in millions)
Net increase (decrease) in cash
and cash equivalents
Cash and cash equivalents,
beginning of period
Cash and cash equivalents, end
of period
Supplemental disclosure of cash
flow information of cash
payments for:
Interest, net of capitalized interest
Income taxes, net of refunds
received

2007

2006

2005

$ (2)

$ (57)

$ 53

3

60

7

$ 1

$ 3

$ 60

$315

$273

$175

55

—

—

SUPPLEMENTAL SCHEDULE OF NON-CASH
INVESTING AND FINANCING ACTIVITIES
As of December 31, 2007, 2006 and 2005, dividends payable
on our common and preferred stock were $53 million, $53
million and $38 million, respectively.
In 2007, 2006 and 2005, oil and natural gas properties were
adjusted by $131 million, $180 million and $252 million, respectively, for net income tax liabilities related to acquisitions.
During 2007, 2006 and 2005, accrued exploration and development costs of $97 million, $85 million and $27 million,
respectively, were recorded as additions to oil and natural
gas properties.
We recorded non-cash asset additions to net oil and natural gas properties of $29 million, $23 million and $77 million
in 2007, 2006 and 2005, respectively, for asset retirement
obligations.
In 2007, holders of our 5.0% (Series 2005) cumulative convertible preferred stock and 6.25% mandatory convertible
preferred stock exchanged 4,535,880 shares and 2,156,184
shares for 19,038,891 and 17,367,823 shares of common
stock, respectively, in public exchange offers.
In 2007, a holder of our 5.0% (Series 2005) cumulative
convertible preferred stock exchanged 59,120 shares into
244,420 shares of common stock in a privately negotiated
exchange.
In 2007, holders of our 4.125% cumulative convertible
preferred stock and 6.25% mandatory convertible preferred
stock converted 3 shares and 48 shares into 180 shares and
344 shares of common stock at a conversion price of $16.643
per share and $34.855 per share, respectively.
In 2006, holders of our 5% (Series 2003) and 6% cumulative convertible preferred stock converted 38,625 shares
and 99,310 shares into 235,447 shares and 482,694 shares
of common stock at a conversion price of $16.405 per share
and $10.287 per share, respectively.

AICPA Accounting Trends & Techniques

In 2006, holders of our 4.125% and 5.0% (Series 2003)
cumulative convertible preferred stock exchanged 83,245
shares and 804,048 shares for 5,248,126 and 4,972,786
shares of common stock, respectively, in public exchange
offers.
In 2006, holders of our 4.125% and 5.0% (Series 2003) cumulative convertible preferred stock converted 2,750 shares
and 183,273 shares into 172,594 shares and 1,140,223
shares of common stock, respectively, in privately negotiated
exchanges.
In 2006, we acquired 32% of the outstanding common
stock of Chaparral Energy, Inc. for $240 million in cash and
1,375,989 newly issued shares of our common stock valued
at $40 million. Chaparral is a privately-held independent oil
and natural gas company headquartered in Oklahoma City,
Oklahoma.
In 2005, holders of our 6.0% cumulative convertible preferred stock converted 3,800 shares into 18,468 shares of
common stock at a conversion price of $10.287 per share.
In 2005, holders of our 4.125% and 5.0% (Series 2003)
cumulative convertible preferred stock exchanged 224,190
and 699,054 shares for 14,321,881 and 4,362,720 shares,
respectively, of common stock in privately negotiated exchanges.
In 2005, Chesapeake acquired Columbia Energy Resources, LLC and its subsidiaries, including Columbia Natural Resources, LLC (“CNR”), for a total consideration of $3.02
billion, consisting of $2.2 billion of cash and derivative liabilities, prepaid sales agreements and other liabilities of $0.8
billion.

6.55

DATASCOPE CORP. (JUN)
(Dollars in thousands)
Increase (decrease) in cash and cash
equivalents
Cash and cash equivalents, beginning
of year
Cash and cash equivalents, end
of year
Supplemental cash flow information
Cash paid during the year for:
Interest
Income taxes paid
Income taxes refunded
Non-cash investing and financing
activities:
Net transfers of inventory to fixed
assets for use as demonstration
equipment
Dividends declared, not paid
Capitalized software and property,
plant & equipment acquired, not paid
Cancellation of treasury stock
Sale of land/escrow receivable
Proceeds due from broker—common
stock transactions
Issuance of deferred shares

2007

2006

2005

$ 6,301

$ (2,709)

$ 4,065

9,479

12,188

8,123

$15,780

$ 9,479

$12,188

$
41
11,370
3,538

$

246
8,857
3,192

$ 204
10,669
10,004

6,809
1,563

6,518
1,069

9,509
1,037

128
—
—

477
838
—

—
636
1,471

441
234

—
—

—
—
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6.56

NETWORK APPLIANCE, INC. (APR)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollar amounts in thousands)
2 (In Part): Significant Accounting Policies
Statements of Cash Flows
Supplemental cash flows and noncash investing and financing activities are as follows:

Supplemental cash flow information:
Income taxes paid
Income tax refund
Interest expense paid
Noncash investing and financing activities:
Conversion of evaluation inventory to equipment
Deferred stock compensation, net of reversals
Income tax benefit from employee stock transactions
Acquisition of property and equipment on account
Reclassification of restricted investments
Stock issued for acquisition
Options assumed for acquired business
Interest accrued for debt
Goodwill adjustment related to acquisitions/divestiture
Common stocks received from sale of assets

2007

2006

2005

$ 38,941
4,237
10,584

$ 13,730
4,262
1,239

$13,284
12,399
97

—
—
111,877
11,226
—
—
8,369
373
1,179
4,637

21,918
26,968
36,596
4,618
241,152
191,874
38,456
44
3,553
—

10,122
154
27,829
—
—
—
—
—
—
—

2007
$ (7,503)
51,108
$43,605

2006
$ 4,893
46,215
$51,108

2005
$20,941
25,274
$46,215

$17,055
16,919

$14,637
52,335

$14,179
43,303

$

$

$

6.57

UNIVERSAL FOREST PRODUCTS, INC. (DEC)
(In thousands)
Net change in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of period
Supplemental schedule of cash flow information:
Cash paid (refunded)during the period for:
Interest
Income taxes
Non-cash operating activities:
Accounts receivable exchanged for note receivable
Deferred purchase price of acquisition exchanged for current payable
Deferred purchase price of acquisition exchanged for long-term liability
Non-cash investing activities:
Property, plant and equipment exchanged for long-term debt
Note receivable exchanged for property, plant and equipment
Stock acquired through employees’ stock notes receivable
Non-cash financing activities:
Common stock issued under deferred compensation plans
Stock received for the exercise of stock options, net
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257

502
3,452
418

431
53
721
1,379
550
204
2,225

765

63
62
972
1,200
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Section 6: Statement of Cash Flows

CASH AND CASH EQUIVALENTS

Consolidated Statements of Cash Flows

6.58 A Statement of Cash Flows explains the change during
a period in cash and cash equivalents. The amount of cash
and cash equivalents reported on a Statement of Cash Flows
should agree with the amount of cash and cash equivalents
reported on a Statement of Financial Position. Paragraph 10
of SFAS No. 95 requires that an entity disclose what items are
treated as cash equivalents. Table 6-5 shows the descriptive
terms used by the survey companies to describe a change
in cash and cash equivalents. Examples of cash and cash
equivalents disclosure follow.

6.59

(In thousands of dollars)
Net increase (decrease) in cash
Cash beginning of year
Cash end of year

2007
$3,732
3,976
$7,708

2006
$ (503)
4,479
$3,976

2005
$1,996
2,483
$4,479

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Significant Accounting Policies
Cash
Cash is comprised of cash on hand and demand deposits.
Cash in foreign locations amounted to $6.3 million and $3.9
million at June 30, 2007 and June 24, 2006, respectively.

TABLE 6-5: CASH AND CASH EQUIVALENTS
Cash and cash equivalents..................
Cash and equivalents ..........................
Cash.....................................................
Cash and short-term cash
investments.......................................
Cash and short-term investments .......
Cash and temporary investments........
Other descriptive captions...................

2007
526
43
21

2006
527
42
19

2005
515
44
25

2004
514
41
31

5
4
1
—

6
5
1
—

6
6
2
2

5
6
2
1

600

600

600

600

Total Companies................................

6.60

THE L.S. STARRETT COMPANY (JUN)

AICPA Accounting Trends & Techniques

SONIC AUTOMOTIVE, INC. (DEC)
Consolidated Balance Sheets
(Dollars in thousands)
Current assets:
Cash and cash equivalents
Receivables, net
Inventories
Assets held for sale
Construction in progress and land
expected to be sold
Other current assets
Total current assets

2006
$

12,696
385,849
991,984
160,571

26,198
35,834
$1,613,132

2007
$

16,514
347,309
1,093,017
87,342

6,421
29,458
$1,580,061

Consolidated Statements of Cash Flows

Consolidated Balance Sheets
(In thousands except share data)
Current assets:
Cash
Investments
Accounts receivable (less allowance for
doubtful accounts of $1,623 and $1,416)
Inventories:
Raw materials and supplies
Goods in process and finished parts
Finished goods
Total inventories
Current deferred income tax asset
Prepaid expenses and other current assets
Total current assets

6.61

2007

2006

$ 7,708
14,503

$ 3,976
19,424

37,314

31,768

17,130
17,442
22,744
57,316
3,866
4,920
$125,627

13,902
18,336
23,740
55,978
4,518
3,720
$119,384

(Dollars in thousands)
Net (decrease)/increase in cash and
cash equivalents
Cash and cash equivalents,
beginning of year
Cash and cash equivalents, end
of year

2005

2006

2007

$(2,425)

$ 5,130

$ 3,818

9,991

7,566

12,696

$ 7,566

$12,696

$16,514

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Cash and Cash Equivalents
Sonic classifies cash and all highly liquid investments with
a maturity of three months or less at the date of purchase,
including short-term time deposits and government agency
and corporate obligations, as cash and cash equivalents.
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6.62

6.63

THE TIMBERLAND COMPANY (DEC)

VALERO ENERGY CORPORATION (DEC)

Consolidated Balance Sheets
(Dollars in thousands)
Current assets
Cash and equivalents
Accounts receivable, net of allowance
for doubtful accounts of $14,762 in
2007 and $12,493 in 2006
Inventory, net
Prepaid expenses
Prepaid income taxes
Deferred income taxes
Derivative assets
Total current assets

Consolidated Balance Sheets
2007

2006

$143,274

$181,698

188,091
201,932
41,572
17,361
24,927
—
$617,157

204,016
186,765
42,130
12,353
21,633
176
$648,771

(Millions of dollars)
Current assets:
Cash and temporary cash investments
Restricted cash
Receivables, net
Inventories
Income taxes receivable
Deferred income taxes
Prepaid expenses and other
Assets held for sale
Total current assets

2007

2006

$ 2,464
31
7,691
4,184
—
247
175
—
$14,792

$ 1,590
31
4,384
3,979
32
143
145
1,527
$11,831

Consolidated Statements of Cash Flows
Consolidated Statements of Cash Flows
(Dollars in thousands)
Net increase/(decrease) in cash
and equivalents
Cash and equivalents at
beginning of year
Cash and equivalents at end
of year

2007

2006

2005

$ (38,424)

$ (31,465)

$ (95,953)

181,698

213,163

309,116

$143,274

$181,698

$213,163

(Millions of dollars)
Net increase (decrease) in cash and
temporary cash investments
Cash and temporary cash
investments at beginning of year
Cash and temporary cash
investments at end of year

2007

2006

2005

$ 874

$1,154

$(428)

1,590

436

864

$2,464

$1,590

$ 436

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
1 (In Part): Summary of Significant Accounting Policies
Cash and Equivalents
Cash and equivalents consist of short-term, highly liquid investments that have original maturities to the Company of
three months or less.
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Cash and Temporary Cash Investments
Our temporary cash investments are highly liquid, low-risk
debt instruments that have a maturity of three months or
less when acquired. Cash and temporary cash investments
exclude cash that is not available to us due to restrictions
related to its use. Such amounts are segregated in the consolidated balance sheets in “restricted cash”.
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Section 7: Independent Auditors’ Report
PRESENTATION IN ANNUAL REPORT

TITLE

7.01

7.05 Paragraph 8a of SAS No. 58 states that the title of an
auditors’ report should include the word independent. With
one exception, the auditors’ report is entitled “Report of Independent Registered Public Accounting Firm.”

This section reviews the format and content of Independent Auditors’ Reports appearing in the annual reports of
the 600 survey companies. Statement on Auditing Standards
(SAS) No. 58, Reports on Audited Financial Statements, and
its amendments, applies to auditors’ reports issued in connection with audits of historical financial statements that are
intended to present financial position, results of operations,
and cash flows in conformity with generally accepted accounting principles.

7.02 Commencing with auditors’ reports issued or reissued
on or after May 24, 2004, the format and content of independent auditors’ reports appearing in the annual reports of
public companies are determined by the auditing standards
set by the Public Company Accounting Oversight Board
(PCAOB). The Sarbanes-Oxley Act of 2002 established the
PCAOB. The PCAOB is appointed by the Securities and Exchange Commission (SEC), and provides oversight for auditors of public companies. Section 103(a) of the SarbanesOxley Act authorized the PCAOB to establish auditing and
related professional practice standards to be used by public
accounting firms registered with the PCAOB. PCAOB Rule
3100, Compliance With Auditing and Related Professional
Practice Standards, requires auditors to comply with all applicable auditing and related professional practice standards of
the PCAOB. On an initial, transitional basis, PCAOB adopted,
as interim standards, the generally accepted auditing standards described in the American Institute of Certified Public
Accountants’ (AICPA) Auditing Standards Board’s SAS No.
95, Generally Accepted Auditing Standards, in existence on
April 16, 2003, to the extent not superseded or amended by
the PCAOB.
7.03

Table 7-1 shows where, in relation to the financial
statements and notes thereto, the Independent Auditors’ Reports were presented in the annual reports to stockholders.

ADDRESSEE
7.06

Paragraph 9 of SAS No. 58 states:

The report may be addressed to the Company whose
financial statements are being audited or to its board
of directors or stockholders. A report on the financial
statements of an unincorporated entity should be addressed as circumstances dictate, for example, to the
partners, to the general partner, or to the proprietor. Occasionally, an auditor is retained to audit the financial
statements of a Company that is not his client; in such
a case, the report is customarily addressed to the client
and not to the directors or stockholders of the Company whose financial statements are being audited.

7.07 Table 7-2 summarizes the addressee mentioned in the
auditors’ reports of the survey companies.
7.08
TABLE 7-2: ADDRESSEE OF AUDITORS’ REPORTS
Board of Directors and Stockholders...
Board of Directors................................
Stockholders ........................................
Company..............................................
Other or no addressee.........................

2007
576
12
7
4
1

2006
572
17
7
3
1

2005
561
20
12
6
1

2004
545
30
17
5
3

Total Companies................................

600

600

600

600

7.04
TABLE 7-1: PRESENTATION IN ANNUAL REPORT
Precedes financial statements
and notes..........................................
Follows financial statements
and notes..........................................
Between financial statements
and notes..........................................
Total Companies................................

2007

2006

2005

2004

443

420

406

383

157

179

193

216

—

1

1

1

600

600

600

600
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AUDITORS’ STANDARD REPORT
7.09 Paragraph 8 of SAS No. 58 presents examples of auditors’ standard reports for single-year financial statements
and for comparative two-year financial statements. The examples presented in Paragraph 8 of SAS No. 58, as amended
by SAS No. 93, Omnibus Statement on Auditing Standards—
2000, follow:
INDEPENDENT AUDITORS’ REPORT
We have audited the accompanying balance sheet of
X Company as of December 31, 20XX, and the related
statements of income, retained earnings, and cash
flows for the year then ended. These financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion
on these financial statements based on our audit.
We conducted our audit in accordance with auditing
standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material
misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audit provides a reasonable basis for
our opinion.
In our opinion, the financial statements referred to
above present fairly, in all material respects, the financial position of X Company as of [at] December 31,
20XX, and the results of its operations and its cash
flows for the year then ended in conformity with accounting principles generally accepted in the United
States of America.

INDEPENDENT AUDITORS’ REPORT
We have audited the accompanying balance sheet of
X Company as of December 31, 20X2 and 20X1, and
the related statements of income, retained earnings,
and cash flows for the years then ended. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan
and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis
for our opinion.
In our opinion, the financial statements referred to
above present fairly, in all material respects, the financial position of X Company as of [at] December 31,

ATT-SEC 7.09

20X2 and 20X1, and the results of its operations and
its cash flows for the years then ended in conformity
with accounting principles generally accepted in the
United States of America.

7.10 Most of the survey companies present a balance sheet
for 2 years and the other basic financial statements for 3
years. Appropriate wording in this situation is stated in footnote 8 to paragraph 8 of SAS No. 58.

7.11

As permitted by Statement of Financial Accounting
Standards No. 130, Reporting Comprehensive Income, 96
survey companies reported components of comprehensive
income in either a separate financial statement or a combined
statement of income and comprehensive income. Alternatively, SFAS No. 130 allows components of comprehensive
income to be reported in a statement of stockholders’ equity.
Although a Company may include the term “comprehensive
income” in the title of the statement in which it is presented,
SFAS No. 130 does not require the use of the term in a Company’s financial statements. SFAS No. 130 acknowledges the
use of equivalent terms. Standard auditors’ reports for each
situation follow.

Statement of Comprehensive Income
7.12
REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM
Board of Directors and Stockholders
CACI International Inc
We have audited the accompanying consolidated balance
sheets of CACI International Inc, as of June 30, 2007 and
2006, and the related consolidated statements of operations,
shareholders’ equity, cash flows and comprehensive income
for each of the three years in the period ended June 30, 2007.
Our audits also included the financial statement schedule
listed in the Index at Item 15(a) (2). These financial statements and schedule are the responsibility of the Company’s
management. Our responsibility is to express an opinion on
these financial statements and schedule based on our audits.
We conducted our audits in accordance with the standards
of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used
and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our
opinion.
In our opinion, the financial statements referred to above
present fairly, in all material respects, the consolidated financial position of CACI International Inc at June 30, 2007
and 2006, and the consolidated results of its operations
and its cash flows for each of the three years in the period
ended June 30, 2007, in conformity with U.S. generally accepted accounting principles. Also, in our opinion, the related
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financial statement schedule, when considered in relation to
the basic financial statements taken as a whole, presents
fairly in all material respects the information set forth therein.
We also have audited, in accordance with the standards
of the Public Company Accounting Oversight Board (United
States), the effectiveness of CACI International Inc’s internal
control over financial reporting as of June 30, 2007, based
on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission and our report dated August 27,
2007, expressed an unqualified opinion thereon.

577

States), Hercules Incorporated’s internal control over financial reporting as of December 31, 2007, based on criteria established in Internal Control—Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway Commission (COSO) and our report dated February 26,
2008 expressed an unqualified opinion thereon.

Statement of Changes in Shareholders’ Equity
7.14

Statement of Operations and Comprehensive
Income
7.13
REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM
Board of Directors and Stockholders
Hercules Incorporated
We have audited the accompanying consolidated balance
sheets of Hercules Incorporated as of December 31, 2007
and 2006 and the related consolidated statements of operations and comprehensive income (loss), stockholders’ equity,
and cash flows for each of the three years in the period ended
December 31, 2007. These financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements
based on our audits.
We conducted our audits in accordance with the standards
of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall presentation of the financial statements. We believe that
our audits provide a reasonable basis for our opinion.
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Hercules Incorporated at December 31,
2007 and 2006, and the results of its operations and its cash
flows for each of the three years in the period ended December 31, 2007, in conformity with accounting principles
generally accepted in the United States of America.
As discussed in Note 20 to the consolidated financial statements, Hercules Incorporated changed its method of accounting effective December 31, 2006 for defined benefit
pension and other postretirement plans as a result of adopting SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans”. As discussed
in Note 8 to the Consolidated Financial Statements, effective
January 1, 2007, the Company adopted FASB Interpretation
No. 48, “Accounting for Uncertainty in Income Taxes—an Interpretation of FASB Statement No. 109.”
We also have audited, in accordance with the standards
of the Public Company Accounting Oversight Board (United
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REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM
Board of Directors and Shareholders
Peerless Mfg. Co.
We have audited the accompanying consolidated balance
sheets of Peerless Mfg. Co. and subsidiaries (“the Company”) as of June 30, 2007 and 2006, and the related consolidated statements of operations, shareholders’ equity and
comprehensive income, and cash flows for each of the three
years in the period ended June 30, 2007. These financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.
We conducted our audits in accordance with the standards
of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used
and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our
opinion.
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Peerless Mfg. Co. and subsidiaries as of
June 30, 2007 and 2006, and the results of their operations
and their cash flows for each of the three years in the period
ended June 30, 2007 in conformity with accounting principles
generally accepted in the United States of America.
We also have audited, in accordance with the standards
of the Public Company Accounting Oversight Board (United
States), the effectiveness of Peerless Mfg. Co.’s internal control over financial reporting as of June 30, 2007, based on criteria established in Internal Control—Integrated Framework
issued by the Committee of Sponsoring Organizations of the
Treadway Commission and our accompanying report dated
September 11, 2007 expressed an unqualified opinion on the
effective operation of Peerless Mfg. Co. and subsidiaries’ internal control over financial reporting.
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AUDITORS’ STANDARD REPORT
OF A PUBLIC COMPANY

REFERENCE TO REPORT OF OTHER
AUDITORS

7.15 For audits of public companies (i.e., issuers as defined

7.17 When the opinion of a principal auditor is based in
part on the report of another auditor, SAS No. 1, section 543,
Part of Audit Performed by Other Independent Auditors, as
amended by SAS No. 64, Omnibus Statement on Auditing
Standards—1990, provides guidance to the principal auditor.
Paragraph 7 of section 543 states:

by the Sarbanes-Oxley Act of 2002, and other entities when
prescribed by the rules of the SEC), PCAOB Auditing Standard (AS) No. 1, References in Auditors’ Reports to the Standards of the Public Company Accounting Oversight Board,
directs auditors to state that the engagement was conducted
in accordance with “the standards of the Public Company
Accounting Oversight Board (United States)” whenever the
auditor has performed the engagement in accordance with
the PCAOB’s standards. AS No. 1 is effective for auditors’
reports issued or reissued after May 24, 2004. In addition,
the PCAOB adopted as interim standards the generally accepted auditing standards of the AICPA as they existed on
April 16, 2003. Consequently, reference to “the standards of
the Public Company Accounting Oversight Board” with respect to audits performed prior to the effective date of this
standard is equivalent to the previously required reference
to generally accepted auditing standards. Accordingly, upon
adoption of AS No. 1, reference to “generally accepted auditing standards” is no longer appropriate or necessary.

7.16 An example of a standard independent registered auditor’s report presented in the Appendix to AS No. 1 follows.
REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM
We have audited the accompanying balance sheets of
X Company as of December 31, 20X3 and 20X2, and
related statements of operations, stockholders’ equity,
and cash flows for each of the three years in the period
ended December 31, 20X3. These financial statements
are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these
financial statements based on our audits.
We conducted our audits in accordance with the
standards of the Public Company Accounting Oversight Board (United States). Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide
a reasonable basis for our opinion.
In our opinion, the financial statements referred to
above present fairly, in all material respects, the financial position of the company as of December 31, 20X3
and 20X2, and the results of its operations and its cash
flows for each of the three years in the period ended
December 31, 20X3, in conformity with U.S. generally
accepted accounting principles.
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When the principal auditor decides that he will make
reference to the audit of the other auditor, his report
should indicate clearly, in both the introductory, scope
and opinion paragraphs, the division of responsibility as between that portion of the financial statements
covered by his own audit and that covered by the audit of the other auditor. The report should disclose the
magnitude of the portion of the financial statements
audited by the other auditor. This may be done by stating the dollar amounts or percentages of one or more
of the following: total assets, total revenues, or other
appropriate criteria, whichever most clearly reveals the
portion of the financial statements audited by the other
auditor. The other auditor may be named but only with
his express permission and provided his report is presented together with that of the principal auditor.

7.18

Paragraphs 12 and 13 of SAS No. 58 reaffirm the requirements of section 543. Paragraph 13 presents an example of an auditors’ report referring to the report of other
auditors.

7.19 The auditors’ report for nine survey companies made
reference to the report of other auditors. The reference to
other auditors in six of these reports related to prior year financial statements. An example of an auditors’ report making
reference to a report of other auditors follows.

7.20
REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM
The Board of Directors and Shareholders
Noble Energy, Inc.
We have audited the accompanying consolidated balance
sheets of Noble Energy, Inc. and subsidiaries as of December 31, 2007 and 2006, and the related consolidated statements of operations, shareholders’ equity, comprehensive
income (loss), and cash flows for each of the years in the
three-year period ended December 31, 2007. These consolidated financial statements are the responsibility of the
Company’s management. Our responsibility is to express an
opinion on these consolidated financial statements based
on our audits. We did not audit the financial statements
for the periods referred to below of the Alba Plant LLC
(Alba) and the Atlantic Methanol Production Company, LLC
(AMPCO), the investments in which, as disclosed in Note 13
of the consolidated financial statements are accounted for by
the equity method of accounting. The Company’s investment
in Alba as of December 31, 2007 and 2006 was $142.5 million
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and $146.1 million, respectively, and the equity in earnings
in Alba was $128.1 million and $101.3 million for the years
ended December 31, 2007 and 2006, respectively. The equity
in earnings for AMPCO was $54.9 million for the year ended
December 31, 2005. The financial statements of Alba as of
December 31, 2007 and 2006 and for the years then ended
and AMPCO for the year ended December 31, 2005 were audited by other auditors whose reports have been furnished
to us, and our opinion, insofar as it relates to the amounts
included for Alba and AMPCO, is based solely on the report
of the other auditors.
We conducted our audits in accordance with the standards
of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used
and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We
believe that our audits and the report of the other auditors
provide a reasonable basis for our opinion.
In our opinion, based on our audits and the reports of the
other auditors, the consolidated financial statements referred
to above present fairly, in all material respects, the financial
position of Noble Energy, Inc. and subsidiaries as of December 31, 2007 and 2006, and the results of their operations
and their cash flows for each of the years in the three-year
period ended December 31, 2007, in conformity with U.S.
generally accepted accounting principles.
As discussed in Note 2 to the consolidated financial statements, effective January 1, 2006, the Company changed its
method of accounting for stock-based compensation. As
also discussed in Note 2 to the consolidated financial statements, effective December 31, 2006, the Company changed
its method of accounting for defined benefit pension and
other postretirement plans.
We also have audited, in accordance with the standards
of the Public Company Accounting Oversight Board (United
States), Noble Energy, Inc.’s internal control over financial
reporting as of December 31, 2007, based on criteria established in Internal Control—Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway
Commission (COSO), and our report dated February 25, 2008
expressed an unqualified opinion on the effectiveness of the
Company’s internal control over financial reporting.

UNCERTAINTIES
7.21 SAS No. 79, Amendment to Auditing Standards No.
58, amends SAS No. 58 to eliminate the requirement for an
explanatory paragraph for uncertainties as defined in paragraphs 29 and 30 of amended SAS No. 58. SAS No. 79
does not apply to uncertainties related to going concern situations for which SAS No. 59, The Auditor’s Consideration
of an Entity’s Ability to Continue as a Going Concern, as
amended, and SAS No. 85, Management Representations,
provide guidance.
7.22 Table 7-3 summarizes the nature of uncertainties for
which an explanatory paragraph was included in an audi-
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tors’ report. Examples of explanatory language for a going
concern situation follow.

7.23
TABLE 7-3: UNCERTAINTIES
Going concern ......................................
Other.....................................................

2007
4
—

2006
9
—

2005
10
—

2004
6
4

Total Uncertainties ............................

4

9

10

10

Total Companies ................................

4

9

10

8

7.24
REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM
To the Board of Directors and Stockholders of
Esmark Incorporated
We have audited the accompanying consolidated balance
sheet of Esmark Incorporated and subsidiaries (the “Company”) as of December 31, 2007, and the related consolidated statements of operations, changes in stockholders’
equity, and cash flows for the year then ended. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on
these financial statements based on our audit.
We conducted our audit in accordance with the standards
of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. The
Company is not required to have, nor were we engaged to
perform, an audit of its internal control over financial reporting. Our audit included consideration of internal control over
financial reporting as a basis for designing audit procedures
that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the
Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made
by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a
reasonable basis for our opinion.
In our opinion, such consolidated financial statements
present fairly, in all material respects, the financial position
of Esmark Incorporated and subsidiaries at December 31,
2007, and the results of their operations and their cash flows
for the year then ended, in conformity with accounting principles generally accepted in the United States of America.
The accompanying consolidated financial statements have
been prepared assuming that the Company will continue as a
going concern. As discussed in Note 30 to the consolidated
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financial statements, the Company has been unable to refinance its debt on a long-term basis which raises substantial doubt about its ability to continue as a going concern. Management’s plans concerning these matters are also
discussed in Note 30 to the consolidated financial statements. The consolidated financial statements do not include
any adjustments that might result from the outcome of this
uncertainty.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands)
17 (In Part): Long-Term Debt

Senior secured term loan
Series A secured notes, net of discount
of $5,660
Series B secured notes, net of discount
of $3,446
Unsecured 6% note, net of discount
of $2,343
West Virginia Department of Development
Ohio Department of Development
Industrial revenue bonds—capital leases
Other capital leases
Other
Total
Less amount due in one year
Long-term debt due after one year

2007
$149,900

$

2006
—

32,691

—

21,077

—

9,863
6,539
1,400
4,915
32,220
2,100
260,705
229,065
$ 31,640

—
—
—
—
1,859
—
1,859
484
$1,375

Reclassified
$ 61,941
—
(21,077)
(40,864)
—
—
$
—

As Adjusted
$229,065
5,324
4,535
3,427
2,149
16,205
$260,705

Long-term debt matures as follows:

2008
2009
2010
2011
2012
After 2012
Total

Total
$167,124
5,324
25,612
44,291
2,149
16,205
$260,705

Due to substantial doubt about the Company’s ability to continue as a going concern (see Note 30) and as the result
of cross-default and cross-acceleration provisions in certain
long-term debt instruments, certain long-term debt as noted
above has been reclassified as a current obligation in the
balance sheet as of December 31, 2007.
Other (In Part)
If an event of default results in the acceleration of WheelingPittsburgh’s revolving credit facility or its senior secured term
loan, such event will also result in the acceleration of substantially all of Wheeling-Pittsburgh’s other indebtedness pursuant to cross-default or cross-acceleration provisions.
30. Going Concern
The Company’s current revolving credit facilities are due and
payable no later than September 30, 2008. The Company’s
ability to refinance these obligations will be dependent on a
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number of factors including the Company’s ability to borrow
funds from the same or alternative lenders in a difficult lending environment, the Company’s ability to forecast and generate cash flow from future operations and the Company’s
ability to structure alternative capital transactions with third
parties and, if necessary, obtain proceeds from the disposition of assets. As a result, there is substantial doubt as to the
ability of the Company to continue as a going concern.
On April 30, 2008, the Company agreed to the material
terms of a proposed tender offer and merger with Essar Steel
Holdings Limited for the purchase of all of the outstanding
common stock of the Company for $17.00 per share. The
Company also entered into a binding commitment with Essar
for a $110,000 term loan, the proceeds of which were used to
repay the Company’s outstanding term loan in the amount of
$79,000 and to provide additional liquidity to the Company.
This proposed tender offer is subject to a 52-day “right to
bid” period as set forth in the collective bargaining agreement
with the USW which may or may not result in a competing bid
or offer from another concern. If the proposed merger with
Essar is terminated under certain circumstances, the Company would be required to pay Essar a “breakage fee” of
$20,500. On May 16, 2008, the USW publicly announced a
demand that Esmark repudiate the Essar agreements and
asserted that such agreements with Essar are in direct violation of the Company’s collective bargaining agreement with
the USW.
In a non-binding proposal dated May 20, 2008, OAO
Severstal (Severstal) offered to acquire all of the outstanding
common stock of the Company for $17.00 per share. Severstal also stated that they are prepared to enter into interim liquidity substitute financing arrangements upon entering into a
mutually acceptable definitive merger agreement. Severstal
represented that they have entered into an agreement that
satisfies the successorship clause of the Company’s collective bargaining agreement and that the USW informed them
that it will waive its right to bid provisions in the collective bargaining agreement with respect to the Severstal proposal.

7.25
REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM
To the Board of Directors and Stockholders of
UTStarcom, Inc.
In our opinion, the consolidated financial statements listed
in the accompanying index present fairly, in all material respects, the financial position of UTStarcom, Inc. and its subsidiaries at December 31, 2007 and 2006, and the results of
their operations and their cash flows for each of the three
years in the period ended December 31, 2007 in conformity with accounting principles generally accepted in the
United States of America. In addition, in our opinion, the financial statement schedules listed in the accompanying index present fairly, in all material respects, the information set
forth therein when read in conjunction with the related consolidated financial statements. Also in our opinion, the Company did not maintain, in all material respects, effective internal control over financial reporting as of December 31, 2007,
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based on criteria established in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (“COSO”) because material weaknesses in internal control over financial reporting
related to 1) non-compliance with established policies and
procedures intended to ensure compliance with laws and
regulations, 2) the lack of complete and accurate matching
of cost of sales upon the recognition of revenue and recording
the reserves for losses on customer contracts and the associated cost of sales, and 3) the lack of complete, accurate and
timely preparation and review of its consolidated financial
statements in accordance with generally accepted accounting principles existed as of that date. A material weakness
is a deficiency, or a combination of deficiencies, in internal
control over financial reporting, such that there is a reasonable possibility that a material misstatement of the annual
or interim financial statements will not be prevented or detected on a timely basis. The material weaknesses referred to
above are described in Management’s Annual Report on Internal Control over Financial Reporting appearing under Item
9A. We considered these material weaknesses in determining the nature, timing, and extent of audit tests applied in our
audit of the 2007 consolidated financial statements, and our
opinion regarding the effectiveness of the Company’s internal control over financial reporting does not affect our opinion
on those consolidated financial statements. The Company’s
management is responsible for these financial statements
and financial statement schedules, for maintaining effective
internal control over financial reporting and for its assessment of the effectiveness of internal control over financial reporting included in management’s report referred to above.
Our responsibility is to express opinions on these financial
statements, on the financial statement schedules, and on
the Company’s internal control over financial reporting based
on our integrated audits. We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require
that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are free of
material misstatement and whether effective internal control over financial reporting was maintained in all material
respects. Our audits of the financial statements included examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made
by management, and evaluating the overall financial statement presentation. Our audit of internal control over financial reporting included obtaining an understanding of internal control over financial reporting, assessing the risk that
a material weakness exists, and testing and evaluating the
design and operating effectiveness of internal control based
on the assessed risk. Our audits also included performing
such other procedures as we considered necessary in the
circumstances. We believe that our audits provide a reasonable basis for our opinions.
The accompanying consolidated financial statements have
been prepared assuming that the Company will continue as
a going concern. As discussed in Note 1 to the consolidated
financial statements, the Company has suffered recurring net
losses, negative cash flows from operations and has significant debt obligations due on March 1, 2008. These conditions raise substantial doubt about the Company’s ability to
continue as a going concern. Management’s plans in regard
to these matters are also described in Note 1. The consol-
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idated financial statements do not include any adjustments
that might result from the outcome of this uncertainty.
As discussed in Note 2 to the consolidated financial statements, the Company changed the manner in which it accounts for uncertain tax positions in 2007. Also, as discussed
in Note 2 to the consolidated financial statements, the Company changed the manner in which it accounts for stockbased compensation in 2006.
A company’s internal control over financial reporting is a
process designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation
of financial statements for external purposes in accordance
with generally accepted accounting principles. A company’s
internal control over financial reporting includes those policies and procedures that (i) pertain to the maintenance of
records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (ii) provide reasonable assurance that transactions
are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the
financial statements.
Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may
deteriorate.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Basis of Presentation and Liquidity
The accompanying consolidated balance sheets as of December 31, 2007 and 2006, and consolidated statements of
operations for each of the three years in the period ended
December 31, 2007 have been prepared by the Company
pursuant to the rules and regulations of the Securities and
Exchange Commission (“SEC”) and in conformity with generally accepted accounting principles in the United States
of America. The accompanying consolidated financial statements contemplate the realization of assets and the satisfaction of liabilities in the normal course of business.
The Company reported net losses of $195.6 million, $117.3
million and $532.6 million for the years ended December 31,
2007, 2006 and 2005, respectively. As of December 31, 2007,
the Company’s accumulated deficit aggregated $691.2 million. During the year ended December 31, 2007 the Company
used $218.2 million of cash in operations. At December 31,
2007, the Company had cash and cash equivalents of $437.4
million of which $289.5 million was transferred on February 28, 2008 to the Trustee in order to assure the repayment of
the convertible subordinated notes due on March 1, 2008 (the
“Notes”). This amount includes a principal payment of $274.6
million and $14.9 million in accrued interest. At December 31, 2007, $322.4 million of the Company’s cash and cash
equivalents were held by its subsidiaries in China and China
imposes currency exchange controls on transfers of funds
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outside of China. Additionally, the available lines of credits in
China are now significantly less than what has been available
to the Company historically and the existing credit facilities in
China expire during the fourth quarter of 2008. These factors
raise substantial doubt as to the Company’s ability to continue as a going concern. Management believes that it has
developed a liquidity plan that, if executed successfully, will
provide sufficient liquidity to finance the Company’s anticipated working capital and capital expenditure requirements
for the next 12 months. Management’s liquidity plans include
divesting the Company’s noncore assets or operations and
obtaining funding from outside sources. However, there is
no assurance that such transactions could be consummated
on acceptable terms or at all. In addition, through management’s ongoing efforts to improve the Company’s profitability
and cash flows, management continues to re-examine all aspects of the Company’s business for areas of improvement
and continues to focus on the Company’s fixed cost base and
improving the working capital position to better align with operations, market demand and current sales levels. However,
if projected sales do not materialize, management may need
to further reduce expenses. In addition, the Company may
require additional equity or debt financing. If future funds are
raised through issuance of stock or debt, these securities
could have rights, privileges or preference senior to those of
common stock and debt covenants could impose restrictions
on the Company’s operations. The sale of additional equity
securities or debt financing could result in additional dilution
to the Company’s current shareholders. There can be no assurance that additional financing, if required, will be available
on terms satisfactory to the Company.
The consolidated financial statements do not include any
adjustments relating to the recoverability and classification of
recorded assets or the amounts and classification of liabilities
or any other adjustments that might be necessary should the
Company be unable to continue as a going concern.

LACK OF CONSISTENCY
7.26

Table 7-4 summarizes the accounting changes for
which auditors expressed unqualified opinions but included
explanatory language in their reports as required by paragraphs 16–18 of SAS No. 58, as amended by SAS No. 79.
Of the 1,114 references to lack of consistency, 612 relate to
changes made in years prior to 2007. Examples of references
to lack of consistency follow.
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7.27
TABLE 7-4: LACK OF CONSISTENCY
2007
368
353
291
31
30
—
5
—
1

2006
259
361
1
18
41
13
9
3
1

—
—
1
33

Total References ................................
Total Companies ................................

Employee benefits ...............................
Stock-based compensation .................
Income tax uncertainties ......................
Quantifying misstatements ..................
Asset retirement obligations ................
Variable interest entities ......................
Inventories............................................
Goodwill not amortized ........................
Impairment of long-lived assets...........
Financial instruments with liability &
equity characteristics ........................
Revenue recognition............................
Accounting changes & corrections......
Other—described .................................

2005
3
42
N/C*
N/C*
73
36
10
11
—

2004
5
35
N/C*
N/C*
52
49
5
154
2

—
—
—
41

6
5
3
22

10
9
N/C*
36

1113

729

213

370

529

439

149

239

* N/C = Not compiled. Line item was not included in the table for
the year shown.

Employee Benefits
7.28
REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM
To The Board of Directors and Stockholders of
Flowers Foods, Inc.
In our opinion, the consolidated financial statements listed
in the index appearing under Item 15(a)(1), present fairly, in
all material respects, the financial position of Flowers Foods,
Inc. and its subsidiaries (the “Company”) at December 29,
2007 and December 30, 2006 and the results of their operations and their cash flows for each of the three years in
the period ended December 29, 2007 in conformity with accounting principles generally accepted in the United States
of America. In addition, in our opinion, the financial statement schedule listed in the index appearing under Item
15(a)(2) presents fairly, in all material respects, the information set forth therein when read in conjunction with the related consolidated financial statements. Also in our opinion,
the Company maintained, in all material respects, effective
internal control over financial reporting as of December 29,
2007, based on criteria established in Internal Control—
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The
Company’s management is responsible for these financial
statements and financial statement schedule, for maintaining
effective internal control over financial reporting and for its assessment of the effectiveness of internal control over financial
reporting, included in Management’s Report on Internal Control Over Financial Reporting appearing under Item 9A. Our
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responsibility is to express opinions on these financial statements, on the financial statement schedule, and on the Company’s internal control over financial reporting based on our
integrated audits. We conducted our audits in accordance
with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that
we plan and perform the audits to obtain reasonable assurance about whether the financial statements are free of material misstatement and whether effective internal control over
financial reporting was maintained in all material respects.
Our audits of the financial statements included examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial statement presentation. Our audit of internal control over financial reporting
included obtaining an understanding of internal control over
financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal control based on the assessed
risk. Our audits also included performing such other procedures as we considered necessary in the circumstances. We
believe that our audits provide a reasonable basis for our
opinions.
As discussed in Note 18 to the consolidated financial statements, the company changed the date that it measures plan
assets and obligations for its defined benefit and postretirement plans in 2007 and the manner in which it accounts for
defined benefit and postretirement plans effective December 30, 2006.
As discussed in Note 15 to the consolidated financial statements, the company changed the manner in which it accounts for stock-based compensation in 2006.
A company’s internal control over financial reporting is a
process designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation
of financial statements for external purposes in accordance
with generally accepted accounting principles. A company’s
internal control over financial reporting includes those policies and procedures that (i) pertain to the maintenance of
records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (ii) provide reasonable assurance that transactions
are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the
financial statements.
Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may
deteriorate.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 18 (In Part): Postretirement Plans
On September 29, 2006, the FASB issued SFAS No. 158,
which requires recognition of the overfunded or underfunded
status of pension and other postretirement benefit plans
on the balance sheet. Under SFAS 158, gains and losses,
prior service costs and credits, and any remaining transition
amounts under SFAS 87 and FASB Statement No. 106, Employers’ Accounting for Postretirement Benefits Other Than
Pensions (“SFAS 106”) that have not yet been recognized
through net periodic benefit costs will be recognized in accumulated other comprehensive income, net of tax benefits, until they are amortized as a component of net periodic
cost. SFAS 158 does not change how pensions and other
postretirement benefits are accounted for and reported in
the income statement. Companies will continue to follow the
existing guidance in SFAS 87, FASB Statement No. 88, Employers’ Accounting for Settlements and Curtailments of Defined Benefit Pension Plans and for Termination Benefits and
SFAS 106. SFAS 158 was effective for public companies for
fiscal years ending after December 15, 2006. The company
adopted the balance sheet recognition provisions of SFAS
158 at December 30, 2006, the end of its fiscal year 2006.
SFAS 158 also requires that employers measure the benefit obligation and plan assets as of the fiscal year end for
fiscal years ending after December 15, 2008 (the company’s
fiscal 2008). In fiscal 2006 and earlier, the company used a
September 30 measurement date for its pension and other
postretirement benefit plans. The company eliminated the
early measurement date in fiscal 2007 and applied the remeasurement alternative in accordance with SFAS 158. Under this alternative, postretirement benefit income measured
for the three-month period October 1, 2006 to December 31,
2006 (determined using the September 2006 measurement
date) was credited to beginning 2007 retained earnings. As a
result, the company increased retained earnings $0.7 million,
net of taxes of $0.5 million, and increased the postretirement
benefit asset and liability by $1.3 million and $0.1 million,
respectively. The funded status of the company’s postretirement benefit plans was then remeasured at January 1,
2007, resulting in an adjustment to the balance sheet asset, liability and accumulated other comprehensive income.
As a result, the postretirement benefit asset was increased
$7.4 million and the postretirement benefit liability was decreased $0.7 million, with an offsetting credit to accumulated
other comprehensive income of $5.0 million, net of taxes of
$3.1 million.
The following summarizes the company’s balance sheet
related pension and other postretirement benefit plan accounts at December 29, 2007 as compared to accounts at
December 30, 2006 (amounts in thousands):

Noncurrent benefit asset
Current benefit liability
Noncurrent benefit liability
Accumulated other comprehensive
(income) loss

2007
$34,471
403
6,599

2006
$7,475
390
7,621

(2,625)

9,630

The amounts above include activity for fiscal 2007 as well as
adjustments relating to the elimination of the early measurement date.
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Defined Benefit Plans
The company has trusteed, noncontributory defined benefit pension plans covering certain employees. The benefits
are based on years of service and the employee’s career
earnings. The plans are funded at amounts deductible for income tax purposes but not less than the minimum funding
required by the Employee Retirement Income Security Act
of 1974 (“ERISA”). As of December 29, 2007 and December 30, 2006, the assets of the plans included certificates of
deposit, marketable equity securities, mutual funds, corporate and government debt securities, private and public real
estate partnerships, other diversifying strategies and annuity contracts. In addition to the pension plans, the company
also had an unfunded supplemental retirement plan for certain highly compensated employees. Benefits provided by
this supplemental plan were reduced by benefits provided
under the defined benefit pension plan. This supplemental
plan was terminated and benefits of $0.6 million were paid
to the covered employees during the fourth quarter of fiscal
2005. This termination resulted in settlement costs of $0.1
million during fiscal 2005.
During the third quarter of fiscal 2005, the company announced the curtailment of one of its defined benefit pension plans effective January 1, 2006, the beginning of the
company’s fiscal year 2006. As a result of the curtailment, a
charge of $0.2 million was recorded in the third quarter of fiscal 2005 due to accelerated recognition of prior service costs.
The company expects pension income of approximately $7.2
million for fiscal 2008. The net periodic pension cost for the
company’s pension plans include the following components:
(Amounts in thousands)
Service cost
Interest cost
Expected return on plan assets
Amortization:
Prior service cost
Actuarial loss
Net periodic pension (income)
cost
Curtailment loss
Settlement loss
Total net periodic benefit
(income) cost
Other changes in plan assets
and benefit obligations
recognized in other
comprehensive income:
Current year actuarial (gain)
Total recognized in net periodic
benefit (income) cost and
other comprehensive income

2007
$ 259
16,335
(22,996)

2006
$ 1,812
15,755
(20,792)

2005
$ 6,258
16,024
(18,286)

—
—

—
25

46
1,994

(6,402)
—
—

(3,200)
—
—

6,036
225
118

$ (6,402)

$ (3,200)

$ 6,379

(Amounts in thousands)
Change in benefit obligation:
Benefit obligation at beginning of year
Elimination of early measurement date
Service cost
Interest cost
Actuarial (gain) loss
Curtailment
Settlement
Benefits paid
Benefit obligation at end of year
Change in plan assets:
Fair value of plan assets at beginning
of year
Elimination of early measurement date
Actual return on plan assets
Employer contribution
Benefits paid
Fair value of plan assets at end of year
Funded status, end of year:
Fair value of plan assets
Benefit obligations
Funded status and amount recognized
at end of year
Amounts recognized in the balance sheet:
Noncurrent asset
Noncurrent liability
Amount recognized at end of year
Amounts recognized in accumulated
other comprehensive income:
Net actuarial (gain) loss
Accumulated benefit obligation at end
of year

2007

2006

$276,865
1,090
259
16,335
(3,792)
—
—
(12,953)
$277,804

$277,544
—
1,812
15,755
(5,975)
—
—
(12,271)
$276,865

$282,840
10,543
30,845
1,000
(12,953)
$312,275

$257,146
—
23,965
14,000
(12,271)
$282,840

$312,275
277,804

$282,840
276,865

$ 34,471

$ 5,975

$ 34,471
—
$ 34,471

$ 7,475
(1,500)
$ 5,975

$ (5,231)

$ 14,492

$277,191

$276,350

Cash Flows
Company contributions are as follows:

(11,641)

$(18,043)

—

$ (3,200)

—

$ 6,379

Actual return on plan assets for fiscal 2007, fiscal 2006 and
fiscal 2005 was $30.8 million, $24.0 million and $40.8 million,
respectively.
No amounts will be amortized from accumulated other
comprehensive income into net periodic benefit cost in fiscal
2008 relating to the company’s pension plans.

ATT-SEC 7.28

The funding status and the amounts recognized in the Consolidated Balance Sheets for the company’s pension plans
are as follows:

(Amounts in thousands)
2006
2007
2008

Required
$—
—
—

Discretionary
$14,000
1,000
—

All contributions are made in cash. The contributions made
during fiscal 2006 and fiscal 2007 were not required to be
made by the minimum funding requirements of ERISA, but
the company believes, due to its strong cash flow and financial position, these were the appropriate times in which to
make the contributions in order to reduce the impact of future contributions. The company continues to assess various
contribution scenarios and it has not made a determination
whether it will make a discretionary pension contribution during fiscal 2008.
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Benefit Payments
The following are benefits paid by the company during fiscal
2007, fiscal 2006, fiscal 2005 and expected to be paid from
fiscal 2008 through fiscal 2017. All benefits are expected to
be paid from the plans’ assets.
Pension
Benefits
$12,886
12,271
12,953

(Amounts in thousands)
2005
2006
2007
Estimated future payments:
2008
2009
2010
2011
2012
2013–2017

$13,608
13,974
14,278
14,588
15,056
85,259

Postretirement Benefit Plan
The company provides certain medical and life insurance
benefits for eligible retired employees. The medical plan covers eligible retirees under the active medical and dental plans.
The plan incorporates an up-front deductible, coinsurance
payments and employee contributions at COBRA premium
levels. Eligibility and maximum period of coverage is based
on age and length of service. The life insurance plan offers
coverage to a closed group of retirees. In December 2003,
the Medicare Prescription Drug, Improvement and Modernization Act of 2003 (the “Act”) was enacted. The Act established a voluntary prescription drug benefit under Medicare,
known as “Medicare Part D,” and a federal subsidy to sponsors of retiree health care benefit plans that provide a prescription drug benefit that is at least actuarially equivalent to
Medicare Part D. The company has determined that its prescription drug plan for retirees is not actuarially equivalent to
Medicare Part D and that the Act will have no material effects
on the obligations reported in these financial statements.
The net periodic postretirement benefit expense for the
company includes the following components:
(Amounts in thousands)
Service cost
Interest cost
Amortization:
Prior service cost
Actuarial loss
Total net periodic pension cost
Other changes in plan assets and
benefit obligations recognized in
other comprehensive income:
Current year actuarial loss
Amortization of prior service cost
Total recognized in net periodic benefit
cost and other comprehensive income

2007
$ 302
389

2006
$ 321
404

2005
$270
346

333
—
$1,024

333
21
$1,079

333
—
$949

237
(333)

—
—

—
—

$ 928

$1,079

$949

Approximately $0.3 million will be amortized from accumulated other comprehensive income into net periodic benefit
cost in fiscal 2008 relating to the company’s postretirement
benefit plan.
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The unfunded status and the amounts recognized in the
consolidated balance sheets for the company’s postretirement obligation are as follows:
(Amounts in thousands)
Change in benefit obligation:
Benefit obligation at beginning of year
Elimination of early measurement date
Service cost
Interest cost
Participant contributions
Actuarial loss (gain)
Benefits paid
Federal subsidy on benefits paid
Acquisition (relates to acquisition of
Derst Baking Company)
Benefit obligation at end of year
Change in plan assets:
Fair value of plan assets at beginning
of year
Employer contributions
Participant contributions
Benefits paid
Fair value of plan assets at end of year
Funded status, end of year:
Fair value of plan assets
Benefit obligations
Funded status
Contribution between measurement
date and fiscal year end
Unrecognized net actuarial loss
Unrecognized prior service cost
Amount recognized at end of year
Amounts recognized in the balance sheet:
Current liability
Noncurrent liability
Accrued benefit cost
Amount recognized at end of year
Amounts recognized in accumulated other
comprehensive income:
Net actuarial loss
Prior service cost
Amounts recognized in accumulated other
comprehensive income

2007

2006

$ 6,586
70
302
389
221
237
(803)
—

$ 6,420
—
321
404
195
(953)
(593)
—

—
$ 7,002

792
$ 6,586

$

—
582
221
(803)
$ —

$

$

$

—
—
—
$(7,002)

74
—
—
$(6,512)

$ (403)
(6,599)
—
$(7,002)

$ (390)
(6,122)
—
$(6,512)

$ 214
749

$

$ 963

$ 1,165

—
7,002
(7,002)

—
398
195
(593)
$ —
—
6,586
(6,586)

—
1,165

Cash Flows
(Amounts in thousands)
2005
2006
2007
2008 (Expected)

Minimum Funding
Requirement
$380
398
582
415

Discretionary
$—
—
—
—

All contributions are made in cash. Of the $0.4 million expected to be contributed to fund postretirement benefit plans
during 2008, the entire amount will be required to pay for benefits. Contributions by participants to postretirement benefits
were $0.2 million, $0.2 million and $0.2 million for fiscal 2007,
fiscal 2006 and fiscal 2005, respectively.
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Benefit Payments
The following are benefits paid by the company during fiscal
2007, fiscal 2006 and fiscal 2005 and expected to be paid
from fiscal 2008 through fiscal 2017. All benefits are expected
to be paid from the company’s assets.

(Amounts in thousands)
2005
2006
2007
Estimated future payments:
2008
2009
2010
2011
2012
2013–2017

Postretirement
Benefits
$ 380
398
582
$ 415
373
427
488
531
3,466

7.29
REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM
The Board of Directors and Stockholders
J. C. Penney Company, Inc.
We have audited the accompanying consolidated balance
sheets of J. C. Penney Company, Inc. and subsidiaries as
of February 2, 2008 and February 3, 2007, and the related
consolidated statements of operations, stockholders’ equity
and cash flows for each of the years in the three-year period ended February 2, 2008. These consolidated financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.
We conducted our audits in accordance with the standards
of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used
and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our
opinion.
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of J. C. Penney Company, Inc. and subsidiaries as of February 2, 2008 and February 3, 2007, and the
results of their operations and their cash flows for each of the
years in the three-year period ended February 2, 2008, in conformity with U.S. generally accepted accounting principles.
As discussed in Note 1 to the Consolidated Financial Statements, the Company adopted the provisions of the Financial
Accounting Standards Board’s (FASB) Statement of Financial
Accounting Standards No. 158, “Employers’ Accounting for
Defined Benefit Pension and Other Postretirement Plans” on

ATT-SEC 7.29

February 3, 2007, and FASB Interpretation No. 48 “Accounting for Uncertainty in Income Taxes” on February 4, 2007.
We have also audited, in accordance with the standards
of the Public Company Accounting Oversight Board (United
States), J. C. Penney Company, Inc.’s internal control over
financial reporting as of February 2, 2008, based on criteria
established in Internal Control–Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway Commission (COSO), and our report dated March 31,
2008 expressed an unqualified opinion on the effectiveness
of the Company’s internal control over financial reporting.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies
Retirement-Related Benefits
On February 3, 2007, the Company adopted the recognition and disclosure provisions of SFAS 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans—an amendment of FASB Statements No. 87,
88, 106, and 132(R).” SFAS 158 required the Company to
recognize the funded status—the difference between the
fair value of plan assets and the plan’s benefit obligation—
of its defined benefit pension and postretirement plans directly on the balance sheet. Each overfunded plan is recognized as an asset and each underfunded plan is recognized
as a liability. The initial adoption resulted in a $234 million
decrease to the February 3, 2007 balance of accumulated
other comprehensive income/(loss), a component of stockholders’ equity, and included the elimination of the additional
minimum liability, which is no longer required. Beginning in
2007, adjustments to other comprehensive income/(loss) reflect prior service cost or credits and actuarial gain or loss
amounts arising during the period and reclassification adjustments for amounts being recognized as components of
net periodic pension/postretirement cost, net of tax, in accordance with current pension accounting rules under SFAS
87, “Employers’ Accounting for Pensions,” and SFAS 106,
“Employers’ Accounting for Postretirement Benefits Other
Than Pensions.” Refer to Note 16.
SFAS 158 also eliminates the provisions of SFAS 87 and
SFAS 106 that allow plan assets and obligations to be measured as of a date not more than three months prior to the
reporting entity’s balance sheet date. The Company uses a
measurement date of October 31 for its defined benefit pension and other postretirement plans; and therefore, transitioned to a fiscal year-end measurement date using the first
approach prescribed by paragraph 18 of SFAS 158 whereby
a new measurement of plan assets and benefit obligations
was completed as of the beginning of 2008 (the year of adopting the measurement date provision). Accordingly, in the first
quarter of 2008, the Company will increase the opening retained earnings balance by approximately $42 million for the
transition adjustment to recognize the net periodic benefit
income for the period between October 31, 2007 and February 2, 2008. In addition, to reflect the changes in the fair value
of plan assets and the benefit obligation that occurred during the transition period from October 31, 2007 to February
2, 2008, which included an increase in the discount rate from
6.46% to 6.54% as of February 2, 2008, the Company will
record a decrease of $343 million to the 2008 opening balance of accumulated other comprehensive income, net of
tax.
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16 (In Part): Retirement Benefit Plans

Adoption of SFAS 158

The Company provides retirement and other postretirement
benefits to substantially all employees (associates). Retirement benefits are an important part of the Company’s total
compensation and benefits program designed to attract and
retain qualified, talented associates. The Company’s retirement benefit plans consist of a non-contributory qualified
pension plan (primary pension plan), non-contributory supplemental retirement and deferred compensation plans for
certain management associates, a 1997 voluntary early retirement program, a contributory medical and dental plan and
a 401(k) and employee stock ownership plan. These plans are
discussed in more detail below. Associates hired or rehired
on or after January 1, 2002 are not eligible for retiree medical
or dental coverage. Associates hired or rehired on or after
January 1, 2007 are not eligible to participate in the primary
pension plan, as discussed below.

As discussed in Note 1, the Company adopted the recognition and disclosure provisions of SFAS 158 as of February 3,
2007. SFAS 158 required the Company to recognize the
funded status of its defined benefit pension and postretirement plans directly on the balance sheet. Funded status is
the difference between the fair value of plan assets and the
plan’s benefit obligation. Each overfunded plan is recognized
as an asset and each underfunded plan is recognized as a
liability. The initial adoption was reflected as a $234 million
decrease to the February 3, 2007 balance of accumulated
other comprehensive income/(loss), a component of stockholders’ equity, and included the elimination of the additional
minimum liability, which is no longer required. Beginning in
fiscal 2007, adjustments to other comprehensive income reflect prior service cost or credits and actuarial gain or loss
amounts arising during the period and reclassification adjustments for amounts being recognized as components of
net periodic pension/postretirement cost, net of tax, in accordance with current pension accounting rules. The following
table summarizes the effect of required changes in the additional minimum liability as of February 3, 2007 prior to the
adoption of SFAS 158 as well as the impact of the initial adoption of SFAS 158 on the Company’s Consolidated Balance
Sheet:
2007

Before Additional
Minimum Liability
and SFAS 158
Adjustments
$ 1,760
13,198
1,618
1,359
883
8,670
64
4,528

($ in millions)
Prepaid pension
Total assets
Accrued expenses and other current liabilities
Deferred income taxes
Other liabilities
Total liabilities
Accumulated other comprehensive income/(loss)
Total stockholders’ equity

As discussed in Note 1, the Company will adopt the SFAS
158 measurement date provision effective at the beginning of
2008 by changing its annual measurement date from October 31 to fiscal year end. For the fiscal year 2007, the Company’s measurement date for its plans was October 31.
Retirement Benefit Plans (Income)/Expense
Company (income)/expense for all retirement-related benefit
plans for 2007, 2006 and 2005 was as follows:
($ in millions)
Primary pension plan
Supplemental plans
Postretirement plans
Defined contribution plans
Total retirement benefit plans
(income)/expense

2007
$(97)
52
(29)
58

2006
$ 9
42
(25)
97

2005
$ 69
43
(17)
78

$(16)

$123

$173

Additional
Minimum
Liability
Adjustments
$—
—
—
(3)
9
6
(6)
(6)

SFAS 158
Adjustments
$(525)
(525)
74
(150)
(215)
(291)
(234)
(234)

After
Application of
SFAS 158
$ 1,235
12,673
1,692
1,206
677
8,385
(176)
4,288

Defined Benefit Retirement Plans
Primary Pension Plan—Funded
The Company’s primary pension plan is provided to associates who have completed at least 1,000 hours of service,
generally in a 12-consecutive-month period and have attained age 21. The plan is funded by Company contributions to a trust fund, which is held for the sole benefit of
participants and beneficiaries. Participants generally become
100% vested in the plan after five years of employment or at
age 65. Pension benefits are calculated based on an associate’s average final pay, the average social security wage
base and the associate’s credited service (up to 35 years),
as defined in the plan document. New associates hired on
or after January 1, 2007 do not participate in the Company’s
pension plan, as discussed on the previous page.
Supplemental Retirement Plans—Unfunded
The Company has unfunded supplemental retirement plans,
which provide retirement benefits to certain management
associates. The Company pays ongoing benefits from
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operating cash flow and cash investments. The primary
plans are a Supplemental Retirement Program and a Benefit Restoration Plan. Benefits for the Supplemental Retirement Program and Benefit Restoration Plan are based on
length of service and final average compensation. The Benefit Restoration Plan is intended to make up benefits that
could not be paid by the primary pension plan due to governmental limits on the amount of benefits and the level of
pay considered in the calculation of benefits. The Supplemental Retirement Program is a non-qualified plan that was
designed to allow eligible management associates to retire
at age 60 with retirement income comparable to the age 65
benefit provided under the primary pension plan and Benefit
Restoration Plan. In addition, the Supplemental Retirement
Program offers participants who leave the Company between
ages 60 and 62 benefits equal to the estimated social security benefits payable at age 62. The Supplemental Retirement
Program also continues Company-paid term life insurance at
a declining rate until it is phased out at age 70, and associatepaid term life insurance through age 65. Participation in the
Supplemental Retirement Program is limited to associates
who were annual incentive-eligible management associates
as of December 31, 1995.

under SFAS 87. The components of net periodic pension expense were as follows:
Primary Pension Plan (Income)/Expense
($ in millions)
Service costs
Interest costs
Projected return on assets
Amortization of actuarial loss
Net periodic pension plan
(income)/expense

2007
$ 93
218
(415)
7

2006
$ 94
212
(371)
74

2005
$ 96
212
(347)
108

$ (97)

$

9

$ 69

2006
$ 1
22
19
$42

2005
$ 2
24
17
$ 3

Supplemental Plans Expense
($ in millions)
Service costs
Interest costs
Amortization of actuarial loss
Net supplemental plans expense

2007
$ 4
23
25
$52

Expense for Defined Benefit Retirement Plans

Funded Status

Expense is based upon the annual service cost of benefits
(the actuarial cost of benefits attributed to a period) and the
interest cost on plan liabilities, less the expected return on
plan assets for the primary pension plan. Differences in actual experience in relation to assumptions are not recognized
immediately but are deferred and amortized over the average
remaining service period, subject to a corridor as permitted

The table below provides a reconciliation of benefit obligations, plan assets and the funded status of the defined
benefit pension and supplemental retirement plans. The projected benefit obligation (PBO) is the present value of benefits
earned to date by plan participants, including the effect of assumed future salary increases. Assets used in calculating the
funded status were measured at fair value at October 31 (the
plans’ measurement date).

Obligations and Funded Status
Pension Plan
($ in millions)
Change in PBO
Beginning balance
Service costs
Interest costs
Actuarial (gain)/loss
Benefits (paid)
Balance at measurement date
Change in fair value of plan assets
Beginning balance
Company contributions(1)
Actual return on assets(2)
Benefits (paid)
Balance at measurement date
Funded status of plan
Excess/(deficiency) of fair value over projected benefits
Fourth-quarter contributions(1)(5)
Total prepaid pension cost/(accrued liability)
(1)
(2)
(3)
(4)
(5)

Supplemental Plans
2007
2006

2007

2006

$3,846
93
218
(212)
(217)
$3,728

$3,762
94
212
(16)
(206)
$3,846

$ 436
4
23
(19)
(75)
$ 369

$ 429
1
22
52
(68)
$ 436

$4,781
300
894
(217)
$5,758

$4,280
—
707
(206)
$4,781

$ —
75
—
(75)
$ —

$ —
68
—
(68)
$ —

$2,030
—

$ 935
300

$(369)
60

$(436)
59

$2,030(3)

$1,235(3)

$(309)(4)

$(377)(4)

The $300 million pre-tax contribution was made in the fourth quarter of the Company’s fiscal 2006, but reflected in the 2007 contributions
for the pension plan in accordance with the October 31 measurement date.
Includes plan administrative expenses.
The total prepaid pension asset is presented as a separate line item under non-current assets in the Consolidated Balance Sheets.
Of the total accrued liability, $74 million and $70 million for 2007 and 2006, respectively, is included in Accrued Expenses and Other Current
Liabilities in the Consolidated Balance Sheets, and the remaining $235 million and $307 million, respectively, is included in Other Liabilities.
The fourth quarter contributions for the supplemental plans represent the five-year installment payments elected by retired associates.
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In the reconciliation of the fair value of plan assets, the actual
return on net assets of $894 million in 2007, which is net
of plan administrative expenses, was due to strong capital
market returns in 2007 following the strong market returns
in the 2003 to 2006 period. The actual one-year return on
pension plan assets at the October 31 measurement date in
2007 and 2006 was 19.1% and 17.6%, respectively.
The following pre-tax amounts were recognized in accumulated other comprehensive income/(loss) as of February
2, 2008 and February 3, 2007:
Pension Plan
($ in millions)

2007

2006

Supplemental Plans
2007
2006

Net (gain)/loss
Prior service cost

$(174)(1)
1
$(173)

$524
1
$525

$189(1)
—
$189

(1)

$233
—
$233

Approximately $-million for the pension plan and $19 million for the supplemental plans is expected to be amortized from accumulated other
comprehensive income/(loss) into net periodic benefit (income)/expense in 2008.

Accumulated Benefit Obligation (ABO)

Funded Status

The ABO is the present value of benefits earned to date,
assuming no future salary growth. The ABO for the Company’s primary pension plan was $3.4 billion and $3.5 billion
as of October 31, 2007 and 2006, respectively. At October 31,
2007, plan assets of $5.8 billion for the primary pension plan
exceeded the ABO by approximately $2.4 billion, due to the
Company’s pre-tax contributions of $300 million in 2006,
2004 and 2003, combined with strong asset returns over the
last five years. The ABO for the Company’s unfunded supplemental pension plans was $322 million and $378 million
as of October 31, 2007 and 2006, respectively.

The table below provides a reconciliation of benefit obligations, plan assets and the funded status of the defined benefit
postretirement plans. The accumulated postretirement benefit obligation (APBO) is the present value of benefits earned to
date by plan participants. The funded status was measured
at October 31 (the plans’ measurement date).

Other Postretirement Benefits
The Company provides medical and dental benefits to retirees based on age and years of service. The Company provides a defined dollar commitment toward retiree medical
premiums.
Effective June 7, 2005, the Company amended its medical
plan to reduce the Company provided subsidy to post-age
65 retirees and spouses by 45% beginning January 1, 2006,
and then fully eliminate the subsidy after December 31, 2006.
This change resulted in incremental credits to postretirement
expense, a component of Selling, General and Administrative Expenses, of approximately $8 million and $6.5 million
in 2006 and 2005, respectively.
Postretirement Plan (Income)
($ in millions)
Service costs
Interest costs
Amortization of prior service (credit)
Net periodic postretirement benefit
(income)

2007
$ 1
1
(31)

2006
$ 1
3
(29)

2005
$ 2
6
(25)

$(29)

$(25)

$(17)

Obligations and Funded Status
($ in millions)
Change in APBO
Beginning balance
Service cost
Interest cost
Participant contributions
Actuarial (gain)
Gross benefits paid
Balance at measurement date
Change in fair value of plan assets
Beginning balance
Participant contributions
Company contributions
Benefits (paid)
Balance at measurement date
Funded status of plan
(Deficiency) of fair value over projected
benefits
Fourth quarter contributions
Total (accrued liability)
(1)

2007

2006

$ 22
1
1
12
(1)
(16)
$ 19

$ 50
1
3
16
(26)
(22)
$ 22

$—
12
4
(16)
$—

$—
16
6
(22)
$—

$(19)
2
$(17)(1)

$(22)
1
$(21)(1)

Of the total accrued liability, $4 million for both 2007 and 2006 is
included in Accrued Expenses and Other Current Liabilities in the
Consolidated Balance Sheets, and the remaining $13 million and
$17 million, respectively, is included in Other Liabilities.

The discount rates used for the postretirement plan are the
same as those used for the defined benefit plans, as disclosed on page F-29, for all periods presented.
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The following pre-tax amounts were recognized in accumulated other comprehensive income/(loss) as of February 2,
2008 and February 3, 2007:

mulated post-retirement benefit obligation or the Company’s
annual expense.
Cash Contributions

($ in millions)
Net (gain)
Prior service (credit)
(1)

Postretirement Plans
2007
2006
$ (19)(1)
(150)(1)
$(169)

$ (19)
(179)
$(198)

In 2008, approximately $(1) million and $(25) million, respectively,
of the net (gain) and prior service (credit) for the postretirement
plans are expected to be amortized from accumulated other comprehensive loss into net periodic postretirement benefit (income).

As disclosed previously, the Company’s postretirement benefit plans were amended in 2001 to reduce and cap the per
capita dollar amount of the benefit costs that would be paid
by the Company. Thus, changes in the assumed or actual
health care cost trend rates do not materially affect the accu-

Based on management’s goal of maintaining a strong liquidity
position, the Company elected to forgo making a voluntary
pension plan contribution in 2007. In 2006, the Company
made a $300 million discretionary contribution to its qualified
pension plan.
Company payments to the unfunded non-qualified supplemental retirement plans are equal to the amount of benefit
payments made to retirees throughout the year and for 2008
are anticipated to be approximately $74 million. Similar to
the increases seen in 2006 and 2007, the expected contributions for 2008 have increased compared to those in recent
years due to a December 2003 amendment to these plans
that allowed participants a one-time irrevocable election to
receive remaining unpaid benefits over a five-year period in
equal annual installments.
All other postretirement benefit plans are not funded and
are not subject to any minimum regulatory funding requirements. The Company estimates the 2008 postretirement plan
payments will approximate $4 million, representing the Company’s defined dollar contributions toward medical coverage.

Estimated Future Benefit Payments

($ in millions)
2008
2009
2010
2011
2012
2013–2017
(1)
(2)

Primary Pension
Plan Benefits(1)(2)
$ 227
237
244
253
266
1,510

Supplemental
Plan Benefits(1)
$74
77
22
17
16
97

Other
Postretirement
Benefits(1)
$4
3
3
3
2
8

Total(1)
$ 305
317
269
273
284
1,615

Does not include plan administrative expenses.
Primary pension plan benefits are paid from the J C Penney Pension Plan Trust.

Stock-Based Compensation
7.30
REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM
Audit Committee of the
Board of Directors and the Stockholders of
Paychex, Inc.
We have audited the accompanying consolidated balance
sheets of Paychex, Inc. as of May 31, 2007 and 2006, and
the related consolidated statements of income, stockholders’
equity, and cash flows for each of the three years in the period
ended May 31, 2007. Our audits also included the financial
statement schedule listed in the index at Item 15(a). These
financial statements and schedule are the responsibility of
Paychex, Inc.’s management. Our responsibility is to express
an opinion on these financial statements and schedule based
on our audits.

ATT-SEC 7.30

We conducted our audits in accordance with the standards
of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used
and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our
opinion.
In our opinion, the financial statements referred to above
present fairly, in all material respects, the consolidated financial position of Paychex, Inc. at May 31, 2007 and 2006, and
the consolidated results of its operations and its cash flows
for each of the three years in the period ended May 31, 2007,
in conformity with U.S. generally accepted accounting principles. Also, in our opinion, the related financial statement
schedule, when considered in relation to the basic financial
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statements taken as a whole, presents fairly in all material
respects the information set forth therein.
As discussed in Note A to the consolidated financial statements, on June 1, 2006, the Company adopted the provisions
of SFAS No. 123(R), “Share Based Payment.”
We also have audited, in accordance with the standards
of the Public Company Accounting Oversight Board (United
States), the effectiveness of Paychex, Inc.’s internal control
over financial reporting as of May 31, 2007, based on criteria established in “Internal Control—Integrated Framework”
issued by the Committee of Sponsoring Organizations of the
Treadway Commission and our report dated July 12, 2007
expressed an unqualified opinion thereon.

used in its application, is appropriate in estimating the fair
value of stock option grants. The Company periodically reassesses its assumptions as well as its choice of valuation
model, and will reconsider use of this model if additional information becomes available in the future indicating that another model would provide a more accurate estimate of fair
value, or if characteristics of future grants would warrant such
a change.
Refer to Note B of the Notes to Consolidated Financial
Statements for further discussion of the Company’s stockbased compensation plans.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The Paychex, Inc. 2002 Stock Incentive Plan, as amended
and restated (the “2002 Plan”), became effective on October
12, 2005 upon its approval by the Company’s stockholders.
The 2002 Plan authorizes the granting of options to purchase
up to 29.1 million shares of the Company’s common stock.
As of May 31, 2007, there were 15.7 million shares available
for future grants under the 2002 Plan.
No future grants will be made pursuant to the Paychex, Inc.
1998 or 1995 Stock Incentive Plans, which expired in August
2002 and 1998, respectively. However, options to purchase
an aggregate of 3.2 million shares under these two plans
remain outstanding as of May 31, 2007.
As discussed in Note A of the Notes to Consolidated Financial Statements, effective June 1, 2006 (the “adoption
date”), the Company adopted SFAS No. 123 (R). This statement requires that all stock-based awards to employees,
including grants of stock options, be recognized as compensation costs in the Consolidated Financial Statements
based on their fair values measured as of the date of grant.
These costs are recognized as an expense in the Consolidated Statements of Income over the requisite service period
and increase additional paid-in capital.
The Company adopted this standard using the modifiedprospective transition method, and accordingly, results for
prior periods have not been restated. Under this transition
method, the Company recognized for fiscal 2007 compensation costs for: (1) stock-based awards granted after the
adoption date based on grant date fair value in accordance
with the provisions of SFAS No. 123 (R); and (2) the unvested
portion of any grants issued prior to the adoption date based
on the grant date fair value estimated in accordance with the
original provisions of SFAS No. 123.
Prior to the adoption date, the Company accounted for
stock-based compensation arrangements under the intrinsic value method described in APB 25 and related interpretations, as permitted by SFAS No. 123. Accordingly, no
compensation costs were recognized for stock option grants
because the exercise price of the stock options granted was
equal to the market price of the underlying stock on the date
of the grant.

Note A (In Part): Significant Accounting Policies
Stock-Based Compensation Costs
Effective June 1, 2006, the Company adopted SFAS
No. 123 (revised 2004) (“SFAS No. 123 (R)”), “Share-Based
Payment,” which replaces SFAS No. 123, “Accounting for
Stock-Based Compensation” and supersedes Accounting
Principles Board Opinion No. 25 (“APB 25”), “Accounting for
Stock Issued to Employees.” This statement requires that all
stock-based awards to employees, including grants of stock
options, be recognized as compensation costs in the Consolidated Financial Statements based on their fair values measured as of the date of grant. These costs are recognized as
expense in the Consolidated Statements of Income over the
requisite service period and increase additional paid-in capital. The Company adopted this standard using the modifiedprospective transition method, and accordingly, results for
the prior periods have not been restated.
The Company estimates the fair value of stock option
grants using a Black-Scholes option pricing model. This
model requires various assumptions as inputs including expected volatility of the Paychex stock price and expected
option life. Volatility is estimated based on a combination
of historical volatility using weekly stock prices and implied
market volatility, both over a period equal to the expected option life. Expected option life is estimated based on historical
exercise behavior.
Under SFAS No. 123 (R), the Company is required to estimate forfeitures and only record compensation costs for
those awards that are expected to vest. The assumptions
for forfeitures were determined based on type of award and
historical experience. Forfeiture assumptions are adjusted at
the point in time a significant change is identified with any
catch-up adjustment recorded in the period of change, with
the final adjustment at the end of the requisite service period
to equal actual forfeitures.
The assumptions of volatility, expected option life, and forfeitures all require significant judgment and are subject to
change in the future due to factors such as employee exercise behavior, stock price trends, and changes to type or
provisions of stock-based awards. Any change in one or
more of these assumptions could have a material impact on
the estimated fair value of an award and on stock-based
compensation costs recognized in the Company’s results of
operations.
The Company has determined that the Black-Scholes option pricing model, as well as the underlying assumptions

AICPA Accounting Trends & Techniques
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Prior to the adoption date, the Company presented all tax
benefits from the exercise of stock options as cash flows
from operating activities in the Consolidated Statements of
Cash Flows. SFAS No. 123 (R) requires tax benefits in excess of compensation costs recognized in the Consolidated
Financial Statements (“excess tax benefits”) to be presented
as cash flows from financing activities. In accordance with
SFAS No. 123 (R), excess tax benefits recognized in periods
after the adoption date have been properly classified as cash
flows from financing activities. Total tax benefits recognized
in periods prior to the adoption date remain classified as cash
flows from operating activities.
As a result of adopting SFAS No. 123 (R), the Company
recognized $25.7 million in stock-based compensation costs
and $7.6 million in income tax benefits in its Consolidated
Statements of Income for fiscal 2007. Capitalized stockbased compensation costs related to the development of
internal use software for fiscal 2007 were not significant.
The following table illustrates the impact of the adoption
of SFAS No. 123 (R) on the Company’s results of operations:
(In thousands, except
per share amounts)
Operating expenses
Selling, general and administrative expenses
Total expenses
Income before income taxes
Income taxes
Net income
Basic earnings per share
Diluted earnings per share
Excess tax benefit related to exercise
of stock options reflected in cash flows
from financing activities

2007
$ 8,252
17,438
25,690
(25,690)
(7,611)
$(18,079)
(0.05)
(0.05)
9,718

The following table illustrates the pro-forma effect on net income and earnings per share as if the Company had applied

Date of Broad-Based Grant
November 1996
July 1999
October 2001
April 2004
October 2006

ATT-SEC 7.30

Shares Granted
3,157,000
1,381,000
1,295,000
1,655,000
2,033,000

Exercise Price
$11.53
$21.46
$33.17
$37.72
$37.32

the fair value recognition provision of SFAS No. 123 to stockbased compensation:
(In thousands, except per share amounts)
Net income, as reported
Deduct: Total stock-based employee
compensation expense determined
under fair-value-based method for all
awards, net of related tax effects
Pro-forma net income
Earnings per share:
Basic—as reported
Basic—pro-forma
Diluted—as reported
Diluted—pro-forma

2006
$464,914

2005
$368,849

18,821
$446,093

15,525
$353,324

$

$

1.23
1.18
1.22
1.17

0.97
0.93
0.97
0.93

Stock-based compensation costs for any awards granted
subsequent to the adoption date are recognized on a
straight-line basis over the requisite service period to better
align the costs with the employee services provided. Compensation costs for stock-based awards granted prior to the
adoption date will continue to be recognized according to
an accelerated amortization schedule related to the graded
vesting terms of the grant, as they were for the pro-forma
disclosures above.
As of May 31, 2007, the total unrecognized compensation
cost related to all unvested stock-based awards was $60.7
million and is expected to be recognized over a weightedaverage period of 2.7 years.
Stock Option Grants
Stock option grants entitle the holder to purchase, at the end
of the vesting term, a specified number of shares of Paychex
common stock at an exercise price per share set equal to
the closing market price of the common stock on the date
of grant. All stock option grants have a contractual life of
ten years from the date of the grant and a vesting schedule as established by the Board of Directors (the “Board”).
The Company issues new shares of common stock to satisfy stock option exercises. Non-qualified stock option grants
since July 2005 vest 20% per annum, with previously granted
stock options vesting at 33.3% after two years of service from
the date of the grant, with annual vesting at 33.3% thereafter.
Stock option grants are normally approved in July by the
Board, with a current annual grant guideline of approximately
1% of total common stock outstanding. The grant guideline,
reviewed annually by the Board, does not include broadbased incentive stock options granted to virtually all nonmanagement employees with at least 90 days of service.
The Company has granted stock options to employees in
the following broad-based incentive stock option grants:
Shares
Outstanding as
of May 31, 2007
—
254,000
468,000
1,020,000
1,808,000

Vesting Schedule
50% on May 3, 1999, 50% on May 1, 2001
25% each July in 2000 through 2003
25% each October in 2002 through 2005
25% each April in 2005 through 2008
20% each October in 2007 through 2011
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Historically, each April and October, the Company has
granted options to newly hired employees who met certain criteria. Beginning with grants issued in July 2005, such
grants of options vest 20% per annum.
The following table summarizes stock option activity for
the three years ended May 31, 2007:

Outstanding as of May 31, 2004
Granted
Exercised
Forfeited and expired
Outstanding as of May 31, 2005
Granted
Exercised
Forfeited and expired
Outstanding as of May 31, 2006
Granted
Exercised
Forfeited
Expired
Outstanding as of May 31, 2007

Shares Subject to
Options
(Thousands)
10,606
2,729
(661)
(745)
11,929
3,860
(1,674)
(605)
13,510
5,710
(1,848)
(976)
(128)
16,268

Weighted-Average
Exercise Price
$27.93
$31.54
$13.65
$34.19
$29.15
$34.32
$19.19
$34.72
$31.61
$37.03
$23.37
$36.26
$37.45
$34.12

15,154
6,056

$33.85
$32.33

(2)

Vested or expected to vest as of May 31, 2007
Exercisable as of May 31, 2007
(1)
(2)

Weighted-Average
Remaining
Contractual Term
(Years)

Aggregate Intrinsic
Value(1)
(Thousands)

7.1

$104,498

7.0
4.9

$101,627
$ 51,152

Market price of the underlying stock as of May 31, 2007 less the exercise price.
The number of options expected to vest takes into account an estimate of expected forfeitures.

Stock options granted during fiscal 2005 include a grant of
650,000 options, at an exercise price of $30.68 per share, to
the Company’s President and Chief Executive Officer on October 1, 2004. Of those stock options, 100,000 were granted
under the 2002 Plan and the remaining 550,000 were granted
under a non-qualified stock option agreement. Other information pertaining to stock option grants is as follows:
(In thousands, except per share
amounts)
Weighted-average grant-date fair
value of stock options granted
(per share)
Total intrinsic value of stock options
exercised
Total fair value of stock options
vested

2007

2006

2005

$ 11.65

$ 11.10

$ 9.02

$29,508

$32,212

$12,599

$24,614

$16,554

$15,579

The fair value of stock option grants was estimated at the
date of grant using a Black-Scholes option pricing model for
grants prior to and subsequent to the adoption date. The
weighted-average assumptions used for valuation under the
Black-Scholes model for fiscal 2007 (under SFAS No. 123 (R))

AICPA Accounting Trends & Techniques

and for fiscal 2006 and fiscal 2005 (pro-forma impact under
SFAS No. 123) are as follows:

Risk-free interest rate
Dividend yield
Volatility factor
Expected option term life in years

2007
4.8%
1.9%
.30
6.1

2006
4.0%
1.6%
.31
6.4

2005
3.6%
1.6%
.31
5.0

Risk-free interest rates are yields for zero coupon U.S. Treasury notes maturing approximately at the end of the expected
option life. The estimated volatility factor is based on a combination of historical volatility using weekly stock prices and
implied market volatility, both over a period equal to the
expected option life. Prior to the adoption date, the Company had used historical volatility based on monthly stock
prices. The expected option life is based on historical exercise behavior.
The Company has determined that the Black-Scholes option pricing model, as well as the underlying assumptions
used in its application, is appropriate in estimating the fair
value of its stock option grants. The Company periodically
assesses its assumptions as well as its choice of valuation
model, and will reconsider use of this model if additional information becomes available in the future indicating that another model would provide a more accurate estimate of fair
value, or if characteristics of future grants would warrant such
a change.
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Restricted Stock Awards
In July 2006, the Board approved a grant of restricted stock
awards to the Company’s officers and outside directors in accordance with the 2002 Plan. All shares underlying awards
of restricted stock are restricted in that they are not transferable until they vest. The recipients of the restricted stock
have voting rights and earn dividends, which are paid to the
recipient at the time of vesting of the awards. If the recipient leaves Paychex prior to the vesting date for any reason,
the shares of restricted stock and the dividends accrued on
those shares will be forfeited and returned to Paychex.
For restricted stock awards granted to officers, the shares
vest upon the fifth anniversary of the grant date provided the
recipient is still an employee of the Company on that date.
These awards have a provision for the acceleration of vesting
based on achievement of performance targets established by
the Board. If the established targets are met for a fiscal year,
one-third of the award will vest. For outside directors, the
shares vest on the third anniversary of the grant date. The
fair value of restricted stock awards is equal to the closing
market price of the underlying common stock as of the date
of grant and is expensed over the requisite service period on
a straight-line basis.
The following table summarizes the Company’s restricted
stock activity for fiscal 2007:
(In thousands, except per share
amounts)
Nonvested as of May 31, 2006
Granted
Vested
Forfeited
Nonvested as of May 31, 2007

Restricted
Shares
—
106
—
(1)
105

Weighted-Average
Grant-Date Fair Value
$ —
$36.87
$ —
$36.87
$36.87

Employee Stock Purchase Plan
The Company offers an Employee Stock Purchase Plan to all
employees under which the Company’s common stock can
be purchased through a payroll deduction with no discount
to the market price and no look-back provision. The plan has
been deemed non-compensatory subject to the provisions
of SFAS No. 123 (R) and, therefore, no stock-based compensation costs have been recognized for fiscal 2007.

Income Tax Uncertainties
7.31
REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM
The Board of Directors and Shareholders
CVS Caremark Corporation
We have audited the accompanying consolidated balance
sheet of CVS Caremark Corporation as of December 29,
2007, and the related consolidated statements of operations,
shareholders’ equity and cash flows for the fifty-two week period ended December 29, 2007. These consolidated financial
statements are the responsibility of the Company’s manage-
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ment. Our responsibility is to express an opinion on these
consolidated financial statements based on our audit.
We conducted our audit in accordance with the standards
of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used
and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We
believe that our audit provides a reasonable basis for our
opinion.
In our opinion, the 2007 consolidated financial statements
referred to above present fairly, in all material respects, the
consolidated financial position of CVS Caremark Corporation
at December 29, 2007, and the consolidated results of its
operations and its cash flows for the fifty-two week period
ended December 29, 2007, in conformity with U.S. generally
accepted accounting principles.
As discussed in Note 1 to the consolidated financial statements, effective December 31, 2006, CVS Caremark Corporation adopted Financial Accounting Standards Board (FASB)
Interpretation No. 48, Accounting for Uncertainty in Income
Taxes- an interpretation of FASB Statement No. 109.
We also have audited, in accordance with the standards
of the Public Company Accounting Oversight Board (United
States),CVS Caremark Corporation’s internal control over financial reporting as of December 29, 2007, based on criteria
established in Internal Control-Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated February 25, 2008
expressed an unqualified opinion thereon.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 (In Part): Significant Accounting Policies
Income Taxes
The Company provides for federal and state income taxes
currently payable, as well as for those deferred because of
timing differences between reported income and expenses
for financial statement purposes versus tax purposes. Federal and state tax credits are recorded as a reduction of income taxes. Deferred tax assets and liabilities are recognized
for the future tax consequences attributable to differences
between the carrying amount of assets and liabilities for financial reporting purposes and the amounts used for income
tax purposes. Deferred tax assets and liabilities are measured
using the enacted tax rates expected to apply to taxable income in the years in which those temporary differences are
expected to be recoverable or settled. The effect of a change
in tax rates is recognized as income or expense in the period
of the change. See Note 12 for further information on income
taxes.
New Accounting Pronouncements (In Part)
The Company adopted Financial Accounting Standards
Board Interpretation No. 48, “Accounting for Uncertainty in
income Taxes-an interpretation of FASB Statement No. 109”
(“FIN 48”) effective December 31, 2006. FIN 48 addresses
the uncertainty about how certain income tax positions taken
or expected to be taken on an income tax return should be
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reflected in the financial statements before they are finally resolved. As a result of the implementation, the Company recognized a decrease to reserves for uncertain income tax positions of approximately $4.0 million, which was accounted
for as an increase to the December 31, 2006 balance of retained earnings.
12. Income Taxes
The income tax provision consisted of the following for the
respective years:
(In millions)
Current:
Federal
State
Deferred:
Federal
State
Total

2007

2006

2005

$1,250.8
241.3
1,492.1

$676.6
127.3
803.9

$632.8
31.7
664.5

206.0
23.6
229.6
$1,721.7

47.6
5.4
53.0
$856.9

17.9
1.9
19.8
$684.3

Following is a reconciliation of the statutory income tax rate
to the Company’s effective tax rate for the respective years:

Statutory income tax rate
State income taxes, net of federal tax
benefit
Other
Federal and net State reserve release
Effective tax rate

2007
35.0%

2006
35.0%

2005
35.0%

4.2
0.3
—
39.5%

3.9
0.1
(0.5)
38.5%

3.9
(0.3)
(2.8)
35.8%

Following is a summary of the significant components of the
Company’s deferred tax assets and liabilities as of the respective balance sheet dates:
(In millions)
Deferred tax assets:
Lease and rents
Inventory
Employee benefits
Accumulated other comprehensive items
Allowance for bad debt
Retirement benefits
Other
NOL
Total deferred tax assets
Deferred tax liabilities:
Depreciation and amortization
Total deferred tax liabilities
Net deferred tax (liability)/assets

2007

2006

$ 276.2
56.7
186.0
34.7
74.6
6.2
170.9
26.9
832.2

$ 265.8
74.3
82.4
41.8
36.6
4.0
68.5
26.3
599.7

(3,928.9)
(3,928.9)
$(3,096.7)

(234.6)
(234.6)
$ 365.1

The Company believes it is more likely than not the deferred
tax assets included in the above table will be realized during
future periods.
During the fourth quarters of 2006 and 2005 an assessment
of tax reserves resulted in the Company recording reductions
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of previously recorded tax reserves through the income tax
provision of $11.0 million and $52.6 million, respectively.
The Company adopted FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes-an interpretation
of FASB Statement No. 109” (“FIN 48”), at the beginning of
fiscal year 2007. As a result of the implementation, the Company reduced its reserves for uncertain income tax positions
by approximately $4.0 million, which was accounted for as an
increase to the December 31, 2006 balance of retained earnings. The income tax reserve increased during 2007 primarily
due to the Caremark Merger.
The following is a summary of our income tax reserve:
(In millions)
Beginning balance
Additions based on tax positions related to the
current year
Additions based on tax positions of prior years
Reductions for tax positions of prior years
Expiration of statute of limitations
Settlements
Ending balance

2007
$ 43.2
207.5
4.5
(6.7)
(2.0)
(13.1)
$233.4

The Company and its subsidiaries are subject to U.S. federal income tax as well as income tax of multiple state and
local jurisdictions. Substantially all material income tax matters have been concluded for fiscal years through 1992.
On March 30, 2007, the Internal Revenue Service (the
“IRS”) completed an examination of the consolidated U.S.
income tax returns for AdvancePCS and its subsidiaries for
the tax years ended March 31, 2002, March 31, 2003 and
March 24, 2004, the date on which Caremark acquired AdvancePCS. In July 2007, the IRS completed an examination
of the Company’s consolidated U.S. income tax returns for
fiscal years 2004 and 2005.
During 2007, the IRS commenced an examination of the
consolidated U.S. income tax return of the Company for fiscal
year 2007 pursuant to the Compliance Assurance Process
(“CAP”) program. The CAP program is a voluntary program
under which taxpayers seek to resolve all or most issues with
the IRS prior to the filing of their U.S. income tax returns in
lieu of being audited in the traditional manner.
In addition to the CAP examination, the IRS is examining
the Company’s consolidated U.S. income tax return for fiscal year 2006 and the consolidated U.S. income tax returns
of Caremark for fiscal years 2004 and 2005, which benefit
from net operating loss carry-forwards going back to 1993.
The Company and its subsidiaries are also currently under
examination by various state and local jurisdictions. As of
December 29, 2007, no examination has resulted in any proposed adjustments that would result in a material change to
the Company’s results of operations, financial condition, or
liquidity.
The Company recognizes interest accrued related to unrecognized tax benefits and penalties in income tax expense.
During the fiscal year ended December 29, 2007, the Company recognized interest of approximately $17.8 million. The
Company had approximately $44.3 million accrued for interest and penalties as of December 29, 2007.
There are no material reserves established at December
29, 2007 for income tax positions for which the ultimate deductibility is highly certain but for which there is uncertainty
about the timing of such deductibility. If present, such items
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would impact deferred tax accounting, not the annual effective income tax rate, and would accelerate the payment of
cash to the taxing authority to an earlier period.
The total amount of unrecognized tax benefits that, if recognized, would affect the effective income tax rate is approximately $26.9 million, after considering the federal benefit of
state income taxes.
We are currently unable to estimate if there will be any
significant changes in the amount of unrecognized tax benefits over the next twelve months. Pursuant to SFAS No. 141,
“Business Combinations,” and EITF No. 93-7, “Uncertainties Related to Income Taxes in a Purchase Business Combination” (“EITF 93-7”), any income tax adjustments made
in the Company’s 2008 financial statements that are related
to pre-acquisition tax periods will result in modifications to
the assets acquired and liabilities assumed in the applicable
business combination.

7.32
REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM
To the Stockholders and Board of Directors
Nucor Corporation
In our opinion, the accompanying consolidated balance
sheets and the related consolidated statements of earnings,
stockholders’ equity and cash flows present fairly, in all material respects, the financial position of Nucor Corporation
and its subsidiaries at December 31, 2007 and 2006, and the
results of their operations and their cash flows for each of the
three years in the period ended December 31, 2007 in conformity with accounting principles generally accepted in the
United States of America. Also in our opinion, the Company
maintained, in all material respects, effective internal control over financial reporting as of December 31, 2007, based
on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission (COSO). The Company’s management is responsible for these financial statements, for
maintaining effective internal control over financial reporting
and for its assessment of the effectiveness of internal control
over financial reporting, included in Management’s Report
on Internal Control Over Financial Reporting. Our responsibility is to express opinions on these financial statements
and on the Company’s internal control over financial reporting based on our integrated audits. We conducted our audits
in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements
are free of material misstatement and whether effective internal control over financial reporting was maintained in all
material respects. Our audits of the financial statements included examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial
statement presentation. Our audit of internal control over financial reporting included obtaining an understanding of in-
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ternal control over financial reporting, assessing the risk that
a material weakness exists, and testing and evaluating the
design and operating effectiveness of internal control based
on the assessed risk. Our audits also included performing
such other procedures as we considered necessary in the
circumstances. We believe that our audits provide a reasonable basis for our opinions.
As discussed in Notes 2 and 19 to the consolidated financial statements, Nucor Corporation changed the manner in
which it accounts for uncertain tax positions in fiscal 2007.
A company’s internal control over financial reporting is a
process designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation
of financial statements for external purposes in accordance
with generally accepted accounting principles. A company’s
internal control over financial reporting includes those policies and procedures that (i) pertain to the maintenance of
records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (ii) provide reasonable assurance that transactions
are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the
financial statements.
Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may
deteriorate.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
2 (In Part): Summary of Significant Accounting Policies
Income Taxes
Nucor utilizes the liability method of accounting for income
taxes as set forth in Statement of Financial Accounting Standards (“SFAS”) No. 109, “Accounting for Income Taxes,”
(“SFAS 109”). Under the liability method, deferred taxes are
determined based on the temporary differences between the
financial statement and tax basis of assets and liabilities using tax rates expected to be in effect during the years in
which the basis differences reverse. A valuation allowance
is recorded when it is more likely than not that some of the
deferred tax assets will not be realized.
Nucor’s intention is to permanently reinvest the earnings of
certain foreign investments. Accordingly, no provisions have
been made for taxes that may be payable upon remittance
of such earnings.
In June 2006, the Financial Accounting Standards Board
(“FASB”) issued FASB Interpretation No. 48 (“FIN 48”), “Accounting for Uncertainty in Income Taxes—An Interpretation
of FASB Statement No. 109.” FIN 48 provides detailed guidance for the financial statement recognition, measurement
and disclosure of uncertain tax positions recognized in an
enterprise’s financial statements in accordance with SFAS
109. Income tax positions must meet a more-likely-than-not
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recognition threshold at the effective date to be recognized
upon the adoption of FIN 48 and in subsequent periods. We
adopted FIN 48 effective January 1, 2007, and the provisions of FIN 48 have been applied to all income tax positions
commencing from that date. We recognize potential accrued
interest and penalties related to unrecognized tax benefits
within operations as a component of income before taxes,
which is consistent with the recognition of these items in
prior reporting periods. The cumulative effect of applying the
provisions of FIN 48 has been reported as an adjustment to
retained earnings as of January 1, 2007.
Prior to 2007, we determined our tax contingencies in accordance with SFAS No. 5, “Accounting for Contingencies.”
We recorded estimated tax liabilities to the extent the contingencies were probable and could be reasonably estimated.
19. Income Taxes
The provision for income taxes consists of the following:
(In thousands)
Current:
Federal
State
Foreign
Total current
Deferred:
Federal
State
Foreign
Total deferred
Total provision for income taxes

2007

2006

2005

$762,045
73,435
27,094
862,574

$902,110
72,937
—
975,047

$685,479
49,984
—
735,463

(57,845)
(4,500)
(18,861)
(81,206)
$781,368

(39,394)
—
—
(39,394)
$935,653

(24,429)
(1,200)
—
(25,629)
$709,834

A reconciliation of the federal statutory tax rate (35%) to the
total provision is as follows.

Taxes computed at statutory rate
State income taxes, net of federal
income tax benefit
Resolution of prior year contingencies
Federal research credit
Domestic manufacturing deduction
Other, net
Provision for income taxes

2007
35.00%

2006
35.00%

2005
35.00%

1.99
—
(0.06)
(2.02)
(0.23)
34.68%

1.76
(0.26)
(0.05)
(1.03)
(0.67)
34.75%

1.57
—
(0.07)
(1.04)
(0.44)
35.02%

Deferred tax assets and liabilities resulted from the following:
(In thousands)
Deferred tax assets:
Accrued liabilities and reserves
Allowance for doubtful accounts
Inventory
Post-retirement benefits
Natural gas hedges
Net operating loss carryforward
Tax credit carryforwards
Total deferred tax assets
Deferred tax liabilities:
Cumulative translation adjustment
Natural gas hedges
Holdbacks and amounts not due under
contracts
Intangibles
Property, plant and equipment
Total deferred tax liabilities
Total net deferred tax liabilities

2007

2006

$ 93,266
15,511
124,487
16,427
—
13,887
24,000
287,578

$ 76,655
11,617
138,642
19,855
4,495
—
—
251,264

(8,000)
(1,597)

(6,345)
—

(28,512)
(153,087)
(275,680)
(466,876)
$(179,298)

—
—
(323,106)
(329,451)
$ (78,187)

Current deferred tax assets were $161.0 million at December 31, 2007 ($170.8 million at December 31, 2006). Noncurrent deferred tax liabilities were $340.3 million at December 31, 2007 ($249.0 million at December 31, 2006). Nucor
paid $875.6 million in net federal, state and foreign income
taxes in 2007 ($971.0 million in 2006 and $806.7 million in
2005).
As a result of the implementation of FIN 48, Nucor recognized a net $31.1 million decrease to reserves for uncertain tax positions and accrued interest and penalties, which
was accounted for as an increase in the January 1, 2007
retained earnings. At the adoption date, Nucor had approximately $92.4 million of unrecognized tax benefits, of which
$90.2 million would affect Nucor’s effective tax rate, if recognized. At December 31, 2007, Nucor had approximately
$102.2 million of unrecognized tax benefits, of which $99.5
million would affect Nucor’s effective tax rate, if recognized.
A reconciliation of the beginning and ending amounts of
unrecognized tax benefits is as follows:
(In thousands)
Balance at January 1, 2007
Additions based on tax positions related
to current year
Reductions based on tax positions related
to current year
Additions for tax positions of prior years
Reductions for tax positions of prior years
Reductions due to settlements with taxing
authorities
Reductions due to statute of limitations lapse
Additions from current year acquisitions
Balance at December 31, 2007

$ 92,394
21,082
—
7,504
(1,173)
(17,567)
(5,686)
5,620
$102,174

It is expected that the amount of unrecognized tax benefits
will change in the next twelve months. However, we do not
expect the change to have a significant impact on our results
of operations or financial position.
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During 2007, Nucor recognized $1.8 million in interest and
penalties. As of December 31, 2007, Nucor had approximately $30.0 million of accrued interest and penalties related
to uncertain tax positions.
The Internal Revenue Service (“IRS”) is currently examining Nucor’s 2005 federal income tax returns. Management
believes that the Company has adequately provided for any
adjustments that may arise from this audit. Nucor has substantially concluded U.S. federal income tax matters for years
through 2004. The 2006 and 2007 tax years are open to examination by the IRS. The tax years 2003 through 2007 remain open to examination by other major taxing jurisdictions
to which Nucor is subject.

Financial Statement Misstatements
7.33
REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM
Board of Directors and Shareholders
American Greetings Corporation
We have audited the accompanying consolidated statement
of financial position of American Greetings Corporation as of
February 28, 2007 and 2006, and the related consolidated
statements of income, shareholders’ equity, and cash flows
for each of the three years in the period ended February 28,
2007. Our audits also included the financial statement schedule listed in the Index at Item 15(a). These financial statements
and schedule are the responsibility of the Corporation’s management. Our responsibility is to express an opinion on these
financial statements and schedule based on our audits.
We conducted our audits in accordance with the standards
of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used
and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our
opinion.
In our opinion, the financial statements referred to above
present fairly, in all material respects, the consolidated financial position of American Greetings Corporation at February
28, 2007 and 2006, and the consolidated results of their operations and their cash flows for each of the three years in
the period ended February 28, 2007, in conformity with U.S.
generally accepted accounting principles. Also, in our opinion, the related financial statement schedule, when considered in relation to the basic financial statements taken as a
whole, presents fairly in all material respects the information
set forth therein.
As discussed in Note 1 to the consolidated financial statements, the Corporation adopted the provisions of SFAS
No. 123(R), Share Based Payment, effective March 1, 2006;
the provisions of SFAS No. 158, Employers’ Accounting for
Defined Benefit Pension and Other Postretirement Plans, an

ATT-SEC 7.33

amendment of FASB Statements No. 87, 88, 106 and 132(R),
effective February 28, 2007; and the provisions of SAB
No. 108, Considering the Effects of Prior Year Misstatements
when Quantifying Misstatements in Current Year Financial
Statements, applying the one-time special transition provisions, in fiscal 2007.
We also have audited, in accordance with the standards
of the Public Company Accounting Oversight Board (United
States), the effectiveness of American Greetings Corporation’s internal control over financial reporting as of February
28, 2007, based on criteria established in Internal Control—
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated April 25, 2007 expressed an unqualified opinion
thereon.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 (In Part): Significant Accounting Policies
Staff Accounting Bulletin No. 108
In 2007, the Corporation determined that the reported February 28, 2006 “Trade accounts receivable, net” was understated by $5,156 ($3,348 after-tax) as a result of an accounting error in which the allowance for rebates was overstated.
The Corporation assessed the error amounts considering Securities and Exchange Commission (“SEC”) Staff Accounting
Bulletin (“SAB”) No. 99, “Materiality,” as well as SEC SAB
No. 108, “Considering the Effects of Prior Year Misstatements
When Quantifying Misstatements in Current Year Financial
Statements.” The multi-year error dating back to fiscal 2001
was not considered to be material to any prior period reported
consolidated financial statements, but was deemed material
in the current year. Accordingly, the Corporation recorded the
correction of the overstatement of the allowance for rebates
(correspondingly, an understatement of net income of prior
periods) as an adjustment to beginning retained earnings
pursuant to the special transition provision detailed in SAB
No. 108.

Inventories
7.34
REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM
To the Board of Directors and Shareholders of
Crown Holdings, Inc.
In our opinion, the accompanying consolidated financial
statements listed in the index appearing under Item 15(a)(1)
present fairly, in all material respects, the financial position of Crown Holdings, Inc. and its subsidiaries at December 31, 2007 and December 31, 2006, and the results of
their operations and their cash flows for each of the three
years in the period ended December 31, 2007 in conformity
with accounting principles generally accepted in the United
States of America. In addition, in our opinion, the financial
statement schedule listed in the index appearing under Item
15(a)(2) presents fairly, in all material respects, the information
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set forth therein when read in conjunction with the related
consolidated financial statements. Also in our opinion, the
Company maintained, in all material respects, effective internal control over financial reporting as of December 31,
2007, based on criteria established in Internal Control—
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The
Company’s management is responsible for these financial
statements, for maintaining effective internal control over financial reporting and for its assessment of the effectiveness
of internal control over financial reporting, included in the accompanying Management’s Report on Internal Control Over
Financial Reporting. Our responsibility is to express opinions on these financial statements and on the Company’s
internal control over financial reporting based on our integrated audits. We conducted our audits in accordance with
the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan
and perform the audits to obtain reasonable assurance about
whether the financial statements are free of material misstatement and whether effective internal control over financial reporting was maintained in all material respects. Our
audits of the financial statements included examining, on a
test basis, evidence supporting the amounts and disclosures
in the financial statements, assessing the accounting principles used and significant estimates made by management,
and evaluating the overall financial statement presentation.
Our audit of internal control over financial reporting included
obtaining an understanding of internal control over financial
reporting, assessing the risk that a material weakness exists,
and testing and evaluating the design and operating effectiveness of internal control based on the assessed risk. Our
audits also included performing such other procedures as we
considered necessary in the circumstances. We believe that
our audits provide a reasonable basis for our opinions. In our
opinion, the accompanying consolidated balance sheets and
the related consolidated statements of earnings, of shareowners’ equity and of cash flows present fairly, in all material
respects, the financial position of Crown Holdings, Inc. and
its subsidiaries at December 31, 2007 and December 31,
2006, and the results of their operations and their cash flows
for each of the three years in the period ended December 31, 2007 in conformity with accounting principles generally accepted in the United States of America. Also in
our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of
December 31, 2007, based on criteria established in Internal
Control—Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission
(COSO). The Company’s management is responsible for
these financial statements, for maintaining effective internal control over financial reporting and for its assessment
of the effectiveness of internal control over financial reporting, included in the accompanying Management’s Report on
Internal Control Over Financial Reporting. Our responsibility is to express opinions on these financial statements and
on the Company’s internal control over financial reporting
based on our integrated audits. We conducted our audits in
accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements
are free of material misstatement and whether effective internal control over financial reporting was maintained in all
material respects. Our audits of the financial statements in-
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cluded examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial
statement presentation. Our audit of internal control over financial reporting included obtaining an understanding of internal control over financial reporting, assessing the risk that
a material weakness exists, and testing and evaluating the
design and operating effectiveness of internal control based
on the assessed risk. Our audits also included performing
such other procedures as we considered necessary in the
circumstances. We believe that our audits provide a reasonable basis for our opinions.
As discussed in Note A to the consolidated financial statements, the Company changed the manner in which it accounts for share-based compensation as of January 1, 2006,
the manner in which it accounts for defined benefit pension
and other postretirement plans as of December 31, 2006, the
manner in which it accounts for uncertain tax positions as of
January 1, 2007, and its method of accounting for inventory
in the fourth quarter of 2007.
A company’s internal control over financial reporting is a
process designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation
of financial statements for external purposes in accordance
with generally accepted accounting principles. A company’s
internal control over financial reporting includes those policies and procedures that (i) pertain to the maintenance of
records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (ii) provide reasonable assurance that transactions
are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the
financial statements.
Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may
deteriorate.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In millions)
A (In Part): Summary of Significant Accounting Policies
Inventory Valuation
Inventories are stated at the lower of cost or market, with
cost for U.S. inventories principally determined under the
first-in, first-out (“FIFO”) method. Non-U.S. inventories are
principally determined under the average cost method. As
discussed in Note G, during the fourth quarter of 2007 the
Company changed the method of accounting for its U.S. inventories from the last-in, first-out (“LIFO”) method to the
FIFO method.
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G. Inventories

Finished goods
Work in process
Raw materials and supplies

2007
$ 380
125
525
$1,030

2006
$338
126
493
$957

During the fourth quarter of 2007, the Company changed
the method of accounting for its U.S. inventories from the
LIFO method to the FIFO method. The Company believes
the FIFO method better matches revenues and expenses,
yields an inventory balance that more closely approximates
current costs, and improves the comparability of its financial
statements with peer companies. Prior periods presented in
this report have been recast to report as if the FIFO method
of accounting had been used for all periods presented and
the effect of those changes are presented below.
2007
As Adjusted for
As Originally
Accounting
Reported
Change
Consolidated statements of operations
Cost of products sold
Gross profit
Income/(loss) from continuing operations before income
taxes, minority interests and equity earnings
Income/(loss) from continuing operations
Net income/(loss)
Basic earnings/(loss) per share—continuing operations
Diluted earnings/(loss) per share—continuing operations
Basic earnings/(loss) per share
Diluted earnings/(loss) per share
Consolidated balance sheets
Inventories
Accumulated deficit at December 31
Accumulated deficit at January 1
Consolidated statements of cash flows
Inventory working capital change
If the Company had not changed its method of accounting for
inventory from LIFO to FIFO, cost of products sold, excluding depreciation and amortization for the year ended December 31, 2007 would have been $6 higher than reported in the
consolidated statement of earnings, and net income would
have been $4 lower. On a per share basis, basic and diluted
earnings per share would have been lower by $0.02. The
change had no effect on net income for the year ended December 31, 2006.

EMPHASIS OF A MATTER
7.35 Paragraph 19 of SAS No. 58, as amended by SAS No.
79, states:
19. In any report on financial statements, the auditor
may emphasize a matter regarding the financial state-
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2006
As Adjusted for
As Originally
Accounting
Reported
Change

$ 5,863
892

$ 5,863
892

$ 5,535
903

$ 5,527
911

335
342
309
2.07
2.01
1.87
1.82

335
342
309
2.07
2.01
1.87
1.82

(270)
(320)
(362)
(1.93)
(1.93)
(2.18)
(2.18)

(262)
(312)
(354)
(1.88)
(1.88)
(2.13)
(2.13)

906
(1,217)
(1,526)

957
(1,166)
(1,475)

810
(1,526)
(1,164)

861
(1,475)
(1,121)

(66)

(66)

(28)

(36)

ments. Such explanatory information should be presented in a separate paragraph of the auditors’ report.
Phrases such as “with the foregoing (following) explanation” should not be used in the opinion paragraph
if an emphasis paragraph is included in the auditors’
report. Emphasis paragraphs are never required; they
may be added solely at the auditors’ discretion.
Examples of matters the auditor may wish to emphasize are—
• That the entity is a component of a larger business enterprise.
• That the entity has had significant transactions
with related parties.
• Unusually important subsequent events.
• Accounting matters, other than those involving
a change or changes in accounting principles,
affecting the comparability of the financial statements with those of the preceding period.
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7.36 The auditors’ reports for 15 survey companies included explanatory information emphasizing a matter regarding the financial statements. Examples of such explanatory
information follow.

7.37
REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM
To the Board of Directors and Stockholders of
Bristol-Myers Squibb Company
We have audited the accompanying consolidated balance
sheets of Bristol-Myers Squibb Company and subsidiaries
(the “Company”) as of December 31, 2007 and 2006, and the
related consolidated statements of earnings, comprehensive
income and retained earnings, and cash flows for the years
then ended. Our audits also included the financial statement
schedule for the years ended December 31, 2007 and 2006
listed in the Index at Item 15. These financial statements
and financial statement schedule are the responsibility of the
Company’s management. Our responsibility is to express an
opinion on the financial statements and financial statement
schedule based on our audits. The consolidated financial
statements of the Company for the year ended December 31,
2005, before the effects of the retrospective adjustments
for the discontinued operations of the Bristol-Myers Squibb
Medical Imaging (“MI”) business discussed in Note 5 to the
consolidated financial statements, were audited by other auditors whose report, dated March 13, 2006, expressed an
unqualified opinion on those statements.
We conducted our audits in accordance with the standards
of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used
and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our
opinion.
In our opinion, such consolidated financial statements
present fairly, in all material respects, the financial position
of the Company as of December 31, 2007 and 2006, and
the results of their operations and their cash flows for the
years then ended, in conformity with accounting principles
generally accepted in the United States of America. Also, in
our opinion, such financial statement schedule for the years
ended December 31, 2007 and 2006, when considered in
relation to the basic consolidated financial statements taken
as a whole, presents fairly, in all material respects, the information set forth therein.
We have also audited the retrospective adjustments to the
2005 consolidated financial statements for the operations of
MI which were discontinued in 2007, as discussed in Note
5 to the consolidated financial statements. Our procedures
included (1) obtaining the Company’s underlying accounting
analysis prepared by management of the retrospective ad-
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justments for discontinued operations and comparing the retrospectively adjusted amounts per the 2005 consolidated financial statements to such analysis, (2) comparing previously
reported amounts to the previously issued consolidated financial statements for such year, (3) testing the mathematical accuracy of the accounting analysis, and (4) comparing
the adjustments to retrospectively adjust the consolidated
financial statements for discontinued operations to the Company’s supporting documentation. In our opinion, such retrospective adjustments are appropriate and have been properly applied. However, we were not engaged to audit, review
or apply any procedures to the 2005 consolidated financial
statements of the Company other than with respect to the
retrospective adjustments and, accordingly, we do not express an opinion or any other form of assurance on the 2005
consolidated financial statements taken as a whole.
As discussed in Notes 1, 8, 17 and 21 to the consolidated
financial statements, the Company adopted Financial Accounting Standards Board Interpretation (“FIN”) No. 48, Accounting for Uncertainty in Income Taxes—an interpretation
of FASB Statement No. 109, effective January 1, 2007, Statement of Financial Accounting Standards (“SFAS”) No. 123(R),
Share-Based Payment, effective January 1, 2006, and SFAS
No. 158, Employers’ Accounting for Defined Benefit Pension
and Other Postretirement Plans—an Amendment of FASB
Statements No. 87, 88, 106, and 132(R), effective December 31, 2006.
We have also audited, in accordance with the standards
of the Public Company Accounting Oversight Board (United
States), the Company’s internal control over financial reporting as of December 31, 2007, based on the criteria established in Internal Control—Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission and our report dated February 21, 2008
expressed an unqualified opinion on the Company’s internal
control over financial reporting.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 5. Discontinued Operations and Assets Held for Sale
In December 2007, the Company entered into a definitive
agreement with Avista Capital Partners L.P. (Avista) for the
sale of its Medical Imaging business, for a purchase price
of approximately $525 million in cash, subject to customary post-closing adjustments. The closing of the transaction
was completed on January 7, 2008. The Company expects
to recognize a pre-tax gain of approximately $20 million to
$40 million ($30 million to $50 million loss net of tax) in the
first quarter of 2008, subject to the post-closing adjustments.
The results of the Medical Imaging business, which previously were included in the former Other Health Care operating segment, are included in income/(loss) from discontinued
operations, net of tax, for all periods presented. The net assets associated with the Medical Imaging business, totaling
approximately $483 million, as well as other assets totaling
$42 million, have been reclassified to assets held for sale as
of December 31, 2007.
For a period of time, the Company will continue to generate cash flows and to report income statement activity in
income/(loss) from discontinued operations, net of tax, associated with the Medical Imaging business. The activities that
give rise to these cash flows and income statement activities
are transitional in nature and generally result from agreements
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that ensure and facilitate the orderly transfer of business operations. The agreements include services for accounting,
customer service, distribution and manufacturing. These activities are not expected to be material to the Company’s results of operations or cash flows. These agreements extend
for periods generally less than 24 months, with the majority
ranging between 3 to 6 months.
The following assets and liabilities have been segregated
and classified as assets held for sale and liabilities related
to assets held for sale, as appropriate, in the consolidated
balance sheet as of December 31, 2007. These assets
and liabilities relate to the Medical Imaging business described above, totaling $483 million, as well as other assets
totaling $42 million. The balances as of December 31, 2006
were not reclassified. The amounts presented below were
adjusted to exclude cash and intercompany receivables and
payables between the business held for sale and the Company, which were excluded from the divestiture. In addition,
goodwill at December 31, 2007 of $2 million has been excluded from the following summary of net assets held for
sale, which will be considered in determining the gain on
sale in 2008.
(Dollars in millions)
Assets
Receivables, net of allowances of $2
Inventories, net
Other assets
Property, plant and equipment, net
Other intangible assets, net
Total assets held for sale
Liabilities
Accounts payable
Accrued liabilities
Total liabilities related to assets held for sale
Net assets held for sale

2007
$ 62
20
31
174
273
560
12
23
35
$525

In May 2005, the Company completed the sale of Oncology
Therapeutics Network (OTN) to One Equity Partners LLC for
cash proceeds of $197 million, including the impact of a preliminary working capital adjustment. The Company recorded
a pre-tax gain of $63 million ($13 million net of tax), that was
presented as a gain on sale of discontinued operations in
the consolidated statement of earnings. OTN was previously
presented as a separate segment.
The following summarized financial information related to
the Medical Imaging and OTN businesses have been segregated from continuing operations and reported as discontinued operations through the date of disposition and do not
reflect the costs of certain services provided to Medical Imaging and OTN by the Company. Such costs, which were not
allocated by the Company to Medical Imaging and OTN, were
for services, which included legal counsel, insurance, exter-
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nal audit fees, payroll processing, certain human resource
services and information technology systems support.
(Dollars in millions)
Net sales
Earnings before incomes taxes
Provision for income taxes
Net earnings from discontinued
operations

2007
$629
$273
76

2006
$658
$235
72

2005
$1,617
$ 204
59

$197

$163

$ 145

The consolidated statement of cash flows includes the Medical Imaging and OTN businesses through the date of disposition. The Company uses a centralized approach to the cash
management and financing of its operations and accordingly,
debt was not allocated to this business.

7.38
REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM
Board of Directors and Stockholders
Quiksilver, Inc.
We have audited the accompanying consolidated balance
sheets of Quiksilver, Inc. and subsidiaries (the “Company”)
as of October 31, 2007 and 2006, and the related consolidated statements of operations, comprehensive income,
stockholders’ equity and cash flows for each of the three
years in the period ended October 31, 2007. These consolidated financial statements are the responsibility of the
Company’s management. Our responsibility is to express an
opinion on the consolidated financial statements based on
our audits.
We conducted our audits in accordance with the standards
of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the
consolidated financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the consolidated financial statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall consolidated financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.
In our opinion, such consolidated financial statements
present fairly, in all material respects, the financial position
of the Company as of October 31, 2007 and 2006, and the
results of its operations and its cash flows for each of the
three years in the period ended October 31, 2007, in conformity with accounting principles generally accepted in the
United States of America.
As discussed in Notes 1 and 10 to the consolidated financial statements, the Company changed its method of
accounting for stock-based compensation during the year
ended October 31, 2006 as a result of adopting Statement

P1: ICD
ACPA050-07-P03

AICPA

AICPA-xml-v1.cls

October 18, 2008

9:26

603

Section 7: Independent Auditors’ Report

of Financial Accounting Standards No. 123(R), “Share-based
Payment.”
As discussed in Note 19, in October 2007 the Company
entered into an agreement to sell its golf equipment business. The results of operations of this business are included
in loss from discontinued operations in the accompanying
consolidated financial statements.
We have also audited, in accordance with the standards
of the Public Company Accounting Oversight Board (United
States), the effectiveness of the Company’s internal control
over financial reporting as of October 31, 2007, based on the
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission and our report dated December 28, 2007 expressed an unqualified opinion on the effectiveness of the Company’s internal control over financial
reporting.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 19. Discontinued Operations
In October 2007, the Company entered into an agreement to
sell its golf equipment business which includes Roger Cleveland Golf Company, Inc. and certain other related international subsidiaries for approximately $132.5 million. Majority
ownership in this business was originally acquired in fiscal 2005 as part of the Rossignol acquisition. In September
2007, the Company acquired the remaining 36.37% minority interest in Roger Cleveland Golf Company, Inc. (Note 2).
The golf equipment business assets are classified as held
for sale and the operations of the golf equipment business
are classified as discontinued operations for all periods presented. The Company closed this transaction during December 2007. The Company plans to use the net proceeds from
this sale to repay existing indebtedness.
The operating results of discontinued operations included
in the accompanying consolidated statements of operations
were as follows:
(In thousands)
Revenues, net
Loss before income taxes
Provision (benefit) for
income taxes
Loss from discontinued
operations

2007
$162,173
(20,487)

2006
$162,054
(174)

2005
$46,341
(1,720)

1,984

913

(550)

$ (22,471)

$ (1,087)

$ (1,170)

The loss from discontinued operations from fiscal 2007 includes asset impairments of $8.2 million.

The components of assets and liabilities of discontinued
operations at October 31, 2007 are as follows:
2007
Current assets:
Receivables, net
Inventories
Other current assets

$40,309
26,415
6,961
$73,685

Non-current assets:
Fixed assets, net
Goodwill and intangible assets, net
Other assets

$ 3,619
72,540
301
$76,460

Current liabilities:
Accounts payable
Other current liabilities

$ 6,614
4,655
$11,269

Non-current liabilities:
Long-term debt
Other non-current liabilities

$35,000
17,916
$52,916

DEPARTURES FROM UNQUALIFIED
OPINIONS
7.39 SAS No. 58 does not require auditors to express qualified opinions as to the effects of uncertainties or as to lack
of consistency. Under SAS No. 58, departures from unqualified opinions include opinions qualified because of a scope
limitation or a departure from generally accepted accounting principles, adverse opinions, and disclaimers of opinion. Paragraphs 20–63 of SAS No. 58, as amended by SAS
No. 79, discuss these departures. None of the auditors’ reports issued in connection with the financial statements of
the survey companies contained a departure as defined by
SAS No. 58.

REPORTS ON COMPARATIVE FINANCIAL
STATEMENTS
7.40

Paragraphs 65–74 of SAS No. 58, as amended by
SAS No. 79, discuss Reports on Comparative Financial
Statements. None of the auditors’ reports for the survey companies expressed an opinion on prior year financial statements that differed from the opinion originally expressed.

7.41 In 2007, seven auditor reports indicated that a change
in auditors had occurred in the current year. An example of
such a report follows.
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7.42
REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM
To the Board of Directors of
Precision Castparts Corp.
We have audited the accompanying consolidated balance
sheet of Precision Castparts Corp. and subsidiaries (the
“Company”) as of April 1, 2007, and the related consolidated
statements of operations, shareholders’ equity, and cash
flows for the year then ended. Our audit also included the financial statement schedule for the year ended April 1, 2007,
listed in the Index at Item 15. These financial statements
and financial statement schedule are the responsibility of
the Company’s management. Our responsibility is to express
an opinion on these financial statements and financial statement schedule based on our audit. The consolidated financial statements of the Company for the years ended April 2,
2006 and April 3, 2005, before the effects of the retrospective adjustments for operations discontinued by the Company during 2007 discussed in Note 4 and for the change
in the segments of the Company discussed in Note 20 to
the consolidated financial statements, were audited by other
auditors whose report, dated June 14, 2006, expressed an
unqualified opinion on those statements.
We conducted our audit in accordance with the standards
of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used
and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We
believe that our audit provides a reasonable basis for our
opinion.
In our opinion, such 2007 consolidated financial statements present fairly, in all material respects, the financial
position of Precision Castparts Corp. and subsidiaries as of
April 1, 2007, and the results of their operations and their
cash flows for the year then ended, in conformity with accounting principles generally accepted in the United States
of America. Also, in our opinion, such financial statement
schedule, when considered in relation to the basic consolidated financial statements taken as a whole, presents fairly,
in all material respects, the information set forth therein.
As discussed in Notes 2 and 14 to the consolidated financial statements, on April 1, 2007, the Company changed its
method of accounting for defined benefit and other postretirement plans upon the adoption of Statement of Financial
Accounting Standards No. 158, Employers’ Accounting for
Defined Benefit Pension and Other Postretirement Plans.
We have also audited the retrospective adjustments to
the 2006 and 2005 consolidated financial statements for the
operations discontinued by the Company during 2007 discussed in Note 4 and for the change in the segments of
the Company discussed in Note 20 to the consolidated financial statements. Our procedures included (1) comparing
the retrospective adjustment amounts for operations discontinued by the Company during 2007 and the adjustment
amounts of the Company’s segment revenues, assets and
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operating income to the Company’s underlying analyses and
(2) testing the mathematical accuracy of the reconciliations
of the amounts to the consolidated financial statements. In
our opinion, such retrospective adjustments are appropriate
and have been properly applied. However, we were not engaged to audit, review, or apply any procedures to the 2006
and 2005 consolidated financial statements of the Company
other than with respect to the retrospective adjustments and,
accordingly, we do not express an opinion or any other form
of assurance on the 2006 and 2005 consolidated financial
statements taken as a whole.
We have also audited, in accordance with the standards
of the Public Company Accounting Oversight Board (United
States), the effectiveness of the Company’s internal control
over financial reporting as of April 1, 2007, based on the criteria established in Internal Control—Integrated Framework
issued by the Committee of Sponsoring Organizations of the
Treadway Commission and our report dated May 31, 2007
expressed an unqualified opinion on management’s assessment of the effectiveness of the Company’s internal control
over financial reporting and an unqualified opinion on the effectiveness of the Company’s internal control over financial
reporting.

REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM
To the Board of Directors of
Precision Castparts Corp.
In our opinion, the consolidated balance sheet as of April 2,
2006 and the related consolidated statements of operations,
of shareholders’ equity and of cash flows for each of the
two years in the period ended April 2, 2006, before the effects of the adjustments to retrospectively reflect the discontinued operations and the change in the composition of
reportable segments described in Notes 4 and 20, present
fairly, in all material respects, the financial position of Precision Castparts Corp. and its subsidiaries at April 2, 2006,
and the results of their operations and their cash flows for
each of the two years in the period ended April 2, 2006, in
conformity with accounting principles generally accepted in
the United States of America (the 2006 financial statements
before the effects of the adjustments discussed in Notes 4
and 20 are not presented herein). In addition, in our opinion, the financial statement schedule, before the effects of
the adjustments described above, for the each of the two
years in the period ended April 2, 2006 presents fairly, in
all material respects, the information set forth therein when
read in conjunction with the related consolidated financial
statements before the effects of the adjustments described
above. These financial statements and financial statement
schedule are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements and financial statement schedule based
on our audits. We conducted our audits, before the effects
of the adjustments described above, of these statements in
accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting
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principles used and significant estimates made by management, and evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis
for our opinion.
We were not engaged to audit, review, or apply any procedures to the adjustments to retrospectively reflect the discontinued operations and the change in the composition of
reportable segments described in Notes 4 and 20 and accordingly, we do not express an opinion or any other form
of assurance about whether such adjustments are appropriate and have been properly applied. Those adjustments were
audited by other auditors.

OPINION EXPRESSED ON
SUPPLEMENTARY FINANCIAL
INFORMATION

605

believe that our audits provide a reasonable basis for our
opinion.
In our opinion, the financial statements referred to above
present fairly, in all material respects, the consolidated financial position of Unifi, Inc. at June 24, 2007 and June 25,
2006, and the consolidated results of its operations and its
cash flows for each of the three years in the period ended
June 24, 2007, in conformity with U.S. generally accepted
accounting principles. Also, in our opinion, the related financial statement schedule, when considered in relation to the
basic financial statements taken as a whole, presents fairly
in all material respects the information set forth therein.
We also have audited, in accordance with the standards
of the Public Company Accounting Oversight Board (United
States), the effectiveness of Unifi, Inc.’s internal control over
financial reporting as of June 24, 2007, based on criteria established in Internal Control-Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway
Commission and our report dated September 4, 2007 expressed an unqualified opinion thereon.

7.43 Many survey companies provide to stockholders a
copy of the Securities and Exchange Commission Form 10-K
in lieu of the annual report. The auditors’ report included
in the Form 10-K generally expresses an opinion on supplementary financial information to the basic financial statements, such as valuation account schedules. During 2007,
182 survey companies expressed an opinion on supplementary financial information. An example of such a report
follows.

7.44
REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM
The Board of Directors and Shareholders of
Unifi, Inc.
We have audited the accompanying consolidated balance
sheets of Unifi, Inc. as of June 24, 2007 and June 25,
2006, and the related consolidated statements of operations,
changes in shareholders’ equity and comprehensive income
(loss), and cash flows for each of the three years in the period
ended June 24, 2007. Our audits also include the Valuation
and Qualifying Accounts financial statement schedule in the
Index at Item 15(a). These financial statements and schedule
are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements and schedule based on our audits.
We conducted our audits in accordance with the standards
of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used
and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We
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SCHEDULE II
VALUATION AND QUALIFYING ACCOUNTS
Additions

(Amounts in thousands)
Allowance for uncollectible accounts(a) :
Year ended June 24, 2007
Year ended June 25, 2006
Year ended June 26, 2005
Valuation allowance for deferred tax assets:
Year ended June 24, 2007
Year ended June 25, 2006
Year ended June 26, 2005
(a)
(b)
(c)

Balance at
Beginning of
Period

Charged to Costs
and Expenses

Charged to
Other Accounts
Describe(b)

$ 5,064
13,967
10,721

$ 6,670
1,256
14,028

$

(34)
(1,172)
(324)

$ (5,009)
(8,987)
(10,458)

$ 6,691
5,064
13,967

$ 9,232
10,930
13,137

$24,948
1,886
830

$

—
—
—

$ (2,394)
(3,584)
(3,037)

$31,786
9,232
10,930

Deductions
Describe(c)

Balance at
End of Period

The allowance for doubtful accounts includes amounts estimated not to be collectible for product quality claims, specific customer credit
issues and a general provision for bad debts.
The allowance for doubtful accounts includes acquisition related adjustments and/or effects of currency translation from restating activity
of its foreign affiliates from their respective local currencies to the U.S. dollar.
Deductions from the allowance for doubtful accounts represent accounts written off which were deemed not to be collectible and the
customer claims paid, net of certain recoveries.

In fiscal year 2005, deductions from the valuation allowance
for deferred tax assets include state tax credit write-offs due
to the expiration of the credits and capital loss carryforwards.
In fiscal year 2006, deductions from the valuation allowance
for deferred tax assets include state tax credit write-offs due
to the expiration of the credits. In fiscal year 2007, the valuation allowance increased $22.6 million as a result of investment and real property impairment charges that could result
in non-deductible capital losses.

the latter instance, the independent auditor’s responsibility for subsequent events extends to the date of
the report and, accordingly, the procedures outlined in
Section 560.12 generally should be extended to that
date.

7.46 Auditors’ reports for two survey companies used dual
dating. An example of dual dating follows.

DATING OF REPORT
7.45

SAS No. 1, Section 530, Dating of the Independent
Auditor’s Report, as amended by SAS No. 29, Reporting on
Information Accompanying the Basic Financial Statements in
Auditor-Submitted Documents, SAS No. 98, Omnibus Statement on Auditing Standards—2002, and SAS No. 103, Audit
Documentation, discusses dating of the independent auditor’s report. Paragraphs 1 and 5 of section 530 state:
1. The auditor’s report should not be dated earlier
than the date on which the auditor has obtained sufficient appropriate audit evidence to support the opinion. Paragraph.05 describes the procedure to be followed when a subsequent event occurring after the
date of the auditor’s report is disclosed in the financial
statements.
5. The independent auditor has two methods available for dating his report when a subsequent event
disclosed in the financial statements occurs after the
original date of the auditor’s report but before issuance
of the related financial statements. The auditor may use
“dual dating,” for example, “February 16, 20 , except
for Note , as to which the date is March 1, 20 ,” or
may date the report as of the later date. In the former
instance, his responsibility for events occurring subsequent to the original report date is limited to the specific
event referred to in the note (or otherwise disclosed). In
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7.47
REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM
The Board of Directors and Shareholders
Pulte Homes, Inc.
We have audited the accompanying consolidated balance
sheets of Pulte Homes, Inc. (the “Company”) as of December 31, 2007 and 2006, and the related consolidated statements of operations, shareholders’ equity and comprehensive income, and cash flows for each of the three years in
the period ended December 31, 2007. These financial statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these financial
statements based on our audits.
We conducted our audits in accordance with the standards
of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used
and significant estimates made by management, as well as

P1: ICD
ACPA050-07-P03

AICPA

AICPA-xml-v1.cls

October 18, 2008

9:26

Section 7: Independent Auditors’ Report

evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our
opinion.
In our opinion, the financial statements referred to above
present fairly, in all material respects, the consolidated financial position of Pulte Homes, Inc. at December 31, 2007 and
2006, and the consolidated results of its operations and its
cash flows for each of the three years in the period ended December 31, 2007, in conformity with U.S. generally accepted
accounting principles.
We also have audited, in accordance with the standards
of the Public Company Accounting Oversight Board (United
States), Pulte Homes, Inc.’s internal control over financial reporting as of December 31, 2007, based on criteria established in Internal Control-Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission and our report dated January 30, 2008 expressed an unqualified opinion thereon.
As discussed in Note 10 to the financial statements, the
Company changed its method of accounting for uncertainty
in income tax positions effective with its adoption of FASB
Interpretation No. 48 “Accounting for Uncertainty in Income
Taxes” as of January 1, 2007.
January 30, 2008,
except for Note 7,
as to which the date is February 15, 2008

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
7 (In Part): Other Financing Arrangements
Corporate/Homebuilding (In Part)
The Company amended its unsecured revolving credit facility twice during 2007, decreasing the borrowing capacity
from $2.01 billion to $1.86 billion and extending the maturity
date from October 2010 to June 2012. In February 2008, the
Company amended the credit facility again and decreased
the borrowing capacity to $1.6 billion. Under the terms of the
credit facility, the Company has the capacity to issue letters
of credit totaling up to $1.125 billion. Borrowing availability is
reduced by the amount of letters of credit outstanding. The
credit facility includes a borrowing base limitation when the
Company does not have an investment grade senior unsecured debt rating from at least two of Fitch Ratings, Moody’s
Investor Service, and Standard and Poor’s Corporation. Under the borrowing base limitation, the sum of the Company’s
senior debt and the amount drawn on the revolving credit
facility may not exceed an amount based on certain percentages of various categories of the Company’s unencumbered
inventory.
Financial Services (In Part)
Pulte Mortgage supports its operations through the use of
a revolving credit facility and an asset-backed commercial
paper program. At December 31, 2007, Pulte Mortgage had
committed credit arrangements of $705 million comprised of
a $405 million bank revolving credit facility which expires May
2009, and a $300 million asset-backed commercial paper
program which expires September 2008. The asset-backed
commercial paper program is subject to being withdrawn at
the option of the participating banks if the credit rating on
Pulte’s senior unsecured debt falls below certain ratings. The
credit agreements require Pulte Mortgage to meet a tangi-
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ble net worth minimum each month and funded debt cannot exceed 15 times tangible net worth. At December 31,
2007, Pulte Mortgage had $440.6 million outstanding under
its committed credit arrangements.
Due to reduced origination volume and unfavorable
changes in the asset-backed commercial paper market,
Pulte Mortgage amended its commercial paper program
twice during 2007, which, among other things, reduced the
amount of capacity from $550 million to $300 million at December 31, 2007. In February 2008, Pulte Mortgage further
amended the commercial paper program to reduce capacity
to $150 million. Due to reduced origination volume, the Company does not anticipate needing any additional capacity in
the near term.

AUDITORS’ REPORT ON INTERNAL
CONTROL OVER FINANCIAL REPORTING
7.48 Section 404(a) of the Sarbanes-Oxley Act of 2002 requires that management of a public company assess the effectiveness of the company’s internal control over financial
reporting as of the end of the company’s most recent fiscal
year, and to include in the company’s annual report management’s conclusions as to the effectiveness of the company’s
internal control structure and procedures. Management is required to state a direct conclusion about whether the company’s internal control over financial reporting is effective.
Management’s report on internal control over financial reporting is required to include the following:
• A statement of management’s responsibility for establishing and maintaining adequate internal control over
financial reporting for the company;
• A statement identifying the framework used by management to conduct the required assessment of the
effectiveness of the company’s internal control over financial reporting;
• An assessment of the effectiveness of the company’s
internal control over financial reporting as of the end
of the company’s most recent fiscal year, including an
explicit statement as to whether that internal control
over financial reporting is effective; and
• A statement that the registered public accounting firm
that audited the financial statements included in the
annual report has issued an attestation report on the
management’s assessment of the company’s internal
control over financial reporting.

7.49

Under section 404(b) of the Sarbanes-Oxley Act of
2002, the auditor that audits the public company’s financial
statements included in the annual report is required to audit the company’s internal control over financial reporting. In
addition, the auditor is required to audit and report on management’s assessment of the effectiveness of internal control
over financial reporting. AS No. 2, An Audit of Internal Control
Over Financial Reporting Performed in Conjunction With an
Audit of Financial Statements, establishes professional standards governing the auditor’s attestation. In July 2007, the
SEC approved AS No. 5, An Audit of Internal Control Over
Financial Reporting That is Integrated With an Audit of Financial Statements. AS No. 5 supersedes AS No. 2 and is
effective for audits of internal control over financial reporting
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required by section 404(b) of the Sarbanes-Oxley Act of 2002
for fiscal years ending on or after November 15, 2007, with
conditioned early adoption permitted. Under AS No. 5, the
auditor’s objective in an audit of internal control over financial reporting is to express an opinion on the effectiveness of
the company’s internal control over financial reporting. The
audit of internal control over financial reporting should be
integrated with the audit of the financial statements. Accordingly, independent auditors engaged to audit the financial
statements of such companies also are required to audit and
report on the company’s internal control over financial reporting as of the end of such fiscal year. Further, if the auditor
determines that elements of management’s annual report on
internal control over financial reporting are incomplete or improperly presented, the auditor should modify the report to
include an explanatory paragraph describing the reasons for
this determination, and identify and fairly describe any material weakness. Paragraph 86 of AS No. 5 allows the auditor to
issue a combined report (i.e., one report containing both an
opinion on the financial statements and an opinion on internal control over financial reporting), or separate reports on
the company’s financial statements and on internal control
over financial reporting.

7.50 During 2007, 589 of the companies surveyed presented a management’s report on internal control over financial
reporting. 554 of those companies presented the management report on internal control over financial reporting separate from the general report of management. Accompanying
each management’s report on internal control was the related
auditor’s report on internal control over financial reporting.
204 of those companies had the auditor’s report on internal
control over financial reporting combined with the auditor’s
report on financial statements. Examples of auditors’ reports
on internal control over financial reporting and their related
management reports follow.

Separate Report on Internal Control
7.51
REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM
To the Board of Directors and Shareholders of
Abbott Laboratories
We have audited the internal control over financial reporting
of Abbott Laboratories and subsidiaries (the “Company”) as
of December 31, 2007, based on criteria established in Internal Control—Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission.
The Company’s management is responsible for maintaining
effective internal control over financial reporting and for its
assessment of the effectiveness of internal control over financial reporting, included in the accompanying Management Report on Internal Control Over Financial Reporting.
Our responsibility is to express an opinion on the Company’s
internal control over financial reporting based on our audit.
We conducted our audit in accordance with the standards
of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform
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the audit to obtain reasonable assurance about whether effective internal control over financial reporting was maintained in all material respects. Our audit included obtaining
an understanding of internal control over financial reporting,
assessing the risk that a material weakness exists, testing
and evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing
such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion.
A company’s internal control over financial reporting is a
process designed by, or under the supervision of, the company’s principal executive and principal financial officers, or
persons performing similar functions, and effected by the
company’s board of directors, management, and other personnel to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and
procedures that (1) pertain to the maintenance of records
that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions
are recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures of
the company are being made only in accordance with authorizations of management and directors of the company;
and (3) provide reasonable assurance regarding prevention
or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material
effect on the financial statements.
Because of the inherent limitations of internal control over
financial reporting, including the possibility of collusion or improper management override of controls, material misstatements due to error or fraud may not be prevented or detected
on a timely basis. Also, projections of any evaluation of the
effectiveness of the internal control over financial reporting to
future periods are subject to the risk that the controls may become inadequate because of changes in conditions, or that
the degree of compliance with the policies or procedures may
deteriorate.
In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of
December 31, 2007, based on the criteria established in Internal Control—Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission.
We have also audited, in accordance with the standards
of the Public Company Accounting Oversight Board (United
States), the consolidated financial statements of the Company as of and for the year ended December 31, 2007 and
our report dated February 14, 2008 expressed an unqualified opinion on those financial statements and included an
explanatory paragraph regarding the Company’s adoption of
new accounting standards.

MANAGEMENT REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING
The management of Abbott Laboratories is responsible for
establishing and maintaining adequate internal control over
financial reporting. Abbott’s internal control system was designed to provide reasonable assurance to the company’s
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management and board of directors regarding the preparation and fair presentation of published financial statements.
All internal control systems, no matter how well designed,
have inherent limitations. Therefore, even those systems determined to be effective can provide only reasonable assurance with respect to financial statement preparation and
presentation.
Abbott’s management assessed the effectiveness of the
company’s internal control over financial reporting as of December 31, 2007. In making this assessment, it used the
criteria set forth in Internal Control—Integrated Framework
issued by the Committee of Sponsoring Organizations of the
Treadway Commission. Based on our assessment, we believe that, as of December 31, 2007, the company’s internal
control over financial reporting was effective based on those
criteria.
Abbott’s independent registered public accounting firm
has issued an audit report on their assessment of the effectiveness of the company’s internal control over financial
reporting.

7.52
REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM
To the Stockholders and Board of Directors of
Wm. Wrigley Jr. Company
We have audited Wm. Wrigley Jr. Company’s internal control over financial reporting as of December 31, 2007, based
on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission (the COSO criteria). The Company’s management is responsible for maintaining effective
internal control over financial reporting and for its assessment
of the effectiveness of internal control over financial reporting included in the accompanying Management’s Report on
Internal Control Over Financial Reporting. Our responsibility
is to express an opinion on the Company’s internal control
over financial reporting based on our audit.
We conducted our audit in accordance with the standards
of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether effective internal control over financial reporting was maintained in all material respects. Our audit included obtaining
an understanding of internal control over financial reporting,
assessing the risk that a material weakness exists, testing
and evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing
such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion.
A company’s internal control over financial reporting is a
process designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation
of financial statements for external purposes in accordance
with generally accepted accounting principles. A company’s
internal control over financial reporting includes those policies and procedures that (1) pertain to the maintenance of
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records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (2) provide reasonable assurance that transactions
are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the
financial statements.
Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may
deteriorate.
In our opinion, the Company maintained, in all material
respects, effective internal control over financial reporting as
of December 31, 2007, based on the COSO criteria.
We also have audited, in accordance with the standards
of the Public Company Accounting Oversight Board (United
States), the accompanying consolidated balance sheets of
the Company as of December 31, 2007 and 2006 and the
related consolidated statements of earnings, stockholders’
equity and cash flows for each of the three years in the period
ended December 31, 2007 and our report dated February 11,
2008 expressed an unqualified opinion thereon.

MANAGEMENT’S REPORT ON INTERNAL
CONTROL OVER FINANCIAL REPORTING
Management of the Wm. Wrigley Jr. Company is responsible for establishing and maintaining adequate internal control over financial reporting, as such term is defined in the
Securities Exchange Act of 1934 Rule 13a-15(f). Under the
supervision and with the participation of our management, including our principal executive officer and principal financial
officer, we conducted an evaluation of the effectiveness of the
Company’s internal control over financial reporting as of December 31, 2007 as required by the Securities Exchange Act
of 1934 Rule 13a-15(c). In making this assessment, we used
the criteria set forth in the framework in Internal Control—
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. Based
on our evaluation under the framework in Internal Control—
Integrated Framework, management concluded that our internal control over financial reporting was effective as of
December 31, 2007.
Ernst & Young LLP, an independent registered public accounting firm, has audited the Company’s internal control
over financial reporting as of December 31, 2007, as stated
in their report.
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Combined Report on Financial Statements
and Internal Control
7.53
REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM
The Board of Directors and Stockholders
Chemtura Corporation
We have audited the accompanying consolidated balance
sheets of Chemtura Corporation and subsidiaries (the “Company”) as of December 31, 2007 and 2006, and the related
consolidated statements of operations, stockholders’ equity,
and cash flows for each of the years in the three-year period
ended December 31, 2007. In connection with our audits of
the consolidated financial statements, we also have audited
the financial statement Schedule II, Valuation and Qualifying
Accounts. We also have audited the Company’s internal control over financial reporting as of December 31, 2007, based
on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The Company’s
management is responsible for these consolidated financial
statements, the financial statement schedule, for maintaining
effective internal control over financial reporting, and for its
assessment of the effectiveness of internal control over financial reporting, included in the accompanying Management’s
Annual Report on Internal Control over Financial Reporting
(Item 9A.(b)). Our responsibility is to express an opinion on
these consolidated financial statements and financial statement schedule and an opinion on the Company’s internal
control over financial reporting based on our audits.
We conducted our audits in accordance with the standards
of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform
the audits to obtain reasonable assurance about whether
the financial statements are free of material misstatement
and whether effective internal control over financial reporting was maintained in all material respects. Our audits of the
consolidated financial statements included examining, on a
test basis, evidence supporting the amounts and disclosures
in the financial statements, assessing the accounting principles used and significant estimates made by management,
and evaluating the overall financial statement presentation.
Our audit of internal control over financial reporting included
obtaining an understanding of internal control over financial
reporting, assessing the risk that a material weakness exists,
and testing and evaluating the design and operating effectiveness of internal control based on the assessed risk. Our
audits also included performing such other procedures as we
considered necessary in the circumstances. We believe that
our audits provide a reasonable basis for our opinions.
A company’s internal control over financial reporting is a
process designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation
of financial statements for external purposes in accordance
with generally accepted accounting principles. A company’s
internal control over financial reporting includes those policies and procedures that (1) pertain to the maintenance of
records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (2) provide reasonable assurance that transactions
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are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the
financial statements.
Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may
deteriorate.
A material weakness is a deficiency, or a combination of
deficiencies, in internal control over financial reporting, such
that there is a reasonable possibility that a material misstatement of the company’s annual or interim financial statements
will not be prevented or detected on a timely basis. A material weakness related to the Company’s review of its income
tax accounts has been identified and included in management’s assessment as of December 31, 2007. This material
weakness was considered in determining the nature, timing,
and extent of audit tests applied in our audit of the 2007
consolidated financial statements.
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Chemtura Corporation and subsidiaries
as of December 31, 2007 and 2006, and the results of their
operations and their cash flows for each of the years in the
three-year period ended December 31, 2007, in conformity
with accounting principles generally accepted in the United
States of America. Also, in our opinion, the related financial
statement schedule, when considered in relation to the basic
consolidated financial statements taken as a whole, presents
fairly, in all material respects, the information set forth therein.
Also, in our opinion, because of the effect of the aforementioned material weakness on the achievement of the objectives of the control criteria, Chemtura Corporation and subsidiaries has not maintained effective internal control over
financial reporting as of December 31, 2007, based on criteria established in Internal Control—Integrated Framework
issued by COSO. Our opinion on the effectiveness of internal
control over financial reporting does not affect our opinion on
the consolidated financial statements.
As discussed in Note 1 to Notes to Consolidated Financial
Statements, the Company adopted the provisions of Statement of Financial Accounting Standards No. 123(R), “ ShareBased Payment” and Staff Accounting Bulletin No. 108, Considering the Effects of Prior Year Misstatements in Current
Year Financial Statements as of January 1, 2006, and Statement of Financial Accounting Standards No. 158, Employers’
Accounting for Defined Benefit Pension and Other Postretirement Plans, as of December 31, 2006, and Financial Accounting Standards Board Interpretation No. 48, Accounting
for Uncertainty in Income Taxes, as of January 1, 2007.
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MANAGEMENT’S ANNUAL REPORT ON INTERNAL
CONTROL OVER FINANCIAL REPORTING
Our management is responsible for establishing and maintaining adequate internal control over financial reporting, as
such term is defined in Rule 13a-15(f) under the Securities Exchange Act of 1934, as amended. Under the supervision of
management and with the participation of our management,
including our principal executive officer and principal financial officer, we conducted an evaluation of the effectiveness
of our internal control over financial reporting as of December 31, 2007 based on the framework in Internal ControlIntegrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. Based
on our evaluation of internal control over financial reporting,
management identified the following material weakness as
of December 31, 2007.
The Company did not provide adequate oversight to ensure timely and effective review of its income tax accounts.
This deficiency resulted in a material misstatement of the
Company’s deferred income tax accounts in its preliminary
financial statements as of December 31, 2007.
As a result of the material weakness described above,
management concluded that Chemtura’s internal control
over financial reporting was not effective as of December
31, 2007, based on the criteria identified above.
KPMG LLP, the independent registered public accounting
firm that audited the financial statements included in this Annual Report on Form 10-K, has issued an attestation report,
which is included elsewhere within this Form 10-K, on the
effectiveness of Chemtura’s internal control over financial
reporting.

GENERAL MANAGEMENT AND SPECIAL
PURPOSE COMMITTEE REPORTS
7.54

There were 199 survey companies that presented a
Report of Management on Financial Statements. These reports may include:
• Description of management’s responsibility for preparing the financial statements,
• Identification of independent auditors,
• Statement about management’s representations to the
independent auditors,
• Statement about financial records and related data
made available to the independent auditors,
• Description of special purpose committees of the
Board of Directors,
• General description of the company’s system of internal control, and
• Description of the company’s code of conduct.
Occasionally, survey companies presented a report of a special purpose committee, such as the Audit Committee or the
Compensation Committee.

7.55 Examples of a Report of Management on Financial
Statements and certain special purpose committee reports
follow.
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Report of Management on Financial
Statements
7.56

WYETH (DEC)
MANAGEMENT REPORT ON CONSOLIDATED
FINANCIAL STATEMENTS
Management has prepared and is responsible for the Company’s consolidated financial statements and related notes to
consolidated financial statements. They have been prepared
in accordance with accounting principles generally accepted
in the United States (GAAP) and necessarily include amounts
based on judgments and estimates made by management.
All financial information in this Financial Report is consistent
with the consolidated financial statements. The independent
registered public accounting firm audits the Company’s consolidated financial statements in accordance with the standards of the Public Company Accounting Oversight Board
(United States).
Our Audit Committee is comprised of non-employee members of the Board of Directors, all of whom are independent
from our Company. The Committee charter, which is published on our Internet Web site (www.wyeth.com), outlines
the members’ roles and responsibilities and is consistent
with current U.S. securities laws and regulations and New
York Stock Exchange guidelines. It is the Audit Committee’s
responsibility to appoint the independent registered public
accounting firm subject to stockholder ratification; approve
audit, audit-related, tax and other services performed by the
independent registered public accounting firm; and review
the reports submitted by them. The Audit Committee meets
several times during the year with management, the internal
auditors and the independent registered public accounting
firm to discuss audit activities, internal control and financial
reporting matters, including reviews of our externally published financial results. The internal auditors and the independent registered public accounting firm have full and free
access to the Committee.
We are dedicated to maintaining the high standards of financial accounting and reporting that we have established.
We are committed to providing financial information that is
transparent, timely, complete, relevant and accurate. Our culture demands integrity and an unyielding commitment to
strong internal control over financial reporting. In addition, we
are confident in our financial reporting, our underlying system of internal controls and our people, who are expected to
operate at the highest level of ethical standards pursuant to
our Code of Conduct. Finally, we have personally executed
all certifications required to be filed with the Securities and
Exchange Commission pursuant to the Sarbanes-Oxley Act
of 2002 and the regulations thereunder regarding the accuracy and completeness of the consolidated financial statements. In addition, in 2007, we provided to the New York
Stock Exchange the annual CEO certification regarding the
Company’s compliance with the New York Stock Exchange’s
corporate governance listing standards.
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Audit Committee Report
7.57

JDS UNIPHASE CORPORATION (JUN)
AUDIT COMMITTEE REPORT
The Audit Committee of the Board of Directors is responsible for assisting the full Board of Directors in fulfilling its
oversight responsibilities relative to the Company’s financial
statements, financial reporting practices, systems of internal accounting and financial control, the internal audit function, annual independent audits of the Company’s financial
statements, and such legal and ethics programs as may established from time to time by the Board. The Audit Committee is empowered to investigate any matter brought to
its attention with full access to all books, records, facilities, and personnel of the Company and may retain external consultants at its sole discretion. The Audit Committee
is composed solely of non-employee directors, as such term
is defined in Rule 16b-3 under the Securities and Exchange
Act of 1934, as amended, all of whom shall satisfy the independence, financial literacy and experience requirements
of Section 10A of the Securities Exchange Act of 1934, as
amended, the Sarbanes-Oxley Act of 2002, rules applicable
to NASDAQ-listed issuers, and any other regulatory requirements. All members of the Committee are required to have a
working knowledge of basic finance and accounting, and at
all times at least one member of the Committee qualifies as
a “financial expert” as defined by the Sarbanes-Oxley Act of
2002.
Management has the primary responsibility for the financial
statements and the reporting process, including the system
of internal controls. The independent registered public accounting firm is responsible for performing an independent
audit of the Company’s consolidated financial statements
in accordance with generally accepted auditing standards
and for issuing a report thereon. The Audit Committee has
the general oversight responsibility with respect to the Company’s financial reporting and reviews the scope of the internal independent audits, the results of the audits and other
non-audit services provided by the Company’s independent
registered public accounting firm.
The following is the Report of the Audit Committee with
respect to the Company’s audited financial statements included in the Annual Report on Form 10-K for the fiscal year
ended June 30, 2007, which includes the consolidated balance sheets of the Company as of June 30, 2007 and July 1,
2006, and the related consolidated statements of operations,
Stockholders’ equity and cash flows for each of the three
years in the period ended June 30, 2007, and the notes
thereto.
Review With Management
The Audit Committee has reviewed and discussed the Company’s audited financial statements with management.
Review and Discussions With Independent Registered
Public Accounting Firm
The Audit Committee has discussed with PricewaterhouseCoopers LLP (“PricewaterhouseCoopers”), the Company’s
independent registered public accounting firm, the matters
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required to be discussed by Statement on Accounting Standards No. 61, “Communications with Audit Committees”
which includes, among other items, matters related to the
conduct of the audit of the Company’s financial statements,
and both with and without management present, discussed
and reviewed the results of PricewaterhouseCoopers’ examination of the financial statements.
The Audit Committee has also received written disclosures
and the letter from PricewaterhouseCoopers describing all
relationships between the Company and the independent
registered public accounting firm that bear on the accountants’ independence consistent with the Independence Standards Board Standard No. 1 (which relates to the auditors’
independence from the Company and its related entities).
The Audit Committee has discussed with PricewaterhouseCoopers any relationships that may impact on its objectivity and independence and also considered whether the
provision of non-audit services by PricewaterhouseCoopers
is compatible with maintaining the accountants’ independence and satisfied itself as to PricewaterhouseCoopers’
independence.
During the course of fiscal year 2007 management engaged in documentation, testing and evaluation of the Company’s system of internal control over financial reporting in
response to the requirements set forth in Section 404 of the
Sarbanes-Oxley Act of 2002 and related regulations. The Audit Committee was kept apprised of the progress of the evaluation and provided oversight and advice to management
during the process. In connection with this oversight, the Audit Committee received periodic updates provided by management and PricewaterhouseCoopers at several regularly
scheduled Audit Committee meetings. The Audit Committee
also held a number of special meetings to discuss issues as
they arose. At the conclusion of the process, management
provided the Audit Committee with, and the Audit Committee reviewed, a report on the effectiveness of the Company’s
internal control over financial reporting. The Audit Committee continues to oversee the Company’s efforts related to its
internal control over financial reporting and management’s
preparations for the evaluation for fiscal year 2008.
Conclusion
Based on the review and discussions referred to above, the
Audit Committee recommended to the Company’s Board
that the Company’s audited financial statements be included
in the Company’s Annual Report on Form 10-K for the fiscal
year ended June 30, 2007.
Audit Committee
Chair
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Compensation Committee Report
7.58

CBS CORPORATION (DEC)
COMPENSATION COMMITTEE REPORT
The Compensation Committee Charter states that the primary purpose of the Compensation Committee is to discharge the responsibilities of the Board of Directors relating
to the compensation of the Company’s executive officers and
other senior executives. Under the Charter, the Compensation Committee’s authorities and duties include, among other
things:
• adopting and periodically reviewing the Company’s
philosophy, strategy and principles regarding the design and administration of the Company’s compensation program;
• reviewing and approving the total compensation packages for the Executive Chairman, the President and
Chief Executive Officer, the Company’s other executive
officers, all operating unit heads who report directly to
the President and Chief Executive Officer and other
persons among the Company’s most highly compensated executives (excluding “Talent,” as such term is

613

currently used in the media or entertainment industries); and
• overseeing the administration of the Company’s incentive compensation plans (including the bonus plan for
executives subject to Section 162(m) under the Code)
and equity-based compensation plans.
The Compensation Committee retains an independent compensation consulting firm to advise the Committee in its
review of senior executive compensation. The consultant
reports directly to the Compensation Committee.
The full text of the Compensation Committee Charter is
available on the Company’s website at www.cbscorporation.
com. The Compensation Committee assesses the adequacy
of its Charter at least every other year, or more frequently as
the Committee may determine.
The Compensation Committee of the Board of Directors
of CBS Corporation has reviewed and discussed with the
Company’s management the Compensation Discussion and
Analysis (“CD&A”) included in this proxy statement. Based
on this review and these discussions, the Compensation
Committee has recommended to the CBS Corporation Board
of Directors that the CD&A be included in this proxy statement and incorporated by reference from this proxy statement into the Company’s Annual Report on Form 10-K, which
was filed with the Securities and Exchange Commission on
February 28, 2008.
Members of the Compensation Committee
Chair
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Appendix of 600 Companies
List of 600 Companies on Which Tabulations Are Based
In this edition, companies on which the tabulations are based are the same companies as in the sixty-first
(2007) edition, except those companies eliminated for reasons such as business combination or delisting
by the SEC. Thirty five companies in the 2007 edition have been eliminated. Replacement companies are
generally selected from the latest listing of Fortune 1000 companies. Companies are listed in alphabetical
order. An additional listing of the companies included in the sixty-first (2007) edition which were not included
in this edition follows.

Company Name

3Com Corporation
3M Company
Abbott Laboratories
ABM Industries Incorporated
Acuity Brands, Inc.
ADC Telecommunications, Inc.
Administaff, Inc.
Adobe Systems Incorporated
Advanced Micro Devices, Inc.
Aetna Inc.
AGCO Corporation
Air Products and Chemicals, Inc.
Airgas, Inc.
AK Steel Holding Corporation
Alberto-Culver Company
Alcoa Inc.
Allegheny Technologies Incorporated
Allergan, Inc.
Alliance One International, Inc.
Alliant Techsystems Inc.
Allied Waste Industries, Inc.
Altria Group, Inc.
Amazon.com, Inc.
American Biltrite Inc.
American Greetings Corporation
Ameron International Corporation
AMETEK, Inc.
Amgen Inc.
Amkor Technology, Inc.
Ampco-Pittsburgh Corporation
Amphenol Corporation
Anadarko Petroleum Corporation
Analog Devices, Inc.
Analogic Corporation
Andrew Corporation
Anheuser-Busch Companies, Inc.
A. O. Smith Corporation
Apache Corporation
Apple Computer, Inc.
Applied Industrial Technologies, Inc.
Applied Materials, Inc.
Archer Daniels Midland Company
Arden Group, Inc.

Month of Fiscal
Year End*

5
12
12
10
8
10
12
11
12
12
12
9
3
12
9
12
12
12
3
3
12
12
12
12
2
11
12
12
12
12
12
12
10
7
9
12
12
12
9
6
10
6
12

Replacement
Company

Accounting Technique
Illustration

2.94, 3.52
3.65, 4.31, 7.51
1.60
2.75
New
5.50
2.07
1.83, 2.49, 3.90
1.87, 3.75
2.222
3.38, 3.120
2.132
2.263
2.84, 3.22
2.146
2.280, 3.99
3.15
3.24
7.33
1.115, 3.23
2.293
2.24
3.43
4.08
1.134
1.158, 4.29
2.149, 3.105
4.23
1.24
New

4.27
1.145
2.291
1.108, 6.13

* Months are numbered in calendar-year sequence, January through December (e.g., January = 1 and
February = 2).
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Company Name

Arkansas Best Corporation
Armstrong World Industries, Inc.
Arrow Electronics, Inc.
ArvinMeritor, Inc.
A. Schulman, Inc.
Ashland Inc.
AT&T Inc.
Atmel Corporation
Autodesk, Inc.
Automatic Data Processing, Inc.
AutoNation, Inc.
AutoZone, Inc.
Avery Dennison Corporation
Avis Budget Group, Inc.
Avnet, Inc.
Avon Products, Inc.
Badger Meter, Inc.
Baker Hughes Incorporated
Baldor Electric Company
Ball Corporation
Barnes & Noble, Inc.
Barnes Group Inc.
Bassett Furniture Industries,
Incorporated
Baxter International Inc.
BE Aerospace, Inc.
Beazer Homes USA, Inc.
Beckman Coulter, Inc.
Becton, Dickinson and Company
Belden Inc.
Bemis Company, Inc.
Best Buy Co., Inc.
BJ Services Company
The Black & Decker Corporation
Blount International, Inc.
BMC Software, Inc.
The Boeing Company
The Bon-Ton Stores, Inc.
Boston Scientific Corporation
Bowne & Co., Inc.
Boyd Gaming Corporation
Breeze-Eastern Corporation
Briggs & Stratton Corporation
Brinker International, Inc.
The Brink’s Company
Bristol-Myers Squibb Company
Brown Shoe Company, Inc.
Brown-Forman Corporation
Brunswick Corporation
CA, Inc.
Cablevision Systems Corporation
Cabot Corporation
CACI International Inc
Cameron International Corporation
Campbell Soup Company
Cardinal Health, Inc.
Career Education Corporation
Carlisle Companies Incorporated
Carpenter Technology Corporation

Month of Fiscal
Year End*

12
12
12
9
8
9
12
12
1
6
12
8
12
12
6
12
12
12
12
12
1
12
11
12
12
9
12
9
12
12
2
9
12
12
3
12
1
12
12
12
3
6
6
12
12
1
4
12
3
12
9
6
12
7
6
12
12
6

Replacement
Company

Accounting Technique
Illustration

2.238
2.158
5.37
2.12, 2.124, 5.23
2.139, 3.79, 4.15
3.95
6.18
1.47, 2.33, 2.223
6.31
1.64, 3.115
New
2.169, 5.54
1.56
2.47, 3.44, 3.58, 6.40
6.25

New

3.40
2.137, 2.180
2.133
3.78
3.18
1.119, 2.311, 3.123
3.19, 3.151
2.138
3.26, 4.32
3.152, 7.37
2.52
1.91, 2.295
3.98
3.94, 7.12
1.94, 2.147, 5.43

New

6.33
2.231

* Months are numbered in calendar-year sequence, January through December (e.g., January = 1 and
February = 2).
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Company Name

Caterpillar Inc.
CBRL Group, Inc.
CBS Corporation
Centex Corporation
CenturyTel, Inc.
Cenveo, Inc.
Ceridian Corporation
Champion Enterprises, Inc.
Chemtura Corporation
Chesapeake Corporation
Chesapeake Energy Corporation
Chevron Corporation
Chiquita Brands International, Inc.
Church & Dwight Co., Inc.
Ciena Corporation
CIGNA Corporation
Cintas Corporation
Circuit City Stores, Inc.
Cisco Systems, Inc.
Citizens Communications Company
CLARCOR Inc.
Clear Channel Communications, Inc.
Cleveland-Cliffs Inc
The Clorox Company
Coca-Cola Bottling Co. Consolidated
The Coca-Cola Company
Coca-Cola Enterprises Inc.
Coherent, Inc.
Colgate-Palmolive Company
Collective Brands, Inc.
Comcast Corporation
Commercial Metals Company
Computer Sciences Corporation
Con-way Inc.
ConAgra Foods, Inc.
ConocoPhillips
Constellation Brands, Inc.
Convergys Corporation
Cooper Industries, Ltd.
Cooper Tire & Rubber Company
Corn Products International, Inc.
Corning Incorporated
Costco Wholesale Corporation
Courier Corporation
Covance Inc.
Coventry Health Care, Inc.
Crane Co.
C. R. Bard, Inc.
Crown Holdings, Inc.
CSP Inc.
CTS Corporation
Cummins Inc.
Curtiss-Wright Corporation
CVS Corporation
Cytec Industries Inc.
Dana Corporation
Danaher Corporation
Darden Restaurants, Inc.
Datascope Corp.

Month of Fiscal
Year End*

12
7
12
3
12
12
12
12
12
12
12
12
12
12
10
12
5
2
7
12
11
12
12
6
12
12
12
9
12
1
12
8
3
12
5
12
2
12
12
12
12
12
8
9
12
12
12
12
12
9
12
12
12
12
12
12
12
5
6

Replacement
Company

Accounting Technique
Illustration

1.138, 1.165
3.139
1.19, 7.58

2.209
7.53
2.71, 4.13
2.175, 3.121, 5.41, 6.54
3.20
2.241
1.95, 1.161, 2.95, 2.232
1.148
1.33, 1.101, 3.144
2.125
1.154
2.110, 2.259
1.81, 2.114, 2.278
2.203
New

2.184, 4.28
2.205, 3.82
2.136
1.102
2.96
1.12, 2.260, 2.308, 5.53
1.123, 1.139
4.14
2.08
3.124, 6.51
1.73, 1.171

New
3.61, 3.118
2.26
3.21, 5.49, 7.34
2.27
2.250, 3.116, 6.34
5.25, 7.31
3.110, 6.27

1.63, 6.55

* Months are numbered in calendar-year sequence, January through December (e.g., January = 1 and
February = 2).
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Company Name

Dean Foods Company
Deere & Company
Del Monte Foods Company
Dell Inc.
Deluxe Corporation
Devon Energy Corporation
Dillard’s, Inc.
The DIRECTV Group, Inc.
The Dixie Group, Inc.
Domino’s Pizza, Inc.
Donaldson Company, Inc.
Dover Corporation
The Dow Chemical Company
D.R. Horton, Inc.
The Dun & Bradstreet Corporation
EarthLink, Inc.
The Eastern Company
Eastman Chemical Company
Eastman Kodak Company
Eaton Corporation
eBay Inc.
Ecolab Inc.
E. I. du Pont de Nemours and
Company
El Paso Corporation
Electronic Arts Inc.
Electronic Data Systems Corporation
Eli Lilly and Company
Embarq Corporation
EMC Corporation
EMCOR Group, Inc.
Emerson Electric Co.
Energizer Holdings, Inc.
Equifax Inc.
Esmark Incorporated
The Estee Lauder Companies Inc.
The E. W. Scripps Company
Exide Technologies
Express Scripts, Inc.
Exxon Mobil Corporation
The Fairchild Corporation
Family Dollar Stores, Inc.
Federal Screw Works
Federal-Mogul Corporation
FedEx Corporation
Fidelity National Information
Services, Inc.
Fiserv, Inc.
Fleetwood Enterprises, Inc.
Flowers Foods, Inc.
Fluor Corporation
FMC Corporation
Foot Locker, Inc.
Ford Motor Company
Fortune Brands, Inc.
Foster Wheeler Ltd.
Fred’s Inc.
Freeport-McMoRan Copper & Gold
Inc.

Month of Fiscal
Year End*

12
10
4
1
12
12
1
12
12
12
7
12
12
9
12
12
12
12
12
12
12
12
12
12
3
12
12
12
12
12
9
9
12
12
6
12
3
12
12
9
8
6
12
5
12
12
4
12
12
12
1
12
12
12
1

Replacement
Company

New

Accounting Technique
Illustration

2.254, 6.47
1.25, 3.76, 5.32
2.233
2.37, 2.185
2.197
1.18, 1.65

2.151
1.89, 4.11
1.74, 1.146
6.26
2.140
1.137

1.140
5.19
2.256
New
2.79, 6.14
3.59
2.97
2.294
7.24
New

4.09

New

3.60, 5.45
3.109
1.26

New
New

1.88
New

2.156, 3.117
1.10, 2.153, 7.28
2.210
2.34, 2.242, 3.91

New

2.279
2.152, 5.56
2.39, 2.76

12

* Months are numbered in calendar-year sequence, January through December (e.g., January = 1 and
February = 2).
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Company Name

Furniture Brands International, Inc.
GameStop Corp.
Gannett Co., Inc.
The Gap, Inc.
Gardner Denver, Inc.
GenCorp Inc.
General Cable Corporation
General Dynamics Corporation
General Electric Company
General Mills, Inc.
General Motors Corporation
Genuine Parts Company
Georgia Gulf Corporation
Golden Enterprises, Inc.
Goodrich Corporation
The Goodyear Tire & Rubber
Company
Google Inc.
The Great Atlantic & Pacific Tea
Company, Inc.
Greif, Inc.
Griffon Corporation
Halliburton Company
Hanesbrands Inc.
Harley-Davidson, Inc.
Harman International Industries,
Incorporated
Harris Corporation
Harsco Corporation
Hartmarx Corporation
Hasbro, Inc.
H.B. Fuller Company
Health Net, Inc.
Hecla Mining Company
Hercules Incorporated
Herman Miller, Inc.
The Hershey Company
Hess Corporation
Hewitt Associates, Inc.
Hewlett-Packard Company
Hillenbrand Industries, Inc.
H.J. Heinz Company
HNI Corporation
The Home Depot, Inc.
Honeywell International Inc.
Hormel Foods Corporation
Hovnanian Enterprises, Inc.
Hubbell Incorporated
Humana Inc.
Huntsman Corporation
Hurco Companies, Inc.
IAC/InterActiveCorp
Idearc Inc.
IDT Corporation
IKON Office Solutions, Inc.
Illinois Tool Works Inc.
Ingersoll-Rand Company Limited
Ingram Micro Inc.
Insight Enterprises, Inc.

Month of Fiscal
Year End*

12
1
12
1
12
11
12
12
12
5
12
12
12
5
12

Replacement
Company

Accounting Technique
Illustration

2.134
New
2.252, 3.93
3.08, 6.46
3.57
1.98, 2.83
1.163
3.47
2.66, 6.37
1.15, 1.90, 1.106, 2.200, 3.129

12
12

5.38

2
10
9
12
12
12

1.155, 2.239
3.111

6
6
12
11
12
11
12
12
12
5
12
12
9
10
9
4
12
1
12
10
10
12
12
12
10
12
12
7
9
12
12
12
12

New

1.135, 1.174, 3.30
2.181
3.16
2.141
3.45, 3.81
5.11
2.25
2.261, 7.13
5.08
6.17

2.150, 2.208, 3.27

2.35
3.107
1.96, 3.39
2.251
2.148
1.48
5.09
New

2.228, 6.36

* Months are numbered in calendar-year sequence, January through December (e.g., January = 1 and
February = 2).
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Company Name

Intel Corporation
Interface, Inc.
Intermec, Inc.
International Business Machines
Corporation
International Flavors & Fragrances
Inc.
International Paper Company
The Interpublic Group of Companies,
Inc.
Intuit Inc.
Iomega Corporation
Iron Mountain Incorporated
ITT Corporation
Jabil Circuit, Inc.
Jack in the Box Inc.
Jacobs Engineering Group Inc.
Jarden Corporation
J.C. Penney Company, Inc.
JDS Uniphase Corporation
The J.M. Smucker Company
Johnson & Johnson
Johnson Controls, Inc.
Jones Apparel Group, Inc.
Joy Global Inc.
Juniper Networks, Inc.
Kaman Corporation
KB Home
Kellogg Company
Kelly Services, Inc.
Kimball International, Inc.
Kimberly-Clark Corporation
KLA-Tencor Corporation
Kohl’s Corporation
The Kroger Co.
L-3 Communications Holdings, Inc.
La-Z-Boy Incorporated
LaBarge, Inc.
Lam Research Corporation
Lance, Inc.
Las Vegas Sands Corp.
L.B. Foster Company
Lear Corporation
Lee Enterprises, Incorporated
Leggett & Platt, Incorporated
Lennar Corporation
Lennox International Inc.
Leucadia National Corporation
Lexmark International, Inc.
The LGL Group, Inc.
Liberty Media Corporation
Liz Claiborne, Inc.
Lockheed Martin Corporation
Longs Drug Stores Corporation
Louisiana-Pacific Corporation
Lowe’s Companies, Inc.
The L.S. Starrett Company
LSI Logic Corporation
The Lubrizol Corporation

Month of Fiscal
Year End*

Replacement
Company

12
12
12

Accounting Technique
Illustration

1.49, 1.104
2.144

12
12
12
12
7
12
12
12
8
9
9
12
1
6
4
12
9
12
10
12
12
11
12
12
6
12
6
1
1
12
4
6
6
12
12
12
12
9
12
11
12
12
12
12
12
12
12
1
12
1
6
12
12

1.57
5.33
2.13, 7.29
1.168, 3.51, 7.57
1.14
3.63
1.136
New

2.67
3.46
1.172, 3.138
3.29

New
2.207

2.81
3.56
1.27
1.107, 2.28, 2.192
5.20

2.202, 5.40
6.60

* Months are numbered in calendar-year sequence, January through December (e.g., January = 1 and
February = 2).
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Company Name

Lufkin Industries, Inc.
Macy’s, Inc.
Magnetek, Inc.
The Manitowoc Company, Inc.
Manpower Inc.
Marriott International, Inc.
Martin Marietta Materials, Inc.
Masco Corporation
Mattel, Inc.
MAXXAM Inc.
The McClatchy Company
McCormick & Company,
Incorporated
McDermott International, Inc.
McDonald’s Corporation
The McGraw-Hill Companies, Inc.
McKesson Corporation
MeadWestvaco Corporation
Media General, Inc.
Medtronic, Inc.
Merck & Co., Inc.
Meredith Corporation
Meritage Homes Corporation
Merrimac Industries, Inc.
Met-Pro Corporation
Mettler-Toledo International Inc.
Micron Technology, Inc.
Microsoft Corporation
Milacron Inc.
Mohawk Industries, Inc.
Molex Incorporated
Molson Coors Brewing Company
Monsanto Company
The Mosaic Company
Motorola, Inc.
MPS Group, Inc.
Mueller Industries, Inc.
Murphy Oil Corporation
NACCO Industries, Inc.
Nash-Finch Company
Nashua Corporation
National Oilwell Varco, Inc.
National Presto Industries, Inc.
National Semiconductor Corporation
Nature Vision, Inc.
NCR Corporation
Network Appliance, Inc.
The New York Times Company
Newell Rubbermaid Inc.
NewMarket Corporation
Newmont Mining Corporation
News Corporation
NIKE, Inc.
Noble Energy, Inc.
Nordstrom, Inc.
Northrop Grumman Corporation
Novell, Inc.
Novellus Systems, Inc.
Nucor Corporation

Month of Fiscal
Year End*

12
1
6
12
12
12
12
12
12
12
12
11
12
12
12
3
12
12
4
12
6
12
12
1
12
8
6
12
12
6
12
8
5
12
12
12
12
12
12
12
12
12
5
12
12
4
12
12
12
12
6
5
12
1
12
10
12
12

Replacement
Company

Accounting Technique
Illustration

4.16
1.167
New

5.44
2.159
2.277
3.54
3.130
3.28

6.15

1.149
2.204, 6.16
1.13
5.26

New

1.156, 3.153
1.75
2.170, 2.211, 3.31, 5.42
5.17
3.41, 3.125
2.224, 4.10

3.53, 3.140, 5.48
New
6.20
6.35
6.28, 6.38
6.56
3.154
2.145, 3.17, 5.46
1.170
2.193, 6.21, 7.20
2.72, 2.255
1.124
7.32

* Months are numbered in calendar-year sequence, January through December (e.g., January = 1 and
February = 2).
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Company Name

NVR, Inc.
Occidental Petroleum Corporation
Office Depot, Inc.
Olin Corporation
Omnicom Group Inc.
Oracle Corporation
Owens-Illinois, Inc.
Oxford Industries, Inc.
PACCAR Inc
Pactiv Corporation
Pall Corporation
Parker Hannifin Corporation
Paychex, Inc.
Peabody Energy Corporation
Peerless Mfg. Co.
Pentair, Inc.
The Pepsi Bottling Group, Inc.
PepsiAmericas, Inc.
PepsiCo, Inc.
Perini Corporation
PerkinElmer, Inc.
Perot Systems Corporation
Pfizer Inc
Phillips-Van Heusen Corporation
Pilgrim’s Pride Corporation
Pitney Bowes Inc.
Plum Creek Timber Company, Inc.
Polaris Industries Inc.
Polo Ralph Lauren Corporation
PolyOne Corporation
Potlatch Corporation
PPG Industries, Inc.
Praxair, Inc.
Precision Castparts Corp.
Pride International, Inc.
PRIMEDIA Inc.
The Procter & Gamble Company
Pulte Homes, Inc.
QUALCOMM Incorporated
Quanex Corporation
Quantum Corporation
Quiksilver, Inc.
Qwest Communications International
Inc.
RadioShack Corporation
Raytheon Company
Regal Beloit Corporation
Regal Entertainment Group
Republic Services, Inc.
Retail Ventures, Inc.
Reynolds American Inc.
Rite Aid Corporation
Robbins & Myers, Inc.
Robert Half International Inc.
Rock-Tenn Company
Rockwell Automation, Inc.
Rockwell Collins, Inc.
Rohm and Haas Company
RPM International Inc.

Month of Fiscal
Year End*

12
12
12
12
12
5
12
5
12
12
7
6
5
12
6
12
12
12
12
12
12
12
12
1
9
12
12
12
3
12
12
12
12
3
12
12
6
12
9
10
3
10
12
12
12
12
12
12
1
12
2
8
12
9
9
9
12
5

Replacement
Company

Accounting Technique
Illustration

4.17
3.85
3.64
1.122

1.164
7.30
2.50
3.92, 7.14

New

2.135
1.105, 3.49
1.97
1.143
3.131

2.36, 2.244, 3.42

4.25
2.262
7.42
1.58
7.47

New

2.248
5.39
7.38

New

1.110
3.132
2.198
2.243
2.68

5.24
2.154, 2.257, 2.310

* Months are numbered in calendar-year sequence, January through December (e.g., January = 1 and
February = 2).
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Company Name

R.R. Donnelley & Sons Company
Ruddick Corporation
Ryder System, Inc.
The Ryland Group, Inc.
Safeway Inc.
Sanmina-SCI Corporation
Sara Lee Corporation
Schering-Plough Corporation
Schlumberger Limited
Schnitzer Steel Industries, Inc.
Scholastic Corporation
Scientific Industries, Inc.
The Scotts Miracle-Gro Company
Seaboard Corporation
Seagate Technology
Sealed Air Corporation
Sealy Corporation
Sears Holdings Corporation
Sensient Technologies Corporation
Service Corporation International
The Shaw Group Inc.
The Sherwin-Williams Company
Silgan Holdings Inc.
Silicon Graphics, Inc.
Skyworks Solutions, Inc.
SL Industries, Inc.
Smith International, Inc.
Smithfield Foods, Inc.
Smurfit-Stone Container Corporation
Snap-on Incorporated
Sonic Automotive, Inc.
Sonoco Products Company
Span-America Medical Systems, Inc.
Sparton Corporation
Spectrum Brands, Inc.
Spectrum Control, Inc.
Spherion Corporation
Sprint Nextel Corporation
SPX Corporation
St. Jude Medical, Inc.
Standard Motor Products, Inc.
Standard Pacific Corp.
The Standard Register Company
Standex International Corporation
The Stanley Works
Staples, Inc.
Starbucks Corporation
Starwood Hotels & Resorts
Worldwide, Inc.
Steel Dynamics, Inc.
Steelcase Inc.
Stryker Corporation
Sun Microsystems, Inc.
Sunoco, Inc.
Superior Essex Inc.
SUPERVALU INC.
Sybase, Inc.
Symantec Corporation
SYNNEX Corporation

Month of Fiscal
Year End*

12
9
12
12
12
9
6
12
12
8
5
6
9
12
6
12
11
1
12
12
8
12
12
6
9
12
12
4
12
12
12
12
9
6
9
11
12
12
12
12
12
12
12
6
12
1
9
12
12
2
12
6
12
12
2
12
3
11

Replacement
Company

Accounting Technique
Illustration

2.38, 2.206, 2.245, 3.106

5.10
6.44
New

1.160, 2.240
2.48
6.45
1.173, 2.51, 2.112, 5.34
1.109, 2.225, 3.25, 3.48

2.111, 3.55
1.147
6.23
6.19
2.313
New

6.61

6.32
2.80
1.159
5.18, 6.24
1.141, 2.196, 3.97

1.121, 2.155
2.264
2.258
New
1.35, 3.80
New

2.302
3.96

* Months are numbered in calendar-year sequence, January through December (e.g., January = 1 and
February = 2).
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Company Name

SYSCO Corporation
Target Corporation
Tasty Baking Company
Tech Data Corporation
Tecumseh Products Company
Tektronix, Inc.
Teleflex Incorporated
Tellabs, Inc.
Temple-Inland Inc.
Tenet Healthcare Corporation
Tenneco Inc.
Teradyne, Inc.
Terex Corporation
Terra Industries Inc.
Tesoro Corporation
Texas Industries, Inc.
Texas Instruments Incorporated
Textron Inc.
Thermo Fisher Scientific Inc.
Thomas & Betts Corporation
Thor Industries, Inc.
The Timberland Company
Time Warner Inc.
The Timken Company
The TJX Companies, Inc.
Toll Brothers, Inc.
The Toro Company
Trane Inc.
Transocean Inc.
Tribune Company
Trinity Industries, Inc.
Trump Entertainment Resorts, Inc.
TRW Automotive Holdings Corp.
Tupperware Brands Corporation
Twin Disc, Incorporated
Tyler Technologies, Inc.
Tyson Foods, Inc.
Unifi, Inc.
Unisys Corporation
United Parcel Service, Inc.
United States Steel Corporation
United Stationers Inc.
United Technologies Corporation
UnitedHealth Group Incorporated
Universal Corporation
Universal Forest Products, Inc.
Universal Health Services, Inc.
URS Corporation
USG Corporation
UST Inc.
UTStarcom, Inc.
Valassis Communications, Inc.
Valero Energy Corporation
Varian Medical Systems, Inc.
VeriSign, Inc.
Verizon Communications Inc.
VF Corporation
Viacom Inc.
Viad Corp

Month of Fiscal
Year End*

6
1
12
1
12
5
12
12
12
12
12
12
12
12
12
5
12
12
12
12
7
12
12
12
1
10
10
12
12
12
12
12
12
12
6
12
9
6
12
12
12
12
12
12
3
12
12
12
12
12
12
12
12
9
12
12
12
12
12

Replacement
Company

Accounting Technique
Illustration

2.199
4.24
2.113, 3.77
1.11, 1.32, 4.26
2.157
3.62
1.17, 6.42
2.126, 2.249
1.76
1.82
1.116
2.300
6.62
6.29
2.82
1.177
2.296

2.312, 5.55, 6.22

1.162, 7.44
New
1.103
1.59
1.144
New

6.57
1.144
3.108
1.117, 6.48

New

1.111, 1.169, 6.39, 7.25
1.125
3.09, 6.63

New

2.227
3.149, 6.43
1.61, 1.126, 2.253
2.226

* Months are numbered in calendar-year sequence, January through December (e.g., January = 1 and
February = 2).
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Company Name

Vishay Intertechnology, Inc.
Visteon Corporation
Vulcan Materials Company
Wal-Mart Stores, Inc.
Walgreen Co.
The Walt Disney Company
Walter Industries, Inc.
The Warnaco Group, Inc.
Warner Music Group Corp.
The Washington Post Company
Waste Management, Inc.
Wausau Paper Corp.
Weatherford International Ltd.
Weis Markets, Inc.
WellPoint, Inc.
Wendy’s International, Inc.
Werner Enterprises, Inc.
Western Digital Corporation
Western Refining, Inc.
The Western Union Company
Weyerhaeuser Company
Whirlpool Corporation
Whole Foods Market, Inc.
The Williams Companies, Inc.
Winn-Dixie Stores, Inc.
Winnebago Industries, Inc.
Wm. Wrigley Jr. Company
Wolverine World Wide, Inc.
Worthington Industries, Inc.
W. R. Grace & Co.
W.W. Grainger, Inc.
Wyeth
Wyndham Worldwide Corporation
Xerox Corporation
Xilinx, Inc.
XO Holdings, Inc.
Yahoo! Inc.
YUM! Brands, Inc.
Zimmer Holdings, Inc.

Month of Fiscal
Year End*

12
12
12
1
8
9
12
12
9
12
12
12
12
12
12
12
12
6
12
12
12
12
9
12
6
8
12
12
5
12
12
12
12
12
3
12
12
12
12

Replacement
Company

Accounting Technique
Illustration

2.309
1.142, 2.69

2.176
1.16
4.12
1.120
6.49
2.292
6.52
1.93
2.201
New
2.40
2.301
2.70
7.52

1.92, 4.30, 7.56
1.118, 1.150
1.62
1.157
5.47
3.50, 3.100

* Months are numbered in calendar-year sequence, January through December (e.g., January = 1 and
February = 2).
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COMPANIES INCLUDED IN SIXTY-FIRST EDITION
NOT INCLUDED IN THIS EDITION OF THE SURVEY
Alltel Corporation
ARAMARK Corporation
Armor Holdings, Inc.
Avaya Inc.
Bowater Incorporated
Caremark Rx, Inc.
CDW Corporation
Diebold, Incorporated
Dollar General Corporation
Dow Jones & Company, Inc.
ElkCorp
First Data Corporation
Gateway, Inc.
Gold Kist Inc.
Harrah’s Entertainment, Inc.
Hilton Hotels Corporation
Jacuzzi Brands, Inc.
JLG Industries, Inc.
Kellwood Company
The Lamson & Sessions Co.
Lucent Technologies Inc.
Lyondell Chemical Company
OSI Restaurant Partners, Inc.
Pathmark Stores, Inc.
Phelps Dodge Corporation
The Reader’s Digest Association, Inc.
Ryerson Inc.
Sabre Holdings Corporation
Sequa Corporation
The ServiceMaster Company
Solectron Corporation
Steel Technologies Inc.
Swift Transportation Co., Inc.
Univision Communications Inc.
Washington Group International, Inc.
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Pronouncement Index

All of the pronouncements cited in the narrative portions (not in the survey company illustrations) of this edition of
Accounting Trends & Techniques have been listed below. Titles and paragraph locations have been included for ease of
use and reference.
No.

Title

Paragraph
Accounting Interpretations (AICPA)

30

Reporting the Results of Operations

3.145

Accounting Principles Board Opinions (AICPA)
6

Status of Accounting Research Bulletins

9

Reporting the Results of Operations:
I—Net Income and the Treatment of Extraordinary Items and Prior Period
Adjustments;
II—Computation and Reporting of Earnings Per Share

12

Omnibus Opinion—1967:
Classification and Disclosure of Allowances; Disclosure of
Depreciable Assets and Depreciation; Deferred Compensation
Contracts; Capital Changes; Convertible Debt and Debt Issued
With Stock Warrants; Amortization of Debt Discount and Expense
or Premium

2.297

5.02

2.53, 2.87,
3.101, 5.27

18

The Equity Method of Accounting for Investments in Common Stock

20

Accounting Changes

22

Disclosure of Accounting Policies

1.44

25

Accounting for Stock Issued to Employees

3.86

30

Reporting the Results of Operations—Reporting the Effects of
Disposal of a Segment of a Business, and Extraordinary,
Unusual and Infrequently Occurring Events and Transactions

AICPA Accounting Trends & Techniques

2.98
1.50, 1.51,
2.88, 3.102,
3.142, 5.13

3.145, 3.146
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Title

Paragraph
Accounting Research Bulletins (AICPA)

43, Chapter 3A

Restatement and Revision of Accounting Research Bulletins:
Working Capital: Current Assets and Current Liabilities

2.115, 2.160,
2.214

43, Chapter 4

Restatement and Revision of Accounting Research Bulletins:
Inventory Pricing

43, Chapter 9C

Restatement and Revision of Accounting Research Bulletins:
Depreciation: Emergency Facilities—Depreciation, Amortization,
and Income Taxes

3.101

Restatement and Revision of Accounting Research Bulletins:
Government Contracts

3.126

45

Long-Term Construction-Type Contracts

3.126

51

Consolidated Financial Statements

43, Chapter 11

2.55

1.66, 1.67,
1.69, 1.70

Accounting Terminology Bulletins (AICPA)
1

Review and Resume

2.265

Financial Accounting Standards Board Accounting Standards—Current Text
I14

Income Statement Presentation: Discontinued Operations

3.136

I17

Income Statement Presentation: Extraordinary Items

3.145

Financial Accounting Standards Board Concepts Statements
6

Elements of Financial Statements

7

Using Cash Flow Information and Present Value in Accounting Measurements

3.10, 3.32
2.17, 2.18,
2.101, 2.102,
2.117, 2.163,
2.164, 2.187,
2.188, 2.216,
2.217

Financial Accounting Standards Board Emerging Issues Task Force
00–21

Revenue Arrangements with Multiple Deliverables

03–1

The Meaning of Other-Than-Temporary Impairment and Its Application to
Certain Investments

3.126
2.21, 2.105

Financial Accounting Standards Board Interpretations
35

Criteria for Applying the Equity Method of Accounting for Investments
in Common Stock

2.98

46R

Consolidation of Variable Interest Entities

1.69

48

Accounting for Uncertainty in Income Taxes

3.112

Financial Accounting Standards Board Statements
4

Reporting Gains and Losses From Extinguishment of Debt

5

Accounting for Contingencies

6

Classification of Short-Term Obligations Expected to Be Refinanced

2.160

13

Accounting for Leases

2.234

14

Financial Reporting for Segments of a Business Enterprise

ATT-PRO
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No.

Title

16

Prior Period Adjustments

5.12

34

Capitalization of Interest Cost

2.85

47

Disclosure of Long-Term Obligations

2.213

57

Related Party Disclosures

1.166

78

Classification of Obligations That Are Callable by the Creditor

86

Accounting for the Costs of Computer Software to Be Sold, Leased,
or Otherwise Marketed

87

Employers’ Accounting for Pensions

88

Employers’ Accounting for Settlements and Curtailments of Defined Benefit
Pension Plans and for Termination Benefits

Paragraph

2.160, 2.214
2.86
2.177, 3.66,
3.68
3.66

89

Financial Reporting and Changing Prices

94

Consolidation of All Majority-Owned Subsidiaries

1.67, 1.68,
2.04

95

Statement of Cash Flows

2.09, 5.02,
6.01, 6.05,
6.07, 6.30,
6.41, 6.50,
6.53, 6.58

104

Statement of Cash Flows—Net Reporting of Certain Cash Receipts and Cash
Payments and Classification of Cash Flows From Hedging Activities

105

Disclosure of Information About Financial Instruments With Off-Balance-Sheet
Risk and Financial Instruments With Concentrations of Credit Risk

1.175

6.30, 6.41
1.127

106

Employers’ Accounting for Postretirement Benefits Other Than Pensions

107

Disclosures About Fair Value of Financial Instruments

1.127, 1.129,
2.15, 2.19,
2.20, 2.29,
2.100, 2.103,
2.104, 2.116,
2.119, 2.120,
2.162, 2.165,
2.166, 2.172,
2.186, 2.189,
2.190, 2.215,
2.218, 2.219

109

Accounting for Income Taxes

3.112, 3.119,
3.122, 5.12

112

Employers’ Accounting for Postemployment Benefits

115

Accounting for Certain Investments in Debt and Equity Securities

121

Accounting for Impairment of Long-Lived Assets and for Long-Lived
Assets to Be Disposed Of

123R

Share-Based Payment

125

Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities

128

Earnings Per Share

129

Disclosure of Information About Capital Structure

AICPA Accounting Trends & Techniques

2.177, 3.66,
3.68

3.83
2.14–2.17,
2.19, 2.20,
2.99–2.101,
2.103, 2.104
3.134
3.86
2.42, 2.121
3.150
2.269, 2.274
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No.

Title

130

Reporting Comprehensive Income

2.285, 3.04,
4.01, 4.02,
4.18, 4.19,
5.51, 7.11

131

Disclosures About Segments of an Enterprise and Related Information

1.20, 1.21,
1.68, 3.133

132R

Employers’ Disclosures About Pensions and Other Postretirement Benefits
(Revised 2003)

133

Accounting for Derivative Instruments and Hedging Activities

138

Accounting for Certain Derivative Instruments and Certain Hedging Activities

140

Accounting for Transfers and Servicing of Financial Assets and Extinguishments
of Liabilities

Paragraph

2.177,
3.66–3.68
1.127, 1.128,
1.129, 2.14,
2.15, 2.19,
2.29, 2.42,
2.99, 2.100,
2.103, 2.116,
2.119, 2.121,
2.162, 2.165,
2.172, 2.186,
2.189, 2.215,
2.218
1.127
2.42, 2.43,
2.121

141R

Business Combinations

1.77, 2.127,
3.146

142

Goodwill and Other Intangible Assets

1.21, 2.127,
3.133

144

Accounting for the Impairment or Disposal of Long-Lived Assets

3.133–3.135

145

Rescission of FASB Statements No. 4, 44, and 64, Amendment of
FASB Statement No. 13, and Technical Corrections

150

Accounting for Certain Financial Instruments with Characteristics of both
Liabilities and Equity

3.145
1.127, 1.129,
2.274

154

Accounting Changes and Error Corrections

1.50–1.52,
2.88, 3.102,
3.142, 5.13

155

Accounting for Certain Hybrid Financial Instruments

1.127, 1.129

156

Accounting for Servicing of Financial Assets

157

Fair Value Measurements

158

Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans

159

ATT-PRO

The Fair Value Option for Financial Assets and Liabilities

2.43
1.129, 1.130,
2.19, 2.20,
2.103, 2.104,
2.119, 2.120,
2.165, 2.166,
2.189, 2.190,
2.218, 2.219
2.177, 3.68,
3.69
1.130, 2.20,
2.104, 2.120,
2.166, 2.190,
2.219
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No.

Title

Paragraph

160

Noncontrolling Interests in Consolidated Financial Statements—an
Amendment of ARB No. 51

1.66, 1.70

161

Disclosures About Derivative Instruments and Hedging Activities—an
Amendment of FASB Statement No. 133

1.128

PCAOB Auditing Standards
1
2
5

References in Auditors’ Reports to the Standards of the Public Company
Accounting Oversight Board

7.15, 7.16

An Audit of Internal Control Over Financial Reporting Performed in Conjunction
With an Audit of Financial Statements

7.49

An Audit of Internal Control Over Financial Reporting That is Integrated With
an Audit of Financial Statements

7.49

PCAOB Rules
3100

Compliance With Auditing and Related Professional Practice Standards

7.02

Sarbanes-Oxley Act of 2002
Section 103 (a)

Auditing, Quality Control, Ethics Standards

7.02

Section 404 (a)

Management Assessment of Internal Control—Rules Required

7.48

Section 404 (b)

Management Assessment of Internal Control—Internal Control Evaluation
and Reporting

7.49

SEC Regulation S-K
Standard Instructions for Filing Forms Under the Securities Act of 1933, Securities
Exchange Act of 1934 and Energy Policy and Conservation Act of 1975

1.07, 1.41

SEC Regulation S-X
Accounting Rules—Form and Content of Financial Statements

1.41

SEC Rule 14a-3
Information to Be Furnished to Security Holders

1.07, 1.36

SEC Staff Accounting Bulletin
108

Considering the Effects of Prior Year Misstatements when Quantifying
Misstatements in Current Year Financial Statements

5.14

Statements of Position (AICPA)
81-1

Accounting for Performance of Construction-Type and Certain
Production-Type Contracts

94-6

Disclosure of Certain Significant Risks and Uncertainties

98-1

Accounting for the Costs of Computer Software Developed or Obtained
for Internal Use

01-6

Accounting by Certain Entities (Including Entities With Trade Receivables)
That Lend to or Finance the Activities of Others

3.126
1.99, 1.100
2.86
2.30, 2.44

Statements on Auditing Standards (AICPA)
1, AU section 530

Dating of the Independent Auditor’s Report

1, AU section 543

Part of Audit Performed by Other Independent Auditors

1, AU section 560

Subsequent Events

AICPA Accounting Trends & Techniques

7.45
7.17, 7.18
1.151
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No.

Title

Paragraph

29, AU section 551

Reporting on Information Accompanying the Basic Financial Statements
in Auditor-Submitted Documents

7.45

32, AU section 431

Adequacy of Disclosure in Financial Statements

1.41

58, AU section 508

Reports on Audited Financial Statements

59, AU section 341

The Auditor’s Consideration of an Entity’s Ability to Continue
as a Going Concern

7.21

64, AU section 543

Omnibus Statement on Auditing Standards—1990

7.17

79, AU section 508

Amendment to Statement on Auditing Standards No. 58,
Reports on Audited Financial Statements

7.01, 7.05,
7.06, 7.09,
7.10, 7.18,
7.21, 7.26,
7.35, 7.39,
7.40

7.21, 7.26,
7.35, 7.39,
7.40

85, AU section 508

Management Representations

7.21

93, AU section 508

Omnibus Statement on Auditing Standards—2000

7.09

95, AU section 150

Generally Accepted Auditing Standards

7.02

98, AU section 530

Omnibus Statement on Auditing Standards—2002

7.45

103, AU section 530

Audit Documentation

7.45
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Subject
Index

A
Accelerated methods, 3.107–3.108
Accountants’ report, see Independent auditors’
report
Accounting changes, 1.50–1.65
defined benefit pension and postretirement plans,
1.60–1.61
fair value measurements, 1.65
income tax uncertainties, 1.56–1.59
inventories, 1.64
prior period financial statement misstatements, 1.63
stock-based compensation, 1.62
Accounting error correction, see Adjustment to
opening balance of retained earnings; Prior
period adjustment; Prior period financial
misstatement
Accounting estimates, see Risks and uncertainties
Accounts payable, see Current liabilities; Liabilities;
Trade accounts payable
Accounts receivable, see Assets; Current assets;
Receivables sold or collateralized
Accumulated cost, 2.72
Accumulated depreciation, 2.93
Accumulated other comprehensive income,
2.285–2.296
equity section of balance sheet, 2.295–2.296
notes to financial statements, 2.291–2.292
presentation of component balances, 2.290
statement of changes in stockholder’s equity,
2.293–2.294
Additional paid-in capital, changes in, 5.35–5.50
business combination, 5.39
capped call, 5.50
common stock issued in employee benefit plans,
5.37
compensation recognized, 5.43–5.44
debt conversion, 5.40

AICPA Accounting Trends & Techniques

preferred stock conversion, 5.41–5.42
presentation of, 5.27–5.29
public offering, 5.38
restricted stock, 5.48
stock compensation tax benefit, 5.45
stock splits, 5.30–5.34
treasury stock issued, 5.49
treasury stock purchased, 5.47
warrants sold, 5.46
Additional payments related to acquisitions,
1.122
Adjustment of gain/loss reported in prior period,
3.140
Adjustments to opening balance of retained earnings,
5.12–5.20
change in accounting principle, 5.17–5.18
prior period adjustment, 5.19–5.20
Advances/deposits, 2.84, 2.207
Advertising, 2.205, 3.45
Allowance for doubtful accounts, see Assets; Bad
debt; Balance sheet; Current assets; Current
receivables
Amortization, see Intangible assets
Amortization period, 2.131
Annual reports to stockholders, information required
in, 1.10–1.19
critical accounting policies and estimates excerpt,
1.19
forward-looking information excerpt, 1.15
liquidity and capital resources excerpt, 1.16
management’s discussion and analysis of financial
conditions and results of operations, 1.14
market risk information excerpt, 1.18
new accounting standards excerpt, 1.17
quarterly financial data, 1.10–1.11
selected information for five years, 1.12–1.13
Asset disposals, 1.158–1.159
Asset retirement obligations, 2.211, 2.261
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Assets, 2.09–2.159
advances/deposits, 2.84
allowance for doubtful accounts, 2.53–2.54
assets of nonhomogenous operations, 2.157
cash and cash equivalents, 2.09–2.13
cash value of life insurance, 2.155
changes in, 6.25–6.26
contracts, 2.156
current receivables, 2.29–2.54
debt issue costs, 2.151
deferred income taxes, 2.144–2.145
deferred taxes, 2.79–2.80
derivatives, 2.82, 2.154
estimated insurance recoveries, 2.158
in-store displays, 2.159
intangible assets, 2.127–2.141
inventories, 2.55–2.72
investments, 2.98–2.114
marketable securities, 2.14–2.28
noncurrent, 2.85–2.159
noncurrent receivables, 2.115–2.126
nonhomogenous operations, 2.157
other current assets, 2.77–2.84
other noncurrent assets, 2.142–2.159
pension asset, 2.146–2.148
prepaid expenses, 2.73–2.76
property held for sale, 2.81, 2.153
property, plant and equipment, 2.85–2.97
receivables other than trade, 2.33–2.40
receivables sold or collateralized, 2.41–2.52
sale of, 2.40
segregated funds, 2.152
software development costs, 2.149–2.150
unbilled costs, 2.83
Audit committee report, 7.57
Auditors’ report, see Independent auditors’ report
Auditor’s standard report, 7.09–7.14
Auditor’s standard report of a public company,
7.15–7.16
Available-for-sale securities, 2.24–2.25
Average cost, 2.71

B
Bad debt, 2.53–2.54
allowance for doubtful accounts, 2.53–2.54
provision for, 6.22
Balance sheet, 2.01–2.313
accumulated other comprehensive income,
2.285–2.296
additional paid-in capital, 2.281–2.282
allowance for doubtful accounts, 2.53–2.54
capital structures, 2.269–2.271
cash and cash equivalents, 2.09–2.13
common stock, 2.272–2.273
credit agreements, 2.229–2.233
current amount of long-term debt, 2.186–2.193

ATT-SUB

17:51

current liabilities, 2.160–2.170
current receivables, 2.29–2.54
employee-related liabilities, 2.177–2.181,
2.256–2.257
format, 2.03–2.08
income tax liability, 2.182–2.185
intangible assets, 2.127–2.141
inventories, 2.55–2.72
investments, 2.98–2.114
long-term debt, 2.212–2.228
long-term leases, 2.234–2.245
marketable securities, 2.14–2.28
noncurrent receivables, 2.115–2.126
other current assets, 2.77–2.84
other current liabilities, 2.194–2.211
other noncurrent assets, 2.142–2.159
other stockholders’ equity accounts, 2.303–2.313
preferred stock, 2.274–2.280
prepaid expenses, 2.73–2.76
property, plant, and equipment, 2.85–2.97
receivables other than trade receivables,
2.33–2.40
receivables sold or collateralized, 2.41–2.52
reserves, 2.265–2.266
retained earnings, 2.283–2.284
short-term debt, 2.161–2.170
title, 2.01–2.02
title of stockholder’s equity section, 2.267–2.268
trade accounts payable, 2.171–2.176
treasury stock, 2.297–2.302
Bankruptcy, 1.162
Beneficial conversion feature of convertible preferred
stock, 5.26
Billings in excess of uncompleted contract costs,
2.210
Business combinations, 1.77–1.83
cash flows from investing activities, 6.35
changes in additional paid-in capital, 5.39
formation of jointly owned companies, 1.83
purchase method, 1.81–1.82
subsequent event disclosures, 1.154–1.156
Business component disposals, 3.138–3.139

C
Capital expenditures, 1.121
Capital leases, 2.238–2.240
Capital stock issued or repurchased, 1.160
Capital stock proceeds/payments, 6.44–6.45
Capitalized software, 6.38
Capped call, 5.50
Carrybacks/carryforwards, see Income taxes
Cash and cash equivalents, 2.09–2.13, 6.58–6.63
Cash dividends, 5.08–5.09
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Cash flows from financing activities, 6.41–6.49
capital stock proceeds/payments, 6.44–6.45
debt issuance costs, 6.48
debt proceeds/repayments, 6.42–6.43
dividends paid, 6.47
exercise of stock options and related tax effect,
6.46
lease obligation payments, 6.49
Cash flows from investing activities, 6.30–6.40
business combinations, 6.35
capitalized software, 6.38
insurance proceeds, 6.40
investments, 6.33–6.34
notes receivable, 6.37
property acquisitions/disposals, 6.31–6.32
restricted cash, 6.39
sale of discontinued operations, 6.36
Cash flows from operating activities, 6.05–6.29
interest and income tax payments, 6.12, 6.27–6.29
method of reporting, 6.10
reconciling items, 6.11
Cash value of life insurance, 2.155
Casualty loss, 1.165
Change in accounting principle, 1.50–1.65, 5.17–5.18,
7.26–7.34
Change in date of fiscal year end, 1.32
Change in fair value of derivatives, 3.22, 3.53,
4.27–4.28
Changes in additional paid-in capital, 5.35–5.50
business combination, 5.39
capped call, 5.50
common stock issued in employee benefit plans,
5.37
compensation recognized, 5.43–5.44
debt conversion, 5.40
preferred stock conversion, 5.41–5.42
public offering, 5.38
restricted stock, 5.48
stock compensation tax benefit, 5.45
treasury stock issued, 5.49
treasury stock purchased, 5.47
warrants sold, 5.46
Charges or credits after income tax caption,
3.141–3.144
Collateralized long-term debt, 2.225–2.226
Commitments, 1.112–1.126
additional payments related to acquisitions, 1.122
capital expenditures, 1.121
debt covenant restrictions, 1.115–1.118
employment contracts, 1.125
financing/support agreement, 1.123
licensing agreement, 1.126
marketing agreement, 1.124
purchase agreements, 1.119–1.120
Common stock, 2.272–2.273
Common stock issued in relation to employee benefit
plans, 5.37
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Common stock warrants, 2.309
Companies selected for survey, see Industry
classification
Comparative financial statements, 1.36–1.38
Compensation committee report, 7.58
Compensation recognized, 5.43–5.44
Composite method, 3.110
Comprehensive income, 4.01–4.32
combined statement of net income and, 4.13–4.14
components of other, 4.18–4.32
presentation in annual report, 4.01–4.14
reporting statement, 4.04
reporting statement title, 4.07
separate statement of, 4.11
statement of changes in stockholders’ equity,
4.08–4.10
tax effect disclosure, 4.15–4.17
Comprehensive income, accumulated, 2.285–2.296
equity section of balance sheet, 2.295–2.296
notes to financial statements, 2.291–2.292
presentation of component balances, 2.290
statement of changes in stockholder’s equity,
2.293–2.294
Concentrations of credit risk, 1.148–1.150
Consistency, see Lack of consistency
Consolidated policies, 1.66–1.76
Consolidated tax return, 1.173
Contingencies, 1.84–1.98
gain contingencies, 1.96–1.98
loss contingencies, 1.87–1.95
Contracts, 2.35, 2.141, 2.156
Contracts, long-term, 3.126–3.132
Convertible long-term debt, 2.227
Convertible preferred stock, beneficial conversion
feature of, 5.26
Cost basis, investments, 2.114
Cost of goods sold, 3.35, 3.38–3.39
Costs related to discontinued
operations/restructuring, 2.197
Covenants not to compete, 2.140
Credit agreements, 2.229–2.233
Credit risk, see Concentration of credit risk; Risks and
uncertainties
Critical accounting policies and estimates excerpt,
1.19
Cumulative translation adjustments, 4.23–4.24
Current amount of long-term debt, 2.186–2.193
Current assets, 2.09–2.84
advances/deposits, 2.84
allowance for doubtful accounts, 2.53–2.54
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cash and cash equivalents, 2.09–2.13
current receivables, 2.29–2.54
deferred taxes, 2.79–2.80
derivatives, 2.82, 2.154
inventories, 2.55–2.72
marketable securities, 2.14–2.28
prepaid expenses, 2.73–2.76
property held for sale, 2.81
receivables other than trade, 2.33–2.40
receivables sold or collateralized, 2.41–2.52
unbilled costs, 2.83
Current liabilities, 2.160–2.211
advances/deposits, 2.207
advertising, 2.205
asset retirement obligations, 2.211
billings in excess of uncompleted contract costs,
2.210
costs related to discontinued
operations/restructuring, 2.197
current amount of long-term debt, 2.186–2.193
deferred revenue, 2.196
deferred taxes, 2.201
derivatives, 2.203
dividends, 2.204
employee-related liabilities, 2.177–2.181
environmental costs, 2.206
income tax liability, 2.182–2.185
insurance, 2.202
interest, 2.198
litigation, 2.208
product warranties, 2.200
rebates, 2.209
short-term debt, 2.161–2.170
taxes other than federal income taxes,
2.199
trade accounts payable, 2.171–2.176
Current receivables, 2.29–2.54
Customer lists/relationships, 2.136

Debt issuance costs, 6.48
Debt issue costs, 2.151
Debt proceeds/repayments, 6.42–6.43
Deferred compensation plans, 3.96
Deferred credits, 2.264
Deferred income taxes, 2.79–2.80, 2.144–2.145,
2.201, 2.248–2.249
Deferred revenue, 2.196
Deferred taxes, 2.79–2.80, 2.144–2.145, 2.201,
2.248–2.249
Defined benefit pension and postretirement plans,
1.60–1.61
Defined benefit plans, 3.75–3.77
Defined benefit postretirement plan adjustments,
4.25–4.26
Defined contribution plans, 3.78
Definition of fiscal year, 1.33–1.35
Departure from unqualified opinions, 7.39
Depletion, 3.111
Deposits, 2.84, 2.207
Depreciable assets, see Property, plant and
equipment
Depreciation expense, 3.101–3.111
accelerated methods, 3.107–3.108
composite method, 3.110
depletion, 3.111
straight-line method, 3.105–3.106
units-of-production method, 3.109

Debt, long-term, 2.212–2.228
collateralized, 2.225–2.226
convertible, 2.227
current amount of, 2.186–2.193
debt covenant violation, 2.228
unsecured, 2.222–2.224
Debt conversion, 5.40
Debt covenant restrictions, 1.115–1.118
Debt covenant violation, 2.228
Debt extinguishment, 3.31, 3.57

Derivative financial instruments, 1.134–1.137
Derivatives, 2.82, 2.154, 2.203, 2.254, 3.22, 3.53
Disclosure of accounting policies, 1.44–1.49
Disclosures of fair value, 1.145–1.147
Discontinued operations, 3.133–3.140
adjustment of gain/loss reported in prior period,
3.140
business component disposals, 3.138–3.139
current liabilities, 2.197
noncurrent liabilities, 2.259
subsequent event disclosures, 1.158–1.159
Dividends-in-kind, 5.10
Dividends, 5.04–5.11
cash dividends, 5.08–5.09
dividends-in-kind, 5.10
gains, 3.23
other current liabilities, 2.204
paid, 6.47
stock purchase rights, 5.11
stock splits/dividends, 1.164
subsequent events, 1.164

Debt incurred, reduced, or refinanced,
1.156–1.157

Doubtful accounts, see Assets; Bad debt; Balance
sheet; Current assets; Current receivables

D
Dating of report, 7.45–7.47
Debt, incurred, 1.156–1.157
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E
Earnings per share, 3.150–3.154
Emphasis of a matter, 7.35–7.38
Employee benefit plans, common stock issued in,
5.37
Employee benefit trust, 2.311
Employee benefit/pension, gain related to, 3.30
Employee benefits, 1.163, 7.28–7.29
Employee compensatory plans, 3.86–3.100
deferred compensation plans, 3.96
employee stock ownership plans, 3.97
incentive compensation plans, 3.99
phantom stock, 3.100
profit sharing plans, 3.98
savings/investment plans, 3.94
stock award plans, 3.93
stock option plans, 3.90–3.92
stock purchase plans, 3.95
Employee stock ownership plans, 3.97, 3.310, 5.25,
5.54
Employee-related costs, 6.17
Employee-related liabilities, 2.177–2.181,
2.256–2.257
Employment contracts, 1.125
Environmental clean-up, 3.61
Environmental cost liabilities, 2.206, 2.258
Environmental matters, 1.89–1.90
Equity earnings, 6.21
Equity in earnings of investee, 3.20
Equity in losses of investee, 3.60
Equity loss, 6.21
Equity method, 2.110–2.111
Equity section of balance sheet, 2.267–2.313
Errors, see Adjustment to opening balance of retained
earnings; Prior period adjustment; Prior period
financial misstatement
Estimated insurance recoveries, 2.158
Estimates, see Risks and uncertainties
Exercise of stock options and related tax effect,
6.46
Expense provision, income taxes, 3.115–3.117
Expenses, 3.38–3.48
advertising, 3.45
cost of goods sold, 3.38–3.39
cost of goods sold captions, 3.35
interest and penalty on income taxes, 3.40–3.42
other than cost of goods sold, 3.36
provision for doubtful accounts, 3.47
research and development, 3.43–3.44
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shipping, 3.48
warranty, 3.46
Expropriation, 3.149
Extraordinary items, 3.145–3.149

F
Fair value, 2.112–2.113
accounting changes, 1.65
adjustments, 3.65
derivatives, change in, 3.22, 3.53
disclosures, 1.145–1.147
investments, 2.112–2.113
measurements, 1.65
Finance receivables, 2.36
Financial guarantees/indemnifications, 1.138–1.141
Financial instruments, 1.127–1.150
concentrations of credit risk, 1.148–1.150
derivative, 1.134–1.137
disclosures of fair value, 1.145–1.147
letters of credit, 1.142
off-balance-sheet, 1.138–1.144
sale of receivables with recourse, 1.143–1.144
Financial statement misstatements, 6.63, 7.33
Financing/support agreement, 1.123
First-in first-out, 2.66–2.67
Fiscal year, 1.33–1.35
Fixed assets, see Property, plant and equipment
Foreign currency cash flows, 6.50–6.52
Foreign currency transactions, 3.21, 3.55
Foreign currency translation, 4.23–4.24
Forward-looking information excerpt, 1.15
Franchise fees, 3.25
Franchises, 2.139

G
Gain contingencies, 1.96–1.98
plaintiff litigation, 1.96–1.97
potential tax refund, 1.98
Gain/loss reported in prior period, adjustment of,
3.140
Gains, 3.14, 3.18–3.31
change in fair value of derivative, 3.22
debt extinguishment, 3.31
dividends, 3.23
employee benefit/pension related, 3.30
equity in earnings of investee, 3.20
foreign currency transactions, 3.21
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insurance recoveries, 3.26
interest, 3.18
liability accruals reduced, 3.24
litigation settlements, 3.27
minority interest in investee loss, 3.29
rentals, 3.28
royalty, franchise and license fees, 3.25
sale of assets, 3.19
General management and special purpose committee
reports, 7.54–7.58
audit committee report, 7.57
compensation committee report, 7.58
report of management on financial statements,
7.56
Goodwill, 2.132–2.133
Governmental investigations, 1.94
Guarantees, see Off-balance-sheet financial
instruments
Guarantees of ESOP debt, 2.310

H
Hedging, see Derivative financial instruments
Held-to-maturity securities, 2.26–2.27

I
Impairment of intangibles, 3.54
Incentive compensation plans, 3.99
Income statement, 3.01–3.154
charges or credits shown after income tax caption,
3.141–3.144
depreciation expense, 3.101–3.111
discontinued operations, 3.133–3.140
earnings per share, 3.150–3.154
employee compensatory plans, 3.86–3.100
expenses, 3.38–3.48
expenses and losses, 3.32–3.65
extraordinary items, 3.145–3.149
format, 3.03–3.09
gains, 3.14, 3.18–3.31
income taxes, 3.112–3.125
long-term contracts, 3.126–3.132
losses, 3.37, 3.49–3.65
operating loss and tax credit carryforwards,
3.119–3.121
pensions and other postretirement benefits,
3.66–3.82
postemployment benefits, 3.83–3.85
revenues, 3.15–3.17
revenues and gains, 3.10–3.31
taxes on undistributed earnings, 3.122–3.125
title, 3.01–3.02
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Income tax liability, 2.182–2.185
Income tax uncertainties, 1.56–1.59, 7.31–7.32
Income taxes, 3.112–3.125
credit provision, 3.118
expense provision, 3.115–3.117
income tax expense, 3.114
interest and penalty, 3.40–3.42
operating loss and tax credit carryforwards,
3.119–3.121
payments, 6.27, 6.29
undistributed earnings, 3.122–3.125
Incurred debt, 1.156–1.157
Indebtedness, see Liabilities
Indemnifications, see Off-balance-sheet financial
instruments, Warranties
Independent auditors’ report, 7.01–7.58
addressee, 7.06–7.08
audit committee report, 7.57
auditors’ report on internal control over financial
reporting, 7.48–7.53
auditors’ standard report, 7.09–7.14
auditors’ standard report of a public company,
7.15–7.16
combined report on financial statements and
internal control, 7.53
compensation committee report, 7.58
dating of report, 7.45–7.47
departure from unqualified opinions, 7.39
employee benefits, 7.28–7.29
financial statement misstatements, 7.33
general management and special purpose
committee reports, 7.54–7.58
income tax uncertainties, 7.31–7.32
inventories, 7.34
lack of consistency, 7.26–7.34
opinion expressed on supplementary financial
information, 7.43–7.44
presentation in annual report, 7.01–7.04
reference to report of other auditors, 7.17–7.20
report of management on financial statements, 7.56
reports on comparative financial statements,
7.40–7.42
separate report on internal control, 7.51–7.52
statement of changes in stockholder’s equity,
7.14
statement of comprehensive income, 7.12
statement of operations and comprehensive
income, 7.13
stock-based compensation, 7.30
title, 7.05
uncertainties, 7.21–7.25
Industry classifications, 1.04
Inflation accounting, 1.175–1.177
Information required in annual reports to
stockholders, 1.07–1.19
critical accounting policies and estimates excerpt,
1.19
forward-looking information excerpt, 1.15
liquidity and capital resources excerpt, 1.16
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management’s discussion and analysis of financial
conditions and results of operations, 1.14
market risk information excerpt, 1.18
new accounting standards excerpt, 1.17
quarterly financial data, 1.10–1.11
selected information for five years, 1.12–1.13
In-store displays, 2.159
Insurance, 2.202, 2.260
Insurance claims, 2.38
Insurance coverage, 1.93
Insurance proceeds, 6.40
Insurance recoveries, 3.26
Intangible asset amortization, 3.49–3.50,
6.23
Intangible assets, 2.127–2.141
amortization period, 2.131
contracts, 2.141
covenants not to compete, 2.140
customer lists/relationships, 2.136
goodwill, 2.132–2.133
licenses and franchises, 2.139
patents, 2.138
technology, 2.137
trademarks, 2.134–2.135
Interest, 2.198, 3.18
Interest and income tax payments, 6.27–6.29
Interest and penalty on income taxes, 3.40–3.42
Internal control over financing, 7.48–7.53
auditors’ report on, 7.48–7.53
combined report, 7.53
separate report, 7.51–7.52
Inventories, 2.55–2.72
accounting changes, 1.64, 7.34
accumulated cost, 2.72
average cost, 2.71
captions, 2.63
cost determination, 2.64
first-in first-out, 2.66–2.67
industry classification, 2.65
lack of consistency, 1.64, 7.34
last-in first-out, 2.68–2.70
Investments, current, see Marketable securities
Investments, noncurrent, 2.98–2.114
carrying bases, 2.108
cash flows from investing activities, 6.33–6.34
cost, 2.114
description, 2.109
equity method, 2.110–2.111
fair value, 2.112–2.113

J
Jointly owned companies, 1.83

AICPA Accounting Trends & Techniques

L
Lack of consistency, 7.26–7.34
employee benefits, 7.28–7.29
financial statement misstatements, 7.33
income tax uncertainties, 7.31–7.32
inventories, 7.34
stock-based compensation, 7.30
Land, see Property, plant and equipment
Last-in first-out, 2.68–2.70
Lawsuits, see Litigation
Lease obligation payments, 6.49
Leases, long-term, 2.234–2.245
lessee—capital leases, 2.238–2.240
lessee—operating leases, 2.241–2.243
lessor leases, 2.244–2.245
Lessee—capital leases, 2.238–2.240
Lessee—operating leases, 2.241–2.243
Lessor leases, 2.244–2.245
Letters of credit, 1.142
Liabilities, 2.160–2.264
advances/deposits, 2.207
advertising, 2.205
asset retirement obligations, 2.211, 2.261
billings in excess of uncompleted contract costs,
2.210
changes in, 6.25–6.26
credit agreements, 2.229–2.233
current amount of long-term debt, 2.186–2.193
deferred credits, 2.264
deferred income taxes, 2.144–2.145, 2.248–2.249
deferred revenue, 2.196
deferred taxes, 2.201
derivatives, 2.203, 2.254
discontinued operations, 2.197, 2.259
dividends, 2.204
employee-related liabilities, 2.177–2.181,
2.256–2.257
environmental costs, 2.206, 2.258
income tax liability, 2.182–2.185
insurance, 2.202, 2.260
interest, 2.198
litigation, 2.208, 2.262
long-term debt, 2.212–2.228
long-term leases, 2.234–2.245
minority interest, 2.250–2.251
preferred stock, 2.255
product warranties, 2.200
rebates, 2.209
short-term debt, 2.161–2.170
tax uncertainties, 2.252–2.253
taxes other than federal income taxes, 2.199
trade accounts payable, 2.171–2.176
warranties, 2.200, 2.263
Liabilities, changes in, 6.25–6.26
Liability accruals reduced, 3.24
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License fees, 3.25
Licenses, 2.139
Licensing agreement, 1.126
Life insurance, cash value of, 2.155
Line of credit, see Credit agreements
Liquidity and capital resources excerpt, 1.16
Litigation, 1.87–1.88, 1.161, 2.208, 2.262
Litigation settlements, 3.27, 3.58
Loan, see Liabilities
Long-term contracts, 3.126–3.132
Long-term debt, 2.212–2.228
collateralized, 2.225–2.226
convertible, 2.227
current amount of, 2.186–2.193
debt covenant violation, 2.228
unsecured, 2.222–2.224
Long-term leases, 2.234–2.245
lessee—capital leases, 2.238–2.240
lessee—operating leases, 2.241–2.243
lessor leases, 2.244–2.245
Loss carryforward, see Income taxes
Loss contingencies, 1.87–1.95
environmental matters, 1.89–1.90
governmental investigations, 1.94
insurance coverage/self-insurance, 1.93
litigation, 1.87–1.88
possible tax assessments, 1.91–1.92
product labeling, 1.95
Losses, 3.37, 3.49–3.65
change in fair value of derivatives, 3.53
debt extinguishment, 3.57
environmental clean-up, 3.61
equity in losses of investee, 3.60
fair value adjustments, 3.65
foreign currency transactions, 3.55
impairment of intangibles, 3.54
intangible asset amortization, 3.49–3.50
litigation settlements, 3.58
merger costs, 3.64
minority interest, 3.59
purchased R&D, 3.63
restructuring of operations, 3.51
sale of assets, 3.56
sale of receivables, 3.62
write-down of assets, 3.52

M
Management’s discussion and analysis, 1.14
Market risk information excerpt, 1.18
Marketable securities, 2.14–2.28
available-for-sale securities, 2.24–2.25
held-to-maturity securities, 2.26–2.27
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trading securities, 2.28
Marketing agreement, 1.124
Merger costs, 3.64
Mergers, see Business combinations
Minority interest, 2.250–2.251, 3.59
Minority interest in investee loss, 3.29
Misstatements, in financial statements, 1.63, 7.33
Multiemployer plans, 3.80

N
Natural business year, 1.28–1.35
Nature of operations, 1.101–1.103
Net income, combined statement of comprehensive
income and, 4.13–4.14
New accounting standards excerpt, 1.17
Noncash activities, 6.53–6.57
Noncompete agreements, see Intangible assets
Noncurrent assets, 2.85–2.159
assets of nonhomogeneous operations,
2.157
cash value of life insurance, 2.155
contracts, 2.156
debt issue costs, 2.151
deferred income taxes, 2.144–2.145
derivatives, 2.154
in-store displays, 2.159
insurance recoveries, 2.158
intangible assets, 2.127–2.141
investments, 2.98–2.114
noncurrent receivables, 2.115–2.126
pension asset, 2.146–2.148
property held for sale, 2.153
property, plant and equipment, 2.85–2.97
segregated funds, 2.152
software development costs, 2.149–2.150
Noncurrent liabilities, 2.212–2.264
asset retirement obligations, 2.261
credit agreements, 2.229–2.233
deferred credits, 2.264
deferred income taxes, 2.248–2.249
derivatives, 2.254
discontinued operations, 2.259
employee-related liabilities, 2.256–2.257
environmental costs, 2.258
insurance, 2.260
litigation, 2.262
long-term debt, 2.212–2.228
long-term leases, 2.234–2.245
minority interest, 2.250–2.251
preferred stock, 2.255
tax uncertainties, 2.252–2.253
warranties, 2.263
Noncurrent receivables, 2.115–2.126
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Notes payable, see Liabilities
Notes receivable, 6.37
Notes to financial statements, 1.41–1.43, 2.291–2.292

O
Obligations, see Liabilities
Off-balance-sheet financial instruments, 1.138–1.144
financial guarantees/indemnifications, 1.138–1.141
letters of credit, 1.142
sale of receivables with recourse, 1.143–1.144
Operating leases, 2.241–2.243
Operating loss and tax credit carryforwards,
3.119–3.120
Operating segments, 1.20–1.27
Opinion expressed on supplementary financial
information, 7.43–7.44
Opinions, see Independent auditors’ report
Other changes in retained earnings, 5.21–5.26
beneficial conversion feature of convertible
preferred stock, 5.26
tax benefit from ESOP dividends, 5.25
treasury stock transactions, 5.23–5.24
Other components of stockholders’ equity, 5.51–5.56
employee stock ownership plans, 5.54
stock subscriptions receivable, 5.55
unearned compensation expense, 5.53
warrants, 5.56
Other comprehensive income, components of,
4.18–4.32
changes in fair value of derivative, 4.27–4.28
cumulative translation adjustments, 4.23–4.24
defined benefit postretirement plan adjustments,
4.25–4.26
reclassification adjustments, 4.31–4.32
unrealized losses/gains on certain investments,
4.29–4.30
Other current assets, 2.77–2.84
advances/deposits, 2.84
deferred taxes, 2.79–2.80
derivatives, 2.82
property held for sale, 2.81
unbilled costs, 2.83
Other current liabilities, 2.194–2.211
advances/deposits, 2.207
advertising, 2.205
asset retirement obligations, 2.211
billings in excess of uncompleted contract costs,
2.210
deferred revenue, 2.196
deferred taxes, 2.201
derivatives, 2.203
discontinued operations/restructuring, 2.197
dividends, 2.204
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environmental costs, 2.206
insurance, 2.202
interest, 2.198
litigation, 2.208
product warranties, 2.200
rebates, 2.209
taxes other than federal income taxes, 2.199
Other noncurrent assets, 2.142–2.150
assets of nonhomogeneous operations, 2.157
cash value of life insurance, 2.155
contracts, 2.156
debt issue costs, 2.151
deferred income taxes, 2.144–2.145
derivatives, 2.154
in-store displays, 2.159
insurance recoveries, 2.158
pension asset, 2.146–2.148
property held for sale, 2.153
segregated funds, 2.152
software development costs, 2.149–2.150
Other noncurrent liabilities, 2.246–2.264
asset retirement obligations, 2.261
deferred credits, 2.264
deferred income taxes, 2.248–2.249
derivatives, 2.254
discontinued operations, 2.259
employee-related liabilities, 2.256–2.257
environmental costs, 2.258
insurance, 2.260
litigation, 2.262
minority interest, 2.250–2.251
preferred stock, 2.255
tax uncertainties, 2.252–2.253
warranties, 2.263
Other stockholders’ equity accounts, 2.303–2.313
common stock warrants, 2.309
employee benefit trust, 2.311
guarantees of ESOP debt, 2.310
receivables from sale of stock, 2.312
stock purchase rights, 2.313
unearned compensation related to stock award
plans, 2.308

P
Paid-in capital, additional, 2.281–2.282, 5.27–5.50
balance sheet title, 2.281–2.282
business combination, 5.39
capped call, 5.50
common stock issued in relation to employee
benefit plans, 5.37
compensation recognized, 5.43–5.44
debt conversion, 5.40
preferred stock conversion, 5.41–5.42
presentation of changes in, 5.27–5.29
public offering, 5.38
restricted stock, 5.48
stock compensation tax benefit, 5.45
stock splits, 5.30–5.34
treasury stock issued, 5.49
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treasury stock purchased, 5.47
warrants sold, 5.46
Patents, 2.138
Payables, see Liabilities
Pension and other postretirement benefits, 3.66–3.82
amendment of plan, 3.81
assumed discount rate, 3.70
assumed rate of compensation increase, 3.71
defined benefits plans, 3.75–3.77
defined contribution plans, 3.78
expected rate of return, 3.72
healthcare cost trend rate, 3.73
multiemployer plans, 3.80
plan asset allocation, 3.74
supplemental retirement plans, 3.79
termination, 3.82
Pension asset, 2.146–2.148
Phantom stock, 3.100
Plaintiff litigation, 1.96–1.97
Possible tax assessments, 1.91–1.92
Postemployment benefits, 3.83–3.85
Potential tax refund, 1.98
Preferred stock, 2.255, 2.274–2.280
extended at fair value, 2.280
extended at liquidating value, 2.278
extended at par value, 2.277
extended at redemption value, 2.279
noncurrent liabilities, 2.255
Preferred stock conversion, 5.41–5.42
Prepaid expenses, 2.73–2.76
Prior period adjustment, 5.19–5.20
Prior period financial statement misstatements,
1.63
Product labeling, 1.95
Product warranties, 2.200
Profit sharing plans, 3.98
Promotional costs, see Advertising
Property, plant, and equipment, 2.85–2.97
accumulated depreciation, 2.93
depreciable asset captions, 2.92
depreciation expense, 3.101–3.111
land captions, 2.91
Property acquisitions/disposals, 6.31–6.32
Property held for sale, 2.81, 2.153
Provision for bad debt, 6.22
Provision for doubtful accounts, 3.53–3.54
Public offering, 5.38
Purchase agreements, 1.119–1.120
Purchase method, 1.81–1.82
Purchased R&D, 3.63
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Q
Quarterly financial data, 1.10–1.11

R
Rebates, 2.209
Receivables from affiliates, 2.34
Receivables from sale of stock, 2.312
Receivables, noncurrent, 2.115–2.126
Receivables other than trade receivables,
2.32–2.40
contracts, 2.35
finance receivables, 2.36
insurance claims, 2.38
receivables from affiliates, 2.34
retained interest in sold receivables, 2.37
sales of assets, 2.40
tax refund claims, 2.33
vendors/suppliers, 2.39
Receivables sold or collateralized, 2.41–2.52
with limited recourse, 2.49
with recourse, 2.47–2.48
without recourse, 2.50–2.51
used as collateral, 2.52
Reclassification adjustments, 4.31–4.32
Reclassifications, 2.07–2.08, 3.08–3.09
Reduced debt, 1.156–1.157
Reference to report of other auditors, 7.17–7.20
Refinanced debt, 1.156–1.157
Related party transactions, 1.166–1.174
consolidated tax return, 1.173
sale of receivables to subsidiary, 1.167
tax sharing agreement, 1.174
transaction between reporting entity and investee,
1.168
transaction between reporting entity and major
stockholder, 1.169
transaction between reporting entity and
officer/director, 1.170
transaction between reporting entity and variable
interest entity, 1.171–1.172
Rentals, 3.28
Report of management on financial statements,
7.56
Reporting entity, see Consolidation policies
Reports on comparative financial statements,
7.40–7.42
Research and development, 3.43–3.44, 3.63
Reserves, 2.265–2.266
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Restricted cash, 6.39
Restricted stock, 5.48
Restructuring, 1.162
charges, 6.24
liabilities, 2.197
losses, 3.51
Retained earnings, 5.02–5.26
Retained earnings, other changes in, 5.21–5.26
beneficial conversion feature of convertible
preferred stock, 5.26
tax benefit from ESOP dividends, 5.25
treasury stock transactions, 5.23–5.24
Retained interest in sold receivables, 2.37
Revenue of survey companies, 1.06
Revenues, 3.13, 3.15–3.17
Risks and uncertainties, 1.99–1.111
nature of operations, 1.101–1.103
significant estimates, 1.106–1.107
use of estimates, 1.104–1.105
vulnerability due to certain concentrations,
1.108–1.111
Rounding of amounts, 1.39–1.40
Royalty, franchise and license fees, 3.25

S
Sale of assets, 3.19, 3.56
Sale of assets other than property, 6.18
Sale of discontinued operations, 6.36
Sale of property, 6.19
Sale of receivables, 3.62
to subsidiary, 1.167
with limited recourse, 2.49
with recourse, 1.143–1.144, 2.47–2.48
without recourse, 2.50–2.51
Sales, see Revenues
Savings/investment plans, 3.94
Segment information, 1.20–1.27
Segregated funds, 2.152
Selected Information for five years,
1.12–1.13
Self-insurance, 1.93
Separate statement of comprehensive income,
4.11–4.12
Share-based compensation plans, tax benefit from,
6.20
Shipping, 3.48
Short-term debt, 2.161–2.170
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Shutdown, see Discontinued Operations
Significant estimates, 1.106–1.107
Software development costs, 2.149–2.150
Statement of cash flows, 6.01–6.63
adjustments to reconcile net income to operating
cash flows, 6.17–6.26
business combinations, 6.35
capital stock proceeds/payments, 6.44–6.45
capitalized software, 6.38
cash and cash equivalents, 6.58–6.63
cash flows from financing activities, 6.41–6.49
cash flows from investing activities, 6.30–6.40
cash flows from operating activities, 6.05–6.29
changes in assets and liabilities, 6.25–6.26
debt issuance costs, 6.48
debt proceeds/repayments, 6.42–6.43
direct method, 6.13–6.14
dividends paid, 6.47
employee-related costs, 6.17
equity earnings/(loss), 6.21
exercise of stock options and related tax effect,
6.46
foreign currency cash flows, 6.50–6.52
indirect/reconciliation method, 6.15–6.16
insurance proceeds, 6.40
intangible asset amortization, 6.23
interest and income tax payments, 6.27–6.29
investments, 6.33–6.34
lease obligation payments, 6.49
noncash activities, 6.53–6.57
notes receivable, 6.37
presentation in annual report, 6.03–6.04
property acquisitions/disposals, 6.31–6.32
provision for bad debt, 6.22
restricted cash, 6.39
restructuring charges, 6.24
sale of assets other than property, 6.18
sale of discontinued operations, 6.36
sale of property, 6.19
tax benefit from share-based compensation plans,
6.20
Statement of changes in stockholders’ equity,
2.293–2.294, 4.08–4.10, 5.01–5.56, 7.14
Statement of comprehensive income, 7.12
Stock award plans, 3.93
Stock compensation tax benefit, 5.45
Stock dividends, 1.164
Stock option plans, 3.90–3.92
Stock options, exercise of, 6.46
Stock purchase plans, 3.95
Stock purchase rights, 2.313, 5.11
Stock splits, 1.164, 5.30–5.34
Stock subscriptions receivable, 5.55
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Stock-based compensation, 1.62, 3.90–3.93,
5.43–5.45, 7.30

Tax benefit from share-based compensation plans,
6.20

Stockholders’ equity, balance sheet, 2.267–2.313
accumulated other comprehensive income,
2.285–2.296
additional paid-in capital, 2.281–2.282
capital structures, 2.269–2.271
common stock, 2.272–2.273
common stock warrants, 2.309
employee benefit trust, 2.311
guarantees of ESOP debt, 2.310
preferred stock, 2.274–2.280
receivables from sale of stock, 2.312
retained earnings, 2.283–2.284
stock purchase rights, 2.313
title of stockholders’ equity section, 2.267–2.268
treasury stock, 2.297–2.302
unearned compensation related to stock award
plans, 2.308

Tax credit carryforwards, 3.119–3.121

Stockholders’ equity, statement of, 5.01–5.56
additional paid-in capital, 5.27–5.30
adjustments to opening balance of retained
earnings, 5.12–5.20
changes in additional paid-in capital,
5.35–5.50
dividends, 5.04–5.11
employee stock ownership plans, 5.54
other changes in retained earnings, 5.21–5.26
other components of, 5.51–5.56
retained earnings, 5.02–5.26
stock splits, 5.30–5.34
stock subscriptions receivable, 5.55
unearned compensation expense, 5.53
warrants, 5.56
Straight-line method, 3.105–3.106
Subsequent events, 1.151–1.165
business combinations, 1.154–1.155
capital stock issued or purchased, 1.160
casualty loss, 1.165
debt incurred, reduced, or refinanced, 1.156–1.157
discontinued operations or asset disposals,
1.158–1.159
employee benefits, 1.163
litigation, 1.161
restructuring/bankruptcy, 1.162
stock splits/dividends, 1.164
Supplemental retirement plans, 3.79
Suppliers, 2.39

T
Tax assessment contingencies, 1.91–1.92
Tax benefit from ESOP dividends, 5.25
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Tax effect disclosure, 4.15–4.17
Tax refund, 1.98
Tax refund claims, 2.33
Tax sharing agreement, 1.174
Tax uncertainties, 1.56–1.59, 2.252–2.253, 3.40–3.42,
7.31–7.32
Taxes on undistributed earnings, 3.122–3.125
Taxes other than federal income taxes, 2.199
Technology, 2.137
Title of stockholder’s equity section, 2.267–2.268
Trade accounts payable, 2.171–2.176
Trademarks, 2.134–2.135
Trading securities, 2.28
Transaction between reporting entity and investee,
1.168
Transaction between reporting entity and major
stockholder, 1.169
Transaction between reporting entity and
officer/director, 1.170
Transaction between reporting entity and variable
interest entity, 1.171–1.172
Treasury stock, 2.297–2.302
balance sheet presentation, 2.299
cost of, shown as reduction of stockholders’ equity,
2.300–2.301
par value of, deducted from issued stock,
2.302
Treasury stock issued, 5.49
Treasury stock purchased, 5.47
Treasury stock transactions, 5.23–5.24

U
Unbilled costs, 2.83
Uncertainties, 7.21–7.25
Unconsolidated subsidiaries, see Investments
Undistributed earnings, taxes on, 3.122–3.125
Unearned compensation expense, 5.53
Unearned compensation related to stock award
plans, 2.308
Unearned revenue, see Deferred credits
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Units-of-production method, 3.109
Unrealized losses/gains on certain investments,
4.29–4.30
Unsecured long-term debt, 2.222–2.224
Use of estimates, 1.104–1.105

V
Vendors/suppliers, 2.39
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Vulnerability due to certain concentrations,
1.108–1.111

W
Warranties, 2.200, 2.263, 3.46
Warrants, 2.309, 5.56
Warrants sold, 5.46
Write-down of assets, 3.52
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AICPA RESOURCE: Accounting & Auditing Literature
The AICPA has created a unique online research tool by combining the power and
speed of the Web with comprehensive accounting and auditing standards. AICPA
RESOURCE includes the AICPA, FASB and GASB libraries. You’ll find subscriptions to
these titles:
• AICPA Professional Standards
• AICPA Technical Practice Aids
• AICPA’s Accounting Trends & Techniques
• AICPA Audit and Accounting Guides
• AICPA Audit Risk Alerts
• AICPA Financial Statement Preparation Manual
• AICPA Audit & Accounting Manual
• FASB Original Pronouncements
• FASB Current Text
• EITF Abstracts
• FASB Implementation Guides
• FASB’s Comprehensive Topical Index
• GASB Original Pronouncements
• Codification of Governmental Accounting and Financial Reporting Standards
• GASB Implementation Guides
• GASB’s Comprehensive Topical Index
Search for pertinent information from both databases by keyword and get the results
ranked by relevancy. Print out important AICPA RESOURCE segments and integrate
the literature into your engagements and financial statements. Available from anywhere
you have Internet access, this comprehensive reference library is packed with the A & A
guidance you need — and use — the most. All libraries are updated with the latest
standards and conforming changes.
AICPA, FASB and GASB Libraries, one-year individual online subscription
No. WGLBY12
AICPA Member $1,639.00
Nonmember $2,048.75
AICPA and FASB Libraries, one-year individual online subscription
No. WFLBY12
AICPA Member $1,239.00
Nonmember $1,548.75
AICPA Library, one-year individual online subscription
No. WALBY12
AICPA Member $739.00
Nonmember $923.75
AICPA RESOURCE offers over 90 additional subscription options – log onto
www.cpa2biz.com/AICPAresource for details.

